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For  Reference 
Do  Not  Take 
From  the  Library 


Every  person  who  maliciously 
cuts,  defaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit- 
erature, art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 

Penal  Code  of  California 
1915.  Section  623 
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TALK  SHOW 

It's  Welch's  unequivocal  staternent  that  we  are  all  cnn 

th  is  like  a  cheap  suit.  -NatWest  analyst  Nicholas  He.vmann  oi 
General  Electric  CEO  Jack  Welch,  after  Michael  Carpenter's  exit  as 
head  of  ce's  troubled  Kidder  Peabody  unit 
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FUTURES  FUSS 


THE  MORE  HILIARY 
TRIES  TO  EXPIAIN... 


When  the  White  House 
released  new  docu- 
ments detaiHng  Hillary  Rod- 
ham Clinton's  commodities 
trading  in  the  late  "70s,  it 
hoped  the  disclosure  would 


CLINTON:  Irn/uiring  minds  still  want  to  know 


end  the  media's  hunt  for  im- 
proprieties. Sorry.  The  mate- 
rial—trading records  from  the 
Chicago  Mercantile  Ex- 
change—raises as  many  new 
questions  as  it  answers  about 
the  First  Lady's  foray  into 
futures: 

►  Her  first  trade  was  to  sell 
short  10  cattle  contracts,  a  bet 
on  falling  prices.  That  seems 
to  contradict  Mrs.  Clinton's 
claim  at  her  Apr.  22  press 
conference  that  she  got  into 
cattle  futures  because  friend 
James  Blair  predicted  a  bull 
market.  The  Clintons'  person- 
al attorney,  David  Kendall, 
says  there's  no  contradiction: 
"She  never  said  she  was  just 
going  to  trade  long  positions." 
But  a  top  Merc  official  says 
it's  unheard  of  for  a  novice  to 
go  short  on  a  first  trade. 

►  It  was  widely  reported  that 
Mrs.  Clinton's  initial  stake  of 
$1,000  was  less  than  10%  of 
normal  margin  requirements. 
But  overlooked  was  the  fact 
that  half  of  that  should  have 
gone  for  commissions.  That 
meant  her  stake  could  have 
been  wiped  out  by  a  mere 


'X  :■:  A  1.  1  f  Y     C.  !l 

blip  in  the  volatile  cattle  mar- 
ket. Lucky  for  her,  the  invest- 
ment swelled  to  $6,300  the 
next  day.  Kendall  says  Mrs. 
Clinton  "fully  understood"  the 
risks  and  would  have  made 
good  on  losses  had  the  mar- 
ket moved  against  her. 
►  The  Merc  has  not  released 
all  the  records  it  has  on  Mrs. 
Clinton's  trades.  Thomas  Tyl- 
er Jr.,  a  former 
Commodity  Fu- 
tures Trading 
Commission  at- 
torney who  re- 
viewed the  lat- 
est disclosures 

for  BUSINESS 
WEEK,  notes 
that  key  infor- 
mation is  miss- 
ing. Tyler  be- 
lieves the  Merc 
could  match  up 
customers  on 
the  other  end 
of  Mrs.  Clin- 
ton's trades,  possibly  proving 
Merc  insiders'  claims  that  she 
got  preferential  treatment 
from  her  broker,  Robert 
"Red"  Bone.  A  Merc  attorney 
says  the  exchange— which 
prepared  its  own  report  be- 
fore the  White  House  asked 
for  the  records— didn't  match 
up  trades  since  that  would 
have  been  time-consuming 
and  costly.  Dean  Faust 


B-SCHOOL  NOTES 

GOOD  WITH  NUMBERS, 
BAD  WITH  PEOPLE 


Do    students  with 
high  GMAT  scores 
make  the  best  execs? 
Nope.    The  closer 
they  get  to  a  perfect 
800  on  the  Gradu- 
ate Management   

Admission  Test,  j^~"7=^ 
the  worse  they're  / /  ''^^ 

equipped  for  the  -^^Tso^j::;^^ 

real  world.  So  says  ' 
a  study  at  the  University  of 
Southern  California's  B-school 


LABOR  PAINS 


THESTEELWORKERS 
GET  STUNG 


of  1,200  students,  who  tcj 
personality  tests  gauging  mii 
agement  prowess.  Those  wi< 
did  the  worst  had  the 
GMAT  math  scores,  use 
searcher  Michael  Dri\j| 
says  they're  "nercp 
lacking  needed 
cial  skills.  The 
with  higher  G^ 
verbal  scores 
better,  he  sa;i 
The  Graduate  Mit 
agement  Admissi's 
Council  says  its  GM,] 
test    shows    only  h((K 
first-year  students  wil 
academically.   Jeffrey  Glask 


AK'S  GRAHAM:  Steely  resolve 


m  just  got  bit  by  a  barracu- 
da. AK  Steel  Chairman  Thom- 
as Graham,  known  as  the 
"Smiling  Barracuda"  for  his 


cost-cutting,  has  won  a  ma^l 
victory  over  the  USW.  Woij 
ers  at  the  nation's  No.  6  sti 
maker  voted  54%  to  46% 
support  management  by  stic-j 
ing  with  ak's  accommodati 
independent  union. 

Graham,  67,  loathes  tel 
Ijacts  guaranteeing  jobs  tit 
most  of  Big  Steel  last  yef 
signed  with  the  USW.  AK  (fc- 
nierly  Armco  Steel)  ran  :i 
warning  workers  of  higiit 
dues  and  strikes  if  the  uS 
won.  It  was,  says  the  usv! 
Randy  McKay,  "the  biggel 
union-busting  dog  and  pov 
show  I've  ever  seen." 
workers,  facing  a  critical  figt 
with  new  minimills,  also  si- 
ported  Graham  because,  in  Is 
two  years  at  AK,  black  ink 
returned.  Keith  L.  Alexancr. 


BOB  KERREY  SAYS  his  commission  on  en- 
titlement reform  isn't  "a  political  gesture"  that  will 
go  nowhere.  The  new  Bipartisan  Commission 
on  Entitlement  &  Tax  Reform,  which  Sen- 
ator Kerrey  (D-Neb.)  chairs,  aims  to 
make  recommendations  to  cut  spend- 

IN  REALITY,  the  commission  is  a 
very  political  body  facing  long  odds 
against  cutting  entitlements.  Political  be- 
cause it  is  a  payoff  by  the  Clinton  Ad- 
ministration to  Kerrey  for  supplying  the 
crucial  vote  on  the  1993  budget  bill  that 
gave  the  White  House  a  key  victory.  And  of  the 
32  members,  all  but  five  are  current  or  former 


ing  on  entitlement  programs,  such  as  welfare! 
Social  Security,  and  Medicare-whose  cost  il 
climb  ever  upward.  The  panel's  vice-chairman'i 
Senator  John  Donforth  (R-Mo.),  in 
sists  "our  objective  is  not  just  arij 
other  report." 

officeholders.  As  for  delivering  a  re 
port  with  real  impact,  Danforth  ac 
mits  pols  fear  "the  third  rail  of  pol 
tics"— curtailing  benefits,  which  mos 
experts  deem  the  solution.  In  1989 
a  similar  panel  deadlocked  after  c 
year  of  struggle.  Only  result:  the  commission's  $ "' 
million  bill  to  taxpayers.  Paul  A4agnussof 
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Moving  To  Client/Server  Can  Have  A 
Dramatic  Impact  On  Your  Business.  Even  More  So  If 
You  Choose  The  Wrong  Software  Company. 


It's  inevitable.  At  some  point 
icon  you're  going  to  move  to 
:lient/server  technology.  And 
:here's  little  margin  for  error. 
Ihoose  the  wrong  software  part- 
ler,  and  everything  you've  built 
four  business  on  will  tremble,  if 
lot  collapse.  That  is,  unless  you 
partner  with  Cognos*,  the  only 
:ompany  you  can  truly  rely  on 
for  building  business-critical 
:lient/server  applications. 

We're  the  undisputed  leader, 
affering  unequaled  training, 
service  and  support  for  nearly  20 
^'ears.  We'll  leverage  your  invest- 
ment in  mainframes,  midrange 
systems,  terminals  and  PCs,  as 
you  smoothly  transition  to  client/ 
server.  And  with  over  12,000  cus- 
tomers and  25,000  licenses  world-wide,  you  can  be 
sure  we  have  the  proven  solutions  and  the  vision  to 
>ee  you  through  this  unforgiving  path  to  client/server. 


Only  Cognos  offers  customers 
a  complete  set  of  flexible  and 
powerful  tools  to  build  and  deploy 
client/server  applications.  There's 
PowerHouse'  and  PowerHouse 
Windows,  two  of  our  most  pro- 
ductive application  development 
tools.  And  Impromptu*  and 
PowerPlay ,  our  powerful  desktop 
tools  that  allow  end-users  access 
to  critical  business  data.  We  also 
support  the  leading  databases  such 
as  Sybase,  Oracle  and  InterBase. 

Let  Cognos  be  your  client/serv- 
er  software  partner  and  the  cor- 
nerstone of  your  business'  future. 
For  a  free  copy  of  our  extensive 
white  paper,  "Building  and 
Deploying  Applications  in  the 
'90s','  or  for  more  information 
on  Cognos'  unparalleled  ex- 
pertise, call  1-800-223-2321, 
ext.  6302.  In  Canada,  call  1-800-361-3163. 


Tools  That  Build  Business 


Cognos,  PowerHouse,  Impromptu,  and  PowerPlay  are  regislercd  trademarks  ot  Cognos  Corporation.  All  others  are  the  property  of  the  respective  trademark  holder. 


THE  SPORTING  LIFE 

ROBOTIC,  YES 
—BUT  DAPPER 


JUST  DON  IT:  Samprn 


When  Pete  Sampras  took 
the  court  at  Wimbledon 
to  defend  his  title  on  June  20, 
he  wore  voluminous  shorts 
bearing  the  Nike  "swoosh"— 
part  of  his  new  megabuck  en- 
dorsement deal.  But  the 
superstar  almost  didn't  get 


the  $18  million,  five-year  deal. 
According  to  a  just-issued 
book  on  Nike,  Donald  Katz's 
Just  Do  It,  senior  execs  last 
year  decided  to  pass  on  Sam- 
pras: They  figured  his  "bland" 
and  "robotic"  style  weren't  big 
selling  points  with  the  public. 
Nike  already  had  aboard  the 
equally  colorless  Jim  Couri- 
er—mainly to  offset  its  other 
big  tennis  name,  Andre  Agas- 
si, whose  flamboyance  dis- 
turbed older  consumers.  So 
Nike  talent  scouts  saw  Sam- 
pras as  a  needless  expense. 

But  Nike  founder  and  CEO 
Philip  Knight  overruled  his 
executives,  the  Katz  book 
says,  based  on  his  gut  feeling 
that  the  three  strongest  male 
U.  S.  players  would  create 
excitement.  Adding  spice: 
Knight  is  quoted  as  saying  the 
trio  will  "be  the  three  amigos 
who  hate  each  other." 

That  may  be  hyping  run- 
of-the-mill  rivalry  in  a  sport 
whose  appeal  has  waned  in 
recent  years.  The  threesome's 
managers  say  they  get  along, 
and  that  Sampras  and  Courier 
are  golfing  buddies.  Sampras' 
rep  and  Nike  won't  talk  about 
how  their  deal  got  done.  □ 


IPO  TURKEY  OF  THE  MONTH 


CLEANS  OUT  WALLETS-RIGHT  DOWN  TO  THE  SHIHE 


Investors  in  Harvey  Univer- 
sal, a  cleaning-products 
company  in  Torrance,  Calif., 
have  seen  their  stake  virtu- 
ally cleaned  out.  Last  fall, 
Harvey  came  to  market  at 
$7.75  per  share.  It 
has  fallen  to  less 
than  one-fifth  of  that. 

Harvey  had  a  hot 
story  to  sell  to  the 
market  for  initial 
public  offerings,  then 
going  strong.  It  billed 
its  products  as  envi- 
ronmentally safe  and 
boasted  a  Japanese 
distribution  setup. 
"We  felt  the  compa- 
ny had  some  sizzle," 
says  Dennis  Witt- 
man,  vice-president 
for  finance.  Harvey  raised  $10 
million,  using  $3  million  of 
that  to  pay  off  bank  debt  and 
much  of  the  rest  to  bolster 
sales  channels. 


Unfortunately,  those  sales 
channels  needed  more  than 
bolstering.  It  turns  out  the 
Japan  deal  is  still  up  in  the 
air.  And  Harvey  admits  many 
sales  reps  weren't  up  to 
speed— not  following  leads 
aggressively,  for  instance. 
In  this  year's  first  quar- 
,  Harvey  announced 
a  39C -per-share  loss, 
vs.  a  25<t  loss  in  the 
same  period  of  1993. 

CEO  Larry  Harvey, 
who  founded  the  com- 
pany in  1982  and  ex- 
panded into  cleaning 
products  in  1992, 
says  the  problems 
are  being  solved 
and  sales  are  start- 
ing to  grow.  The 
company,  he  says,  is  now 
pushing  investor  relations, 
"doing  the  missionary  work 
we  should  have  done  last 
year."  □ 


DRAWN  AND  QUARTERED 


PO-ST^ ... AJNP THa O-^-  'PCi^lfep  \Nl^  CV^R  /vw  pep..." 


ON  THE  FUND  FRONT 

THE  HAULS 
OF  IVY 


Ivy  League  colleges  have 
produced  a  large  share  of 
the  best  and  brightest:  U.  S. 
Presidents,  Supreme  Court 
justices,  CEOs— and  fund  man- 
agers. What's  more,  Morning- 
star,  which  collects  reams  of 
data  on  mutual  funds,  says 
funds  managed  by  Ivy 
League  alumni  post  bet- 
ter returns  than  the  rest. 

For  the  five-year  period 
ended  May  31,  diversified 
U.  S.  equity  funds  run  by 
Ivy  alums  beat  the  non-Ivy, 
with  an  average  annual  total 
return  of  11.2%  to  10.8%  (ap- 
preciation plus  reinvestment 
of  dividends  and  capital  gains). 
Ivy  managers  of  taxable  bond 
funds  trounced  non-Ivies  8.8% 
to  8.1%  for  the  same  period. 


Ivies  tied  non-Ivies  in  mui 
bond  funds,  but  lost  on  int( 
national  equity  funds. 

Morningstar  says  how  i 
fund  matches  your  goals  aii 
risk  tolerance  is  more  impcfl 


tant  than  a  manager's  shee; 
skin.  But  hey,  when  you'i 
choosing  among  similar  mutu 
funds,  the  manager's  academ 
pedigree  could  be  the  ti 
breaker.  Jeffrey  M.  Ladermc 


THE  BIG  PICTURE 


JAPAN 


THE 

GLOBAL  " 

ASSEMBLY 

LINE 

Japan  is  still 
the  world's 
biggest  build- 
er of  motor 
vehicles,  but  its 
lead  over  the 
U.S.  is  the 
smallest  since 
1984. 


ANNUAL  PRODUaiON  OF 
CARS,  TRUCKS,  BUSES,  AND 
OTHER  MOTOR  VEHICLES 

MILLIONS  OF  VEHICLES 


DATA:  AUTOMOr/Vf  NEWS 

I 
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FOOTNOTES 


Movie  ticket  price,  average  increase  since  1990:  4%.  Consumer-  price  index  increase,  same  period:  15% 
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UP  FRC 


"NationsBank  stepped  up  to  the  plate  for  us  when  we  needed  them. 
They  very  quickly  put  together  a  unique  deal  structure,  and  stayed 
with  us  to  ynake  it  happen.  That  level  of  commitment  and 
responsiveiiess  distinguishes  NatiorisBankfwm.  its  peers  " 
Richard  M.  Scrushy 
Chairman,  Chief  Executive  Officer 
HEALTHSOUTH  RehabUitation  Corporation 

$410,000,000  Acquisition  and  Revolving  Credit  Facmty* 
$390,000,000  Revolving  Credit  Facility* 


Why  NationsBank  Is  One  Of 
Corporate  America's  Principal  Sources 
Fbr  Loan  Syndications. 


"They  are  not  the  typical  bankers.  The  people  at 
NationsBank  are  like  a  breath  of  fresh  air.  They  take 
the  time  to  know  us,  and  believe  in  us,  as  we  believe 
in  them.  It  is  a  strong  relationship. " 

Kevin  A.  Crichton 

Senior  Vice  President  and  Treasurer 
Arbor  National  Mortgage  Inc. 

$400,000,000  Letter  of  Credit  and  Revolving  Line  of  Credit* 


"NationsBank  has  been  instrumental  in  helping  us  meet 
our  strategic  goals.  Tfiey  have  consistently  and  creatively 
supported  our  financial  strategy. " 

Timothy  M.  Dunn 

EVP,  Chief  Financial  Officer 

Parker  and  Parsley  Petroleum  Company 

$700,000,000  Revolving  Credit  and  Term  Loan  FacUities* 


"77? e  NationsBank  people  understand,  our 
needs,  know  the  marketplace,  and  provided  us 
with  useful  advice  and  solutions." 

Tom  C.  Oviatt 

Executive  Vice  President,  Treasurer 
Ralcorp  Holdings,  Inc. 

$4.50,000,000  Term  Loan  and  Revolving  Credit  Facility* 


NationsBank  -  a  trusted  financial  advisor  to  successful  corporations.  Our  people  understand  the  unique 
lancial  and  operating  strategies  of  our  clients  and  deliver  val 
added  solutions  to  assist  them  in  meeting  their  objectives. 


financial  and  operating  strategies  of  our  clients  and  deliver  value-  J^^J^ij^^pjl^^^^J 
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Think  of  it  as  the  Macintosh 
for  people  who  thought  they  could 
never  have  a  Macintosh. 


Check  your  preconceptions  at  the  door. 

This  isn't  just  a  new  family  of  Macintosh 
personal  computers.  It's  a  whole  new  kind 
of  personal  computer 

A  new  architecture.  A  new  chip.  A  new 
standard  that  exceeds  previous  personal 
computing  standards  -yet  works  with  DOS, 
Windows  and  Macintosh. 

Introducing  Power  MacintoshT  It's  more 
powerful  than  a  Pentium  processor-based 
PC.  It's  more  human  than  a  Macintosh. 
It's  the  most  powerful  line  of  personal  com- 
puters in  the  world. 

The  power  of  Apple,  IBM 
and  Motorola. 

At  the  heart  of  Power  Macintosh  is  the 
PowerPC"  601  microprocessor:  the  first  of 
^^^^^  a  new  family  of  ultra-higli- 
1^^^^         performance  RISC 
^k^^^^^   chips  developed  in  a 
^^^^      unique  three-year  coUab- 

ThePouerPCbOllkisa  . 

lotofpnirerwsuk'ii  ihe  oratiou  Dctween  Apple, 

combined  resources  ol  .  . 

IBM.  iioiornia  iimi.fpie  IBM  aud  Motorola. 

The  RISC  technology  of  Power  Macintosh 
brings  a  whole  new  level  of  performance  to 
personal  computing.  Software  written  to 
take  advantage  of  its  unique  new  capabili- 
ties, in  fact,  will  run  significantly  faster 
than  the  same  programs  written  for  486 
or  Pentium  processor-based  PCs. 


Combine  the  power  of  RISC  with  the 
practical  simplicity  of  a  Macintosh  person- 
al computer  ;uid  the  result  is  more  work 
done  in  less  time,  with  lower  support  costs. 

The  power  to  run  MS-DOS, 
Windows  and  Macintosh  software. 

Many  Power  Macintosh  configurations 
come  bundled  with  SoftWindows'"  from 
Insignia  Solutions,  an  innovation  that  lets 
Power  Macintosh  run  hundreds  of  off-the- 
shelf  MS-DOS  and  Windows  applications 
at  386  and  486  performance  levels.  (Of 
course.  Power  Macintosh  mns  thousands  of 
Macintosh  productivity  programs,  too.) 

This  is  just  the  most  recent  example  of 
Apple's  commitment  to  making  it  easier  for 
MS-DOS  and  Windows  users  to  take  advan- 
tage of  Macintosh  innovations. 

The  power  of  RISC  for 
as  little  as  $1,819.' 

These  days,  the  whole  personal  com- 
puter industry  is  buzzing  about  the  poten- 
tial of  RISC  processor  technology  in  PCs. 

"My  next  computer 
will  be  a  PowerPC.  I  WcLs 


using  Intel-based  machines  long  before 
the  PC  was  a  glimmer  in  IBM's  eye,  but  as 
Emerson  said,  foolishly  held  consistency  is 
the  hobgoblin  of  little  minds,...  It's  time  for 


FOR  INSTANT  INFORMATION  BY  FAX, 
CALL  800-896-3407. 

Want  to  know  more  about  Power  Macintosti? 
We  have  latest  product  specs,  performance 
benclimark  resulLs,  updated  lists  of  third- 
party  native  programs, 
upgrade  information, 
'  details  on  leasing  and 
much  more -yours 
free  for  the  asking.  So 
give  us  a  call  today 


a  change,  and  the  time  is  now,"  wrote  Bill 
Machrone  in  PC  Week.  "That  next  machine 
will  probably  wear  an  Apple  logo...,  Apple 
appears  to  be  a  good  sk  months  ahead  of 
IBM  in  terms  of  [PowerPC]  product  devel- 
opment and  software  integration." 

For  instant  information  by  fax,  simply 
give  us  a  call  at  800-896-3407. 

And  find  out  about  the  power  that  will 
change  the  way  you  think  about  Macititosh. 
The  power  to  be  your  best* 


From  left.  Ihe  new  Power  Macmtosh  HIOO/HO.  Power  Mcwmlosh 
7100/66  ami  Power  Macititosh  6100/60.  .  -Jif 


Introducing  Power  Macintosh 


'fSectm  14/94.  AD/ile  Pnce  mdudes  Ibe  Pou-er  Macintosh  6100/60  with  HMB  of  memory  imda  160MB  hard  dm-e  For  Ihe  sake  of  custom  wriJif>uralion.  keybo/mi.  monitor  and  mouse  are  sold  separately  Unless  bundled  mlh  a  particultir  amfisumtion.  s 
Retail  prices  may  vary  defxruditigoii  toadion.  ©  1994  Apple  Computer  Im  All  rights  reserved  Apple,  the.^plebgo.  Macintosh  and  ■The  power  to  be  your  best"  are  registered  trademarks  of  Apple  Computer.  Inc.  Power  Maantosh  is  a  trademark  of  Apple  ^ 
Iriternalmal  litisine.'ii  Machines  Corporation,  used  under  license  therefrom  Windows  is  a  trademark  of  Microsoft  Oitporalion.  and  SoftVi'mihws  tv  a  trademarli  of  Microsoft  Corporation  used  under  liaise 


Sii0sntiijifs  midsl  Ix' purchasal  separately 
■  Cxmipulir,  Inc.  PowerPC  v<  a  trailemark  of 
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ASSESSING  CHINA: 
HITS  AND  MISSES 


Congralulations  on  the  excellent  arti- 
cle "China:  Is  prosperity  creating  a 
freer  society?"  (Cover  Story,  June  6). 
President  Clinton's  renewal  of  China's 
most-favored-nation  status  is  also  to  be 
applauded.  Such  a  decision  will  certainly 
strengthen  the  growing  tie  between 
American  businesses  and  China's  boom- 
ing middle  class,  who  in  turn  will  create 
pressure  for  more  freedom,  which  could 
possibly  lead  to  a  change  in  the  regime 
in  China. 

Mike  W.  Peng 
Coordinator  &  Instructor, 
Chinese  Ti'ack 
Center  for  International  Business 
Education  &  Research 
University  of  Washington 
Seattle 

As  has  become  all  too  common  in  its 
coverage  of  China,  business  week 
has  once  again  missed  the  point.  The 
views  that  ought  to  control  the  debate 
over  how  best  to  induce  the  Chinese  to 
respect  fundamental  human  rights  are 
those  of  the  people  whose  rights  are  be- 
ing violated.  Yet  nowhere  in  BUSINESS 
week's  pages  is  found  the  voice  of  any 
representative  of  those  who  have  been 
victimized  by  the  government's  repres- 
sive and  even  genocidal  conduct. 

China  continues  to  torture  and  mur- 
der those  it  has  imprisoned  for  the 
"crime"  of  objecting  to  its  policies;  toys 
and  other  products  the  Chinese  export 
to  the  U.  S.  are  largely  manufactured 
by  the  slave  labor  of  those  imprisoned 
for  such  "crimes,"  and  China's  occupa- 
tion of  Tibet  is  an  international  crime  of 
the  highest  order. 

Andrew  G.  Dulaney 
San  Francisco 

Your  article  correctly  notes  that  Chi- 
na has  been  making  astonishing 
changes  in  recent  years  and  therefore 
should  now  be  more  inviting  to  U.  S. 
business  than  at  any  time  in  the  past. 
But  you  missed  what  my  experience 
tells  me  is  the  most  important  ingredient 
of  China's  economic  growth:  the  niral-en- 
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CORREaiONS  &  CIARIHCATION!  i 

"Managed  care,  niche  by  niche"  (.- 
nance,  June  13)  should  not  have  sii 
that  Lewin-VHI  had  been  hired  by  ta 
Congressional  Budget  Office  to  revityi 
President  Clinton's  health-care  pU, 
The  review  was  done  independentlj^  I 

H 

"Denny's  does  some  of  the  rigpi 
things"  (In  Business  This  Week,  Jui 
6)  erred  in  saying  that  none  of  i; 
franchised  restaurants  are  owned  1' 
minorities  and  that  no  new  applicar 
are  black.  Of  472  Denny's  franchisJ 
restaurants,  56  are  owned  by  grou! 
with  minority  partners.  And  28  mincl^ 
ity  franchisee  applicants  are  black. 


An  illustration  with  "Electric  car 
(Cover  Story,  May  30)  should  ha' 
identified  A.  0.  Smith  Corp.,  not  Ge 
eral  Electric  Co.,  as  the  builder  of  tl 
electric  motor  used  in  Ford's  Ecosta 


terprise  system,  which  consists  of  th( 
sands  of  manufacturers  of  every  ki 
of  product.  Few  are  located  in  metrop 
itan  areas.  These  small-  to  midsize  pla 
operate  throughout  China,  with 
coastal  provinces  having  the  greatd 
numbers.  The  style  runs  from  straigj 
capitalism  to  a  collectivist  communi 
ownership.  And  regardless  of  organi; 
tional  form,  they  are  universally  enti 
preneurial.  They  are  not  part  of  the  c( 
tral  plan  nor  under  the  control  of  t 
central  government.  In  all  of  China,  t 
rural-enterprise  system  represents  abc 
30%  of  the  nation's  economy,  or  so 
was  told  last  summer  on  my  sixth  ti 
to  China. 

Where  did  this  astonishing  vitali 
come  from?  In  the  late  1970s,  Dei 
Xiaoping  determined  that  China  mu 
stop  using  up  precious  foreign  exchanj 
obtaining  necessary  food  from  abroa 
"You  must  meet  your  crop  quota,"  fan  I 
ers  were  told,  "but  beyond  that  quot  sS 
whatever  you  grow  you  may  sell  on  tl  - 
open  market  for  your  own  accountji 
That  did  it. 

Suddenly,  for  the  first  time,  thousanc 
of  farmers  obtained  some  wealth.  Co 
verting  that  wealth  into  startup  fum 
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small  manufacturing  enterprises  fol- 
/ed.  These  rural-enterprise  companies 
)uld  be  better  understood  in  America, 
ide  among  them  and  small-  to  midsize 
S.  companies  should  become  an  impor- 
it  commercial  relationship. 

Robert  D.  Orr 
Chairman 

Alliance  for  Global  Commerce 
Indianapolis 

'itar's  note:  The  writer  is  the  former 
S.  Ambassador  to  Singapore. 

iOT-GUILTY  VERDia 

R  INfORMATION  RESOURCES 

rour  article  "Bad-news  bearers  who 
lucked  out  twice"  (Up  Front,  June 
,  which  discussed  the  two  class  ac- 
ns  that  have  been  filed  against  Infor- 
ition  Resources  Inc.,  could  have  been 
itten  about  many  other  high-tech  com- 
lies  whose  volatile  stock  prices  lead  to 
ancial  ambulance  chasing  by  a  small 
,erie  of  plaintiffs'  lawyers. 
However,  if  BUSINESS  week  had  wait- 
just  one  week  longer  it  would  have 
sn  able  to  wi'ite  about  how  one  com- 
ny  refused  to  knuckle  under,  with- 
lod  five  years  of  legal  headaches,  pre- 
ited  its  case  to  a  jury— and  won  a 
animous  verdict.  That  company:  In- 
mation  Resources. 

This  verdict  was  not  only  a  victory 
■  IRI  but  also  for  other  public  compa- 
ss who  are  frequently  the  subject  of 
3se  often-baseless,  so-called  fraud-on 
;-market  lawsuits.  We  hope  our  victo- 
will  encourage  others  to  fight  these 
-ions  until  some  legislative  or  other 
ution  can  be  found. 

Robert  J.  Bregenzer 
Senior  Vice-President 
Information  Resources  Inc. 

Chicago 

litor's  note:  The  jury  ruled  in  favor  of 
in  a  shareholder  suit  accusing  execu- 
es  of  trading  on  insider  information 
1989.  A  second  suit  involving  trading 
1993  is  pending. 
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Templeton  Developing  Markets  Trust 

At  Templeton  we  believe  that  potentially  rewarding  investment  opportuni- 
ties exist  in  the  emerging  capital  markets  of  countries  such  as  Malaysia, 
Mexico  and  Thailand,  to  name  a  few. 

As  the  international  trend  toward  more  Western-style,  free-market 

economies  continues,  such  countries    i  1 

may  experience  high  rates  of  economic 
growth.  Templeton  Developing  Markets 
Trust  seeks  to  take  advantage  of  these 
significant,  changing  economies. 

This  fund  IS  designed  for  investors 
seeking  long-term  capital  appreciation 
and  who  are  willing  to  accept  the  spe- 
cial risks  of  investing  in  developing 
markets.'*' 

Templeton,  a  pioneer  in  emerging  mar- 
kets investing;,  currently  manages  over 
$3.5  billion  in  this  sector. 

Call  your  investment  representative  or 
Templeton  today. 


*Sir  John  Templeton,  who  currently  serves  as 
Chairman  of  the  fund's  Board,  is  not  involved  tn 
investment  decisions,  which  are  made  h\  the  fund's 
investment  manager. 

flnvestmg  m  developing  markets  involves  special  con- 
siderations, which  may  include  risks  related  to  market 
and  currency  volatility,  adverse  social  and  political 
developments,  and  the  relatively  small  size  and  lesser 
liquidity  of  these  markets. 

Principal  Underwriter:  Franklin /Templeton 
Distributors,  Inc. 
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Templeton  Worldwide 
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I  would  like  a  free  prospectus 
containing  more  complete  information 
on  the  Templeton  Developing  Markets 
Trust,  including  charges  and  expenses. 
I  will  read  it  carefully  before  I  invest 
or  send  money. 
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THE  HUBBLE  WARS:  ASTROPHYSICS  MEETS  ASTROPOLITICS  IN  THE  TWO-BILLION-DOLLAR 
STRUGGLE  OVER  THE  HUBBLE  SPACE  TELESCOPE 

By  Eric  J.  Chaisson 
HarperCollins  •  386pp  •  $27.50 


THE  TROUBLE 
WITH  HUBBLE 


0 


The  Hubble  Space  Telescope  was 
supposed  to  boldly  extend  humani- 
ty's vision  where  no  eyes  had  seen 
before.  It  was  to  let  astronomers  chart 
distant  galaxies,  discover  planets  around 
other  stars,  and  discern  the  fate  of  the 
universe.  But  so  far,  the  lessons  from 
the  orbiting  observatory  have  been  more 
earthbound  than  heavenly.  As  astrophys- 
icist Eric  J.  Chaisson  reveals  in  this  eye- 
opening,  caustic  memoir  of  his  tenure  as 
a  senior  scientist  at  the  Space  Telescope 
Science  Institute,  the  pursuit  of  knowl- 
edge was  imperiled  by  in- 
eptitude and  bickering. 

What's  more,  Chaisson 
argues,  the  true  story  of 
Hubble  differs  from  the 
accepted  saga  of  initial 
success,  subsequent  fail- 
ure, and  ultimate  redemp- 
tion. Yes,  NASA  did  an- 
nounce a  flawed  mirror  on 
the  $2  billion  observatory 
two  months  after  its 
much-hyped  launch  in 
April,  1990,  and  space- 
walking  astronauts  did  fit 
corrective  lenses  during  a 
December,  1993,  space- 
shuttle  mission.  But  the 
relentless  focus  on  the 
mirror  was  itself  myopic, 
says  Chaisson.  The  space 
telescope  "is  now  no  more  'fixed'  than  it 
was  originally  'broken.' " 

Chaisson  offers  a  close-up  view  of  a 
spacecraft  so  complex  and  poorly  engi- 
neered that,  from  the  start,  just  keeping 
it  going  was  a  major  challenge.  Open- 
ing and  closing  the  main  aperture  door, 
for  example,  threw  the  craft  into  a  par- 
oxysm of  shivers.  Several  of  the  gyro- 
scopes failed.  The  star-finding  systems 
balked.  And  the  power-generating  solar 
arrays  flapped  "like  the  flexible  wings 
of  a  spaceborne  pterodactyl,"  throwing 
off  the  telescope's  aim  for  precious  min- 
utes of  each  orbit. 

Even  so,  and  despite  the  flawed  mir- 
ror, Hubble  could  do  good  science,  Chais- 
son reports.  Scientists  found  a  way  to 
restore  most  of  the  planned  image 
sharpness,  or  resolution,  with  computer 
corrections.  But  the  procedure  limited 
the  telescope's  ability  to  see  dim  ob- 


jects, such  as  planets  around  other  stars. 
"Hubble's  loss,  we  all  now  agreed,  was 
to  sensitivity,  not  to  resolution,  an  im- 
portant point  that  the  media  refused  to 
get  straight  for  months,"  Chaisson  ex- 
plains. That's  one  of  several  reasons  the 
1993  fixes  weren't  nearly  as  dramatic 
as  NASA  claimed.  Indeed,  Chaisson  as- 
serts, the  agency  avoided  comparing  pic- 
tures from  the  repaired  telescope  with 
the  old  computer-enhanced  ones  for  fear 
the  public  would  see  through  the  hoopla. 
Chaisson,  now  at  Tufts  University, 


ne  eye-opener: 
Spy-satellite  makers 
had  solved  many 
of  Hubble's  snags 
but  refused  to  help 


slips  pithy  astronomy  lessons  in  amid 
the  drama  of  Hubble's  travails.  But  the 
book's  juiciest  parts  reveal  backbiting 
and  internal  battles.  NASA  founded  the 
Space  Telescope  Science  Institute— a  con- 
sortium of  21  universities  that  oversees 
Hubble's  scientific  agenda— in  1981,  imder 
pressure  fi'om  space  scientists.  And  ever 
after,  it  resented  the  loss  of  control. 
Chaisson  says  NASA's  bureaucrats  espe- 
cially disliked  him  because,  as  director  of 
educational  programs,  he  dared  to  chal- 
lenge NASA's  "pure,  unadulterated  hype." 

Consider  Chaisson's  effort  to  correct 
one  of  NASA's  most  egregious  errors— the 
claim  that  Hubble  can  see  seven  times 
farther  than  any  other  telescope.  "This  is 
patently  false,  if  only  because  our 
ground-based  telescopes  already  perceive 
objects . . .  close  to  the  limits  of  the . . . 
universe,"  he  explains.  NASA's  response, 
he  says,  was  to  slap  a  gag  order  on  the 


institute  and  try  to  get  him  fired.  Ad 
not  even  strong  backing  from  the  in;!- 
tute  director  got  the  message  throu^, 
After  NBC's  top  science  correspond(jt 
reported  that  Hubble  will  let  mankid 
see  10  times  farther  than  ever  beforeal 
NASA  public  affairs  official  gloatdj 
"Looks  like  my  boss  got  the  best  of  ycjj 
boss,"  she  said  to  Chaisson. 

Some  astronomers  were  hardly  mc 
mature.  One  of  Chaisson's  chief  dutiSj 
was  scheduling  some  of  the  observatii 
the  telescope  would  make.  His  pla: 
which  NASA  first  resisted  but  embrai 
after  the  mirror  fiasco  left  it  desper 
for  good  press— was  to  release  stunni'^j 
pictures  of  galaxies  and  other  stellar  (vj 
jects.  But  many  researchers  wanted 
study  the  images  in  secret  so  oth( 
couldn't  beat  them  to  discoveries 
one  meeting,  Chaisson  says,  an  astroi 
mer  screamed  that  a  couple  of  his  fav 
ite  cosmic  objects  were  on  Chaisso; 
list,  and  shouted:  "If  you  look  at  the 
objects  before  I  do,  I'll  \ 
you."  But  Chaisson  h 
some  experience  deal! 
with  tantrums.  "Having 
child  in  kindergart 
helped,"  he  writes. 

These  tales  are, 
course,  self-serving  ai] 
one-sided.  And  evt 
Chaisson  is  prey  to  til 
small-mindedness  that  t 
troubled  space  telesco] 
seemed  to  arouse.  Wh 
Iraq  invaded  Kuwait, 
writes:  "My  greatest  co 
cern  was  that  fightii 
would  break  out  in  Arah 
and  the  media  wouldr 
even  notice  the  encoura 
ing  results  we  were  no 
obtaining  with  Hubble." 
Still,  Chaisson  brings  us  a  heretofo: 
untold  story,  as  well  as  a  wealth  of  fa' 
cinating  details.  Where  else  could  y( 
learn  that  acid  fallout  from  each  spac 
shuttle  launch  kills  thousands  of  fish 
lagoons  around  Cape  Canaveral?  Or  th 
the  nation's  spy-satellite  makers  hi 
solved  many  of  the  problems  th 
plagued  Hubble,  but  refused  to  pass  ( 
the  findings?  Or  that  many  scientis 
wanted  the  repair  mission  to  fail?  (A 
tronauts  working  successfully  in  spa( 
would  boost  prospects  for  the  space  st 
tion,  which  they  saw  as  incredibly  cos 
ly  and  scientifically  barren  aerospac 
industry  pork.)  Add  it  all  up,  an 
Chaisson's  tale  is  a  sobering  remind( 
that  even  the  grandeur  of  the  final  froi 
tier  is  no  match  for  the  hubris— and  pe 
tiness— of  humanity. 

BY  JOHN  CARE' 
Science  writer  Carey  covers  NAS, 
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W^HEN  YOU  WERE 
in  COLLEGE, 
LATE  at  NIGHT,  DID 
YOU  EVER  DREAM  of 

MAKING  IT  SMALL? 


If  you  have  a  small  business  you  ivould  like  to  expand,  cotne  to 
First  Interstate  Bank.  We  II  work  with  you,  not  against  you,  and 
we  have  a  variety  of  small  business  loans  and  lines  of  credit  to  help 
finance  your  dreams.  Especially  if  they  tend  to  be  of  the  big  variety. 

5'mall  business  loans /rvr  temporarily  small  businesses, 


©  1994  FirsI  Interslale  Bank 


First  Intetstate  Bank 


12A-CA 


d  Kaiser  Permanente  bring  their  air  quality  standards 
ip  while  iceeping  healtlicare  costs  down. 


The  connection  between  the  health  of  our  environment  and  the  health  of  our  community  is 


a  strong  one.  So  when  Kaiser  Permanente  of  Southern  California  worked  to  meet  SCAOMD 


standards,  they  worked  with  The  Gas  Company. 

With  the  help  of  The  Gas  Company,  Kaiser  Permanente  reduced  emissions  by 


installing  low  NOx  burners.  New,  efficient  gas  cooling  systems  have  eliminated  the 


use  of  CFCs.  A  resulting  benefit  is  lower  operating  costs  which  contributes  to  stabilized 


healthcare  costs.  Bottom  line,  everyone  breathes  easier. 

To  learn  more  about  programs  from  The  Gas  Company,  call  l-8()()-GAS-20()(). 

Rl 

The  Gas  Company 


If  you  think  the  buildings  are  big  in  New  York. 


At  Manhattan  East  Suite  Hotels,  you'll  enjoy  one  of  New  York's  greatest  luxuries.  Space.  Our  suites  give  you 
plenty  of  room  to  do  almost  anything,  whether  it's  entertaining  or  holding  a  meeting,  fixing  a  snack  in  your  kitchen 
or  simply  relaxing  -  all  for  the  price  of  an  ordinary  hotel  room.  You'll  also  enjoy  the  hospitality  of  our  caring  staff, 
room  service  and  business  amenities  like  dataports  for  computer  modem  hookups.  Most  of  our  hotels  feature  fine 
restaurants  and  fully  equipped  fitness  centers.  So  the  next  time  you're  in  New  York,  stay  at  one  of  our  nine  distinc- 
tive locations  throughout  New  York  City.  Charge  your  stay  with  the  American  Express"  Card  and  if 
there's  a  chance  you'll  be  checking  in  late,  request  an  American  Express  Card  Assured  Reservation, 
which  guarantees  your  room  will  be  waiting  until  checkout  time  the  next  day.* 

H  Manhattan  East  Suite  Hotels 

Beekniiin  Tower,  Dumont  Pl<i/<i,  Eastgate  Tower,  Lyden  Gardens,  Lyden  House, 
I'la/a  F^ifty,  Shelburne  Murray  Hill,  Southgate  Tower,  Surrey  Hotel 

Get  the  better  of  New  York.  " 
For  reservations  or  a  brochure,  caU  your  travel  agent  or  1-800-ME-SUITE,  Ext.  20. 

'Please  call  before  6:00  p.m.  to  cancel  your  Assured  Reservation  and  avoid  being  billed  for  the  first  night, 
1 2D-CA  ©  Manhattan  East  Suite  Hotels 
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ED  BY  STEPHEN  H.  WILDSTROM 


IGITAL  SIGNATURES 
HAT  CAN'T  BE  FORGED 


rou  check  your  E-mail 
to  start  the  day,  and 
the  message  from  the 
jf  executive  is  a  shocker: 
I  company  is  being  restruc- 
5d,  and  large-scale  layoffs 
planned.  But  the  CEO  nev- 
;aw  this  message.  It  was  a 
ikster's  bad  idea  of  a  joke, 
lo  far,  corporations  have 
;ely  been  spared  this  sort 
issault,  known  as  "spoof- 
"  But  students  at  colleges 
e  caused  widespread  con- 
on  by  sending  phony  E- 
1  notes  announcing  the  res- 
ition  of  administrators  and 
celing  exams.  Computer- 
irity  experts  say  that  as 
business  usage  of  E-mail 
ivs  and  as  more  messages 
'el  across  the  Internet  and 
3r  public  links,  mail  for- 
Y  is  sure  to  grow, 
"he  good  news  is  that  a  so- 


encrypt  and  decode  messag- 
es. Let's  say  Alice  wants  to 
send  Bob  a  message.  Once 
she  has  written  her  note,  the 
computer  reduces  the  text  to 
a  string  of  128  seemingly  ran- 
dom characters  and  tacks  this 
"digest"  onto  the  end  of  the 
message.  The  system  then  en- 
crypts the  digest  using  Alice's 
secret  private  key. 

When  Bob  receives  the 
mail,  his  computer  uses  the 
same  technique  to  turn  the 
text  into  a  digest.  It  then 
looks  up  Alice's  public  key, 
and  plugs  it  into  a  formula 
that  can  restore  Alice's  digest 
to  its  original  appearance.  Un- 
less the  digests  match,  either 
Alice  didn't  sign  the  message 
or  the  text  was  tampered 
with  in  transit. 

This  method  can  do  far 
more  than  make  sure  that  E- 


3n  is  at  hand,  one  that 
Id  not  only  make  E-mail 
e  secure  but  could  clear 
way  for  a  broad  expan- 

of  electronic  commerce. 

technique  is  called  a  dig- 
signature,  and  it  lets  you 
V  for  sure  just  who  sent  a 
sage. 

he  trick  is  a  bit  of  mathe- 
cal  legerdemain  that  uses 
.ir  of  numbers,  called  the 
ate  and  public  keys,  to 


mail  is  authentic.  Digital  sig- 
natures could  replace  hand- 
written ones  on  a  wide  array 
of  business  and  legal  docu- 
ments, from  purchase  orders 
to  court  filings  to  tax  returns. 
The  results  could  be  an  ex- 
plosion in  electronic  transac- 
tions, with  the  potential  for 
greater  efficiency  and  lower 
costs. 

So  why  aren't  more  busi- 
nesses doing  it?  The  first  re- 


quirement for  widespread  use 
is  that  the  whole  process  be 
automatic  and  unseen,  gener- 
ating a  warning  only  if  the 
signature  progi-am  detects  a 
problem.  The  corporate-com- 
munications program  in  Lo- 
tus Notes  functions  that  way, 
but  few  other  popular  soft- 
ware products  do. 

Signed  communications  be- 
tween companies  also  require 
that  they  have  a  simple  and 
secure  way  to  look  up  each 
other's  public  keys.  Northern 
Telecom  Ltd.  and  National 
Semiconductor  Corp.  have 
started  services  to  manage 
key  information,  and  easy 
ways  to  sign  messages  will  be 
incorporated  into  future  ver- 
sions of  Microsoft  Mail 
and  Lotus  cc:Mail,  al- 
though neither  compa- 
ny will  give  a  date. 
The  use  of  digital  sig- 
natures will  be  limited  uinn 
this  infrastructure  is  built. 
STANDOFF.  That  construction 
job  may  be  slowed,  however, 
by  a  war  over  standards. 
Most  business  applications  of 
digital  signatures  have  been 
built  around  the  patented 
technology  of  RSA  Data  Se- 
curity Inc.  The  federal 
government  is  requiring 
agencies— and  some  con- 
tractors—to use  an  ap- 
proach developed  by  the 
National  Institute  of  Stan- 
dards &  Technology  called 
the  Digital  Signature  Stan- 
dard (DSS).  Not  only  are  the 
two  incompatible  but  rsadsi 
claims  that  DSS  infringes  on 
its  patents.  NIST  denies  the 
claim,  but  RSADSI  Presi- 
dent James  Bidzos  says  he 
is  prepared  to  sue  any 
company  that  uses  DSS. 
The  result  is  a  standoff  in 
which  "everyone  will  sit  and 
wait,"  says  Stephen  T.  Walk- 
er, president  of  Trusted  In- 
formation Systems,  a  Glen- 
wood  (Md.)  computer-security 
company. 

Business  needs  authentica- 
tion of  E-mail— digital  signa- 
tures—for electronic  com- 
merce to  really  take  off.  But 
until  this  legal  mess  is 
cleaned  up,  development  of 
the  technology  will  remain 
hobbled.  S.W. 
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MODEMS 

SUPERPAST— BUT  PICKY 

A  new  breed  of  modem  is 
promising  personal-computer 
users  the  ability  to  send  data 
over  phone  lines  at  up  to 
28,800  bits,  or  roughly  500 
words,  per  second.  That's 
twice  as  fast  as  the  speediest 
units  now  generally  used.  But 
unless  you  have  specialized 
needs,  you  might  want  to  hold 
off  buying.  Tests  in  the  labs  of 
NSTL/McGraw-Hill  revealed 
that  the  top-rated  Hayes  Opti- 


ma 28800  V.FC  ($579)  and 
similar  modems  live  up  to 
their  promise  only  when  com- 
municating with  another  mo- 
dem of  the  same  type.  Even  if 
different  28,800-bit  brands 
are  Hayes-compatible,  they 
often  have  to  drop  down  to  a 
slower  speed  to  talk  to  each 
other.  A  recently  approved 
international  standard  will 
solve  the  problem,  but  it 
won't  be  incorporated  into  all 
of  the  superfast  new  modems 
for  a  while. 

A  SLOWPOKE?  MOT  THE  PDA 

In  response  to  the  June  13  col- 
umn on  personal  digital  assist- 
ants, Ronald  Millaron  of  Res- 
ton,  Va.,  asks  how  fast  the 
Motorola  Envoy  transmits 
data.  The  Envoy  communi- 
cates at  a  relatively  slow 
2,400  bits  per  second.  The 
reason,  says  Motorola,  is  that 
it  couldn't  cram  a  faster  mo- 
dem into  Envoy's  packed  in- 
nards. But  because  most  mes- 
sages sent  and  received  by 
PDAs  are  brief,  the  few  sec- 
onds it  takes  to  establish  com- 
munications, either  by  phone 
or  by  radio,  is  generally  long- 
er than  the  actual  transmis- 
sion time. 


Questions?  Comments?  techandu@mgh.com  on  Internet  or  fax  (202)  383-2125 


3LOGY  &  YOU 
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Everybody  wants  to  he  hi^^er  and  better  than  they  are.  Whieh  is  why  for  30  years,  we've  been  helping  eompan 


Economic  Viewpoint 


WHY  ARE  WE  SO  INSECURE 
ABOUT  SOCIAL  SECURITY? 


BY  ROBERT  KUHNER 


Critics  say  it  will 
bankrupt  America— 
but  the  system  is 
solvent  and  could 
continue  to  be  with 
minor  adjustments. 
And  if  it  favors  the 
elderly  over  the 
working  poor,  the 
solution  is  universal 
health  coverage 


ROBERT  KUHNER  IS  CO-EDITOR  OF  THE 
AMERICAN  PROSPECT  AND  AUTHOR 
OF  THE  END  OF  LAISSEZ-FAIRE 


The  new  32-member  bipartisan  Commis- 
sion on  Entitlement  &  Tax  Reform  is  on 
a  crusade  to  demonize  entitlements,  par- 
ticularly Social  Security.  The  commission  was 
authorized  in  the  1993  budget  accord  as  pai't  of 
a  bargain  to  win  the  vote  of  Senator  Bob  Ker- 
rey (D-Neb.),  who  was  named  commission  co- 
chair.  At  its  first  public  meeting  on  June  13, 
Kerrey  declared:  "Entitlements  are  a  barrier 
to  savings  and  economic  growth  . . .  .They  will 
bankrupt  America  if  we  do  not  bring  our  com- 
mitments in  line  with  our  capacity." 

According  to  anti-entitlement  groups,  So- 
cial Security  is  on  the  verge  of  insolvency;  it 
incurs  debt,  depresses  growth,  and  subsidizes 
the  affluent  old  at  the  expense  of  the  working 
young.  Thus,  Social  Security  should  be  slashed 
for  the  sake  of  fiscal  balance,  economic  growth, 
and  generational  fairness.  The  Concord  Coali- 
tion, an  anti-entitlement  lobby,  proposes  to 
means-test  Social  Security  by  limiting  it  to 
people  of  moderate  income. 

Is  Social  Security  really  a  fiscal  monster?  A 
reading  of  the  statistics  in  the  1994  Social  Se- 
curity Administration  annual  report  suggests 
the  need  for  reform  l)ut  not  alarm.  For  start- 
ers. Social  Security  is  not  a  source  of  the  def- 
icit. On  the  contrary.  Social  Security  will  run  a 
$43  IMllion  surplus  in  1994,  and  its  surplus  will 
increase  for  another  decade.  The  system's  an- 
nual income  will  continue  to  exceed  its  annual 
payouts  until  the  year  2019,  when  baby  boom- 
ers flood  the  ranks  of  retirees.  Even  so.  Social 
Security  will  have  more  than  enough  revenue 
and  reserves  to  cover  its  projected  obligations 
fully  until  2029—35  years  into  the  future. 

However,  if  we  extrapolate  lengthening  life 
spans  into  the  mid-21st  century  and  fail  to 
make  adjustments.  Social  Security  would  then 
begin  experiencing  deficits  (though  manage- 
able ones).  According  lo  the  annual  report's  75- 
year  projection,  if  we  make  no  changes  for  a 
generation,  payroll  taxes  will  have  to  rise  by 
about  four  percentage  points  beginning  in  2019 
to  keep  Social  Security  checks  growing  with 
the  cost  of  living  throughout  the  next  century. 
Alternatively,  if  we  raised  payroll  taxes  by 
about  two  percentage  points  now,  Social  Secur- 
ity would  be  solvent  indefinitely. 
NEW  AGE.  Of  course,  there  are  better  ways  to 
guarantee  Social  Security  for  our  grandchil- 
dren than  raising  payroll  taxes,  which  already 
are  too  high.  One  way  is  to  keep  adjusting  the 
retirement  age  to  reflect  longer  life  spans. 
When  Social  Security  paid  its  first  check  in 
1940,  the  average  new  retiree  could  expect 
to  live  another  12  years.  Today,  that  span  is  al- 
most 18  years.  A  House  Ways  &  Means  Com- 
mittee plan  would  restore  long-tenn  balance  to 


Social  Security  by  trimming  benefits  an  ave- 
age  of  8.7%  beginning  in  2003,  raising  ti; 
retirement  age  to  67  in  2016,  and  having; 
one-time  cut  in  the  annual  cost-of-living  a! 
justment.  Economist  Henry  J.  Aaron  of  t?j 
Brookings  Institution  adds  the  suggestion  thj. 
Social  Security  income  should  be  taxed  t}. 
same  way  other  pension  income  is  taxed. 

The  relative  modesty  of  these  adjustmen 
should  put  alarmism  to  rest.  As  Robert  1 
Mclntyre,  director  of  Citizens  for  Tax  Justic  j 
observes.  Social  Security  currently  pays  oi  i 
about  4.6%  of  gross  domestic  product,  dow 
from  5.1%  in  1983.  Even  if  we  do  nothing  ' 
all,  30  years  from  now  it  will  pay  out  all  of  61  \ 
of  GDP— hardly  cause  for  hysteria.  Neither  a  \ 
we  fairly  blame  Social  Security  for  depresse  j 
U.  S.  savings  rates.  Every  member  nation  '  } 
the  European  Union  has  higher  rates  of  sa  j 
ings  than  we  do— and  every  one  has  moi  i 
generous  citizen-pension  systems.  i 
IDEOLOGICAL  ASSAULT.  Nor  are  most  old  foil  j 
living  it  up  on  Social  Secm-ity  checks.  A  majo 
ity  of  the  elderly  depend  on  Social  Secui-ity  f( 
more  than  half  their  income.  Only  22%  of  r^ 
tired  people  even  reach  the  $25,000  total  i 
come  threshold  ($32,000  for  couples)  whei; 
they  begin  paying  taxes  on  half  of  their  Soci 
Security  income.  Means-testing  Social  Securit| 
would  be  the  surest  way  to  wreck  it,  for 
would  turn  Social  Security  into  another  w€| 
fare  program  instead  of  an  earned  pensic 
plan  for  everyone. 

It's  true  that  the  U.  S.  system  of  social  ins 
ranee  favors  the  aged.  Elderly  people  get  S' 
cial  Security  cheeks  and  Medicare  coverage 
But  contrary  to  the  views  of  the  Entitlemei 
Commission  and  the  Concord  Coalition,  tl 
solution  to  that  inequity  is  not  to  modify  Soci, 
Security.  It  is,  rather,  to  extend  univers; 
health  coverage  to  all  age  groups. 

Indeed,  the  biggest  budget  buster  today 
not  Social  Security  but  health  care.  Medic; 
outlays  consume  nearly  15%  of  GDP  now,  ( 
more  than  three  times  Social  Security,  an 
will  claim  an  additional  percentage  point 
GDP  nearly  every  two  years— absent  refor 
Universal  health  coverage  could  stop  medic 
cost  inflation  by  compelling  the  health  sy 
tem  to  live  within  an  overall  budget. 

Social  Security  does  need  some  adjustmen 
we  owe  that  to  future  generations.  But  th 
broader  attack  on  social  insurance  is  real 
an  ideological  assault,  masquerading  as  fisc; 
prudence  and  generational  compassion.  Par; 
doxically  enough  for  the  entitlement  basher 
the  cure  for  both  the  generational  imbalanc 
and  the  fiscal  worry  is  another  entitlement- 
universal  health  insurance. 
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The  new  HP  DeskJet  printers  let  you 


show  off. 


MIELSIIME  BV  REGION 


Blac  k  cV  white  and 
color.  Starting  at  under 


$, 


'485: 


It's  hard  to  be  niocicst  when  yoii  have  a 
DeskJet  printer  from  Hewlett-Pac  kard. 
That's  because  PIP  DeskJets  offer  you 
so  many  ways  to  look  good.  From  the 
liiglily  affordable  DeskJet  50()C  to  the 
new  560C  model. 

The  new  HP  DeskJet  moc  prints  GOO 
X  300  dots  per  inch  and  uses  Resolution 
Enhancement  technology  for  even 
clearer,  sharper  black  &  white  printing. 
For  better  looking  color,  it  has  a  new 
technology  called  ColorSniart.  By  auto- 
matically adjusting  the  printer  settings 
for  you,  ColorSmail  makes  printing 
impressive  colors  easier  than  ever. 
A  ColorSmail  upgrade  disk  is  also 
included  with  I  he  HP  DeskJet  500(  ', 

So  if  you  want  your  documents  t  o  look 
as  good  as  the  output  sample  shown 
here,  get  an  HP  DeskJet  printer  and 
start  printing  things  that  will  nuike  you 
proud.  Look  in  your  local  Yellow  Pages 
for  the  name  of  the  Hewlett-Packard 
aulhorized  (k'aler  nearesi  you.* 


DeskJet  Printers 
Make  it  happen. 


HEWLETT® 
PACKARD 


''Suggt'sU'd  US.  list  price  for  tho  Deslcfol  TiOOC  Dcalei  price  ina,v  vary  sig- 
nificantly, ^in  Canada  call  I-8Ci()-:J87-:iS67.  VimA  llfwlt-ti-I'-dckard 


Introducing  the  Ascentia'"  900n 

PERFORMANCE  NOTEBOOK.  Not  since 
you  humped  up  to  the  front  row  in 
an  old  Chevy  at  sunset,  and  looked 
up  at  a  screen  the  size  of  a  building 
has  something  looked  so  striking. 
This  is  one  monster  screen,  with  up 
to  10.4  inches  of  TFT  active-matrix 


1)31 


or  dual'Scaii  STN  color.  It's  the  big- 
gest screen  you  can  get  right  now. 

Your  presentations  will  dazzle 
with  rich  and  vibrant  color.  Your 
audience  will  appreciate  the  kind  o< 
high  resolution  that  makes  comple;  |,|,, 
charts  and  graphs  quite  readable. 

Still,  there's  more  to  the  900N 


«J)W^  AS)  /l-itwck,  tn.   All  njdu  Ki-ni-J  ASY  ii.i  rcuskTOlmiJ.-rtuitt..;  ASTKivvml.,  Iiu  AM  I  .,»,.(ri.i,i  A- AS7  l.«^  Axeimuo.|  -V.«.  II  IJ»' c)r  W'.n  ttV  *i.r;"uTt  m«lcmiTl.s../AST  (itvut.li.  I,«  TrV  l.itt-l  liuijf o u Iraitt/uirl. u/ Inu-I .All olfer pi.iin-i 


There's  also  an  intelligent  power 
management  system  inside.  So  the 
computer  actually  adjusts  itself  to 
your  work  habits,  taking  a  breather 
whenever  you  do.  Battery  life  is  longer 
than  Compaq  or  Toshiba,  from  four 
to  eight  hours.  Or  about  the  length 
of  a  Godzilla  him  festival. 

In  fact,  everything  you  need  to 
be  tmly  mobile  is  right  here.  Even 
the  pointing  stick  is  well  positioiied 
at  your  fingertips.  There's  also  a 
docking  station  and  PCMCIA  slots 
for  expandability.  So  you  can  add  a 
modem  or  LAN  adapter  to  stay  in 
touch  with  the  office  or  your  clients. 

Of  course,  AST  includes  a  3-year 
worldwide  limited  warranty,*  with  a 
year  of  48-hour  rapid  repair  service.** 
And  our  knowledgeable  support 
group  is  here  every  day,  24  hours  a 
day,  to  help  you  over  the  telephone. 

You've  got  to  see  the  new  AST 
Ascentia  notebook.  Remember  the 
first  time  you  went  to  the  drive-in, 
and  you  were  certain  you  were  in 
love?  Well,  it'll  be  just  like  that. 

For  information  or  a  screening, 
please  call  us  at  800-876-4AST. 
HE      WAY      WE  WORK 


Intel  DX4/75MH2  or' 
DX2/50MHZ  models  with 
either  10.4"  or  9.5"  diag. 
TFT,  or  10.3"  diag.  DS-STN 
color  display.  340MB  or  510MB 

removable  hard  drive, 
4MB  or  8MB  RAM,  upgradable 

to  32MB,  1MB  video  RAM. 
Two  PCMCIA  slots,  two  type  II 
or  one  type  III.  "Hot 
swappable"  NiMH  battery 
with  60-minute  FastCharge. 

Pre-loaded  software: 
Windows,  Lotus  Organizer, 

Delrina  WinFax 
and  COMit  Lite,  ConnectSoft 
E-mail  Connection,  Traveling 

Software  LapLink  Remote 
Access,  CompuServe,  America 
Online,  and  Prodigy. 


COMPUTER 
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conomic  Trends 


BY  GENE  KORETZ 


AMERICAN  INDUSTRY 
LOOKS  LIKE  IT'S 
BOOSTING  CAPACITY 


Don't  look  now,  but  there  are  grow- 
ing signs  that  the  U.  S.  manufac- 
turing sector  may  finally  be  starting  to 
raise  its  capacity  at  a  more  rapid  pace. 

Over  the  past  eight  quarters,  capital 
investment  has  accounted  for  some  36% 
of  the  economy's  growth,  and  capital- 
spending  plans  for  1994  remain  strong. 
But  whereas  in  the  past  most  of  this 
spending  has  gone  for  equipment,  econ- 
omist Michael  Moran  of  Daiwa  Secur- 
ities America  Inc.  notes  that  outlays 
for  structures  have  picked  up  in  recent 
quarters  (except  for  the  weather- 
constrained  first  quarter),  suggesting 
that  "the  expansion  of  capacity  has 


fACTORliS  GEAR  UP 
rOR  RISING  DEMAND 


ANNUAL  INCREASE  IN 
MANUFACTURING  CAPACITY 


'88  '89  '90  '91  '92  '93  '94* 
A  PERCENT  -ANNUAL  RATE  THROUGH  MAY 

DATA;  FEOfRAL  RESERVE 


begun  to  motivate  business  investment." 

The  Federal  Reserve  apparently 
agrees.  According  to  its  estimates,  fac- 
tory capacity  growth  so  far  this  year  is 
the  fastest  since  1985  (chart). 

One  catalyst  seems  to  be  high  operat- 
ing rates.  Industrial-capacity  use  was 
83.5%  last  month,  a  threshold  for  ex- 
pansion in  past  business  cycles.  And 
that's  with  capacity  utilization  in  the 
bellwether  motor-vehicle  industry  down 
by  10  percentage  points  since  February 
because  of  model  changeovers. 

Another  straw  in  the  wind  seems  to 
be  a  rising  number  of  plant  expansions 
and  green-field  investments.  Economists 
at  Dean  Witter  Reynolds  Inc.  recently 
counted  more  than  60  new  plants  and 
70  plant  expansions  announced  by  U.  S. 
companies  this  year.  Moreover,  they  are 
now  reviewing  a  more  inclusive  tally  that 
indicates  that  the  actual  number  of  such 


projects  runs  well  into  the  hundreds. 

Many  U.  S.  manufacturers  that  are 
starting  to  exj^and  capacity  seem  to  have 
more  than  the  robust  domestic  economy 
in  mind.  With  the  dollar  no  longer  over- 
valued as  it  was  a  decade  ago,  and  with 
U.  S.  competitiveness  honed  by  restruc- 
turing and  strong  investment,  they  ap- 
pear to  be  setting  their  sights  on  a  re- 
surgent world  economy. 


WHY  PINK  SLIPS  DON'T 
NECESSARILY  ADD  UP  TO 
PRODUCTIVITY  HIKES 


Although  the  U.  S.  expansion  is  three 
years  old  and  going  strong,  many 
businesses  are  still  paring  their  employ- 
ment rolls.  Challenger  Gray  &  Christmas 
Inc.,  an  executive  recruitment  firm,  re- 
ports that  its  tally  of  planned  layoffs  by 
big  U.  S.  companies  is  up  18%  so  far 
this  year.  Meanwhile,  the  downsizing 
trend  has  spread  to  Europe  and  Japan. 

The  rationale  for  such  job-pruning,  of 
course,  is  that  it  pays  off  in  productivity 
gains.  And  the  often-cited  proof  is  the 
performance  of  the  U.  S.  manufacturing 
sector,  which  boosted  its  output  per 
worker  by  a  healthy  33%  from  1977  to 
1987,  while  cutting  employees  by  4.5%. 
Because  U.  S.  industry  bit  the  bullet  on 
job  cutbacks,  so  the  story  goes,  it  is 
now  lean  and  mean  and  better  able  to 
compete  in  global  markets. 

Inspiring  as  this  saga  is,  a  National 
Bm-eau  of  Economic  Research  analysis  of 
over  250,000  manufacturing  plants  by 
Martin  Neil  Baily,  Eric  J.  Bartelsman, 
and  John  Haltiwanger  suggests  that  it  is 
oversimplified.  Downsizing  has  been  less 
pervasive  than  commonly  believed,  the 
study  finds,  and  its  productivity-enhanc- 
ing role  has  been  exaggerated. 

It's  true,  for  example,  that  the  num- 
ber of  workers  in  the  average  manufac- 
turing plant  fell  from  58  in  1977  to  less 
than  50  in  1987.  But  this  average  is  de- 
ceiving. Much  of  the  factory  workforce 
in  1987  worked  in  very  large  plants, 
which  grew  significantly  in  the  1980s. 
In  fact,  the  typical  worker  in  that  year 
was  employed  in  a  plant  with  over  1,700 
workers— about  10%,  more  than  in  1977. 

What's  more,  the  net  employment  de- 
cline over  the  decade  appears  to  have 
occurred  mainly  because  jobs  lost  via 
plant  closures  were  not  fully  offset  by 
jobs  created  at  new  facilities.  The  job 
loss  among  the  140,000  plants  that  oper- 
ated from  1977  to  1987  was  marginal. 

In  this  latter  group,  of  course,  a  large 
number  did  downsize  and  post  healthy 
productivity  gains.  But  even  more  plants 
(including  many  of  the  largest  facilities) 


managed  to  raise  output  per  workrr 
while  expanding  employment,  and  tlyi 
contributed  about  as  much  to  oveill 
productivity  increases  during  the  19h 
as  the  successful  downsizers. 

A  large  number  of  establishments 
experienced  productivity  declines, 
eluding  some  that  downsized  and  soi 
that  expanded  theii-  payi'olls.  In  otlf 
words,  downsizing  and  productivity  ga 
were  far  from  synonymous  during 
1980s.  As  in  prior  decades,  many  comj 
nies  found  they  were  able  to  boost  jc 
and  productivity  at  the  same  time. 


WHAT  GLOBAL 
BOND  MARKETS  ARE 
REALLY  SAYING 


To  many  observers,  the  rise  in  woi 
bond-market  yields  reflects  excessi 
inflationary  fears.  But  economist  Mich 
R.  Rosenberg  of  Merrill  Lynch  & 
argues  that  global  bond  markets,  whi] 
have  become  increasingly  integrated 
reacting  to  a  new  set  of  risks  stemmil 
from  stronger  world  economic  grow 
than  anticipated  only  a  few  months  aj 
Both  the  surge  in  commodity  pric 
and  the  growing  signs  of  recovery 
Europe  and  Japan  support  this  the: 
And  so  does  a  relatively  precise  measi 
of  real  interest  rates:  movements  in  ( 
nadian  and  British  inflation-indexed  g( 
ernment  bonds.  Real  returns  provid 
by  such  bonds,  notes  Rosenberg,  ha 
moved  higher  this  year,  suggesting  tl 
almost  half  of  the  250  basis-point  r: 
in  global  bond  yields  this  year  reflec 
an  upward  adjustment  in  real  rates. 

The  markets,  concludes  Rosenbei 
"are  saying  that  an  accelerating  glol 
expansion  will  produce  both  higher  rat| 
of  return  for  business  and  a  pickup  in 
flation  over  the  year  ahead." 


THIS  HEALTH-CARE 
TREND  SPELLS  RELIEF 
FOR  U.S.  BUSINESS 


ealth-insurance  costs  for  U.S.  e: 
ployers.  which  have  been  posti 
double-digit  gains  for  years,  have  slow 
dramatically.  Benefits  consultant  To 
ers  Perrin  says  average  medical-pl 
costs  for  employees  at  major  corpoi 
tions  are  up  only  5%  to  6%  this  year 
Behind  the  slowdown  are  a  sharp  c 
cline  in  health-care  inflation  and  shij 
toward  higher  deductibles  and  manag( 
care  plans.  If  it  lasts,  the  taming 
health-care  costs  will  alleviate  one 
business'  biggest  headaches. 


li! 
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usiness  Outloo 


r  4,  1994 


BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


HE  ECONOMY  WILL  ROLL 

iriTH  THE  PUNCHES  THE  DOLLAR  IS  TAKING 


mi  PERSPECTIVE 
ON  THE  DOLUR 


t's  not  enough  these  days  that  inflation  fears  can  grip 
U.  S.  financial  markets.  Now,  those  anxieties  can  zip 
around  the  world  as  global  investors  move  millions  in 
i  out  of  markets  with  lightning  speed, 
rhat's  exactly  what's  happening  now,  especially  in  Eu- 
)ean  bond  markets.  Yields  on  everything  from  British 
ts  to  German  bunds  are  soaring,  even  though  inflation 
[ar  less  of  a  threat  in  those  countries  than  in  the  U.  S. 
rhe  victim  in  all  this  is  the  U.  S.  dollar  (page  30). 
at's  because  global  investors  are  fearful  that  rising 
S.  inflation  could  erode  the  rate  of  return  on  dollar-de- 
minated  securities.  And  except  for  Japan,  dollar-based 
lids  are  already  among  the  lowest  in  the  world.  As  in- 
stors  search  for  the  highest  return,  many  of  them  are 
loading  U.  S.  assets,  which  is  tantamount  to  seUing  the 
ienback,  thus  weakening  its  value. 

The  world  financial  markets 
became  fixated  on  U.  S.  inflation 
prospects  after  the  Federal  Re- 
-  serve  began  hiking  interest  rates 

^    l^iV^'  ^-  Since  then,  the  dollar 

f  \  1  has  lost  8%  of  its  value  against 

V  TRADE-wEiGHiiD        the  German  mark  and  9%  vs. 

the  Japanese  yen,  hitting  a  post- 
war low  on  June  21. 

Federal  Reserve  Board  Chair- 
man Alan  Greenspan  would  not 
discuss  the  dollar  in  his  June  22 
igressional  testimony,  but  he  did  say  that  the  Fed 
lid  not  be  "indifferent"  to  its  fluctuations.  And  Green- 
in  seemed  to  point  to  two  solid  supports  that  should  be 
stering  the  U.  S.  currency:  He  said  that  the  U.  S.  out- 
k  was  the  "brightest  in  decades"  and  that  inflation 
)spects  were  "quite  reasonable." 

low  MUCH  The  key  question  now:  Does  all  this  dollar 
>f  A  shuffling  cloud  that  bright  outlook?  The 

•RAG  OH  short  answer  is,  not  by  much.  On  the  plus 
»ROWTH?  side,  a  weaker  dollar  will  help  a  little  in 
bing  the  yawning  U.  S.  trade  deficit  by  making  ex- 
ts  cheaper  and  imports  costlier.  A  minus,  though,  is 
t  the  ailing  greenback  further  fuels  inflation  fears. 
?hose  worries  seem  minimal,  however.  To  begin  with, 
decline  of  the  dollar  vs.  the  mark  and  the  yen  exag- 
ates  the  sagging  greenback's  inflation  impact,  com- 
ed  with  the  broader  picture  of  U.  S.  trade. 
Since  January,  the  trade-weighted  value  of  the  dollar 
inst  the  currencies  of  10  of  America's  largest  trading 
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partners  is  down  only  3%  (chart).  The  U.  S.  unit  is  higher 
than  its  year-ago  level,  and  that  doesn't  include  the  curren- 
cies of  developing  nations  such  as  Argentina,  Brazil,  and 
China,  which  effectively  peg  their  currencies  to  the  dollar, 
negating  the  weaker  dollar's  inflation  impact. 

Still,  there  is  an  undeniable 
correlation  between  the  dollar 
and  import  prices.  And  since  im- 
ports now  fill  a  record  25%  of 
U.  S.  demand  for  nonoil  goods, 
some  inflation  impact  is  inesca- 
pable. During  the  past  year,  the 
inflation  rate  for  nonpetroleum 
imports  has  risen  to  about  2%, 
about  double  its  pace  of  a  year 
ago.  That's  not  very  much, 
though,  and  there  is  no  sign  that 
the  speedup  is  affecting  the  producer  prices  of  finished 
goods  (chart). 

In  fact,  the  overall  argument  that  U.  S.  inflationary 
pressures  are  rising  remains  difficult  to  make— in  the 
face  of  tame  producer  and  consumer  prices  and  of  signs 
that  growth  is  cooling  off.  The  Fed's  June  22  report  on  re- 
gional economic  activity  stated  that  "growth  has  moderat- 
ed recently"  in  some  areas.  In  addition,  foreign  trade  is 
shaping  up  to  be  a  drag  on  growth  during  the  second 
quarter,  at  a  time  when  consumer  spending  and  industri- 
al output  are  also  slowing. 

I IMPORTS  Indeed,  if  there  is  one  reason  to  be  bear- 
ARE  STILL  ish  on  the  dollar,  it  is  America's  deteri- 
SETTIHG  orating  trade  deficit  and  its  difficulty  at- 
RECORDS  tracting  the  foreign  capital  needed  to 
finance  that  gap.  In  the  first  quarter,  the  U.  S.  current-ac- 
count deficit,  which  includes  trade  in  goods  and  services  as 
well  as  certain  financial  flows,  swelled  to  its  largest  in 
more  than  five  years. 

And  in  April,  the  trade  deficit  in  goods  and  services 
widened  to  $8.4  billion,  up  from  $6.9  billion  in  March. 
Exports  slid  3.3%,  to  $56.2  billion,  while  imports  edged 
down  by  0.6%,  to  $64.6  billion.  For  merchandise  alone,  the 
April  deficit  ballooned  to  $13.3  billion,  up  from  $11.5  billion. 
After  adjusting  for  prices,  the  overall  April  gap  appears  to 
be  larger  than  the  first-quarter  average.  The  problem  is 
imported  goods,  which  hit  a  record  for  the  second  month 
in  a  row. 

In  addition  to  America's  ever-growing  appetite  for  im- 
ports, another  impediment  to  the  trade  outlook— and  the 
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inflation  picture— is  the  rise  in  oil  prices.  Crude  oil  is' 
30%  more  expensive  now  than  in  January,  and  it  may  in- 
crease even  more  before  the  year  is  over  (page  32). 

At  their  June  15-17  meeting, 
OPEC  members  agreed  to  hold 
their  production  quota  steady  at 
24.5  million  barrels  per  day  for 
the  rest  of  the  year.  By  holding 
output  flat,  OPEC  is  hoping  that 
rising  demand  will  help  boost  oil 
prices  to  $21— a  price  not  seen 
since  1985.  The  International  En- 
ergy Agency  forecasts  that  world 
demand  for  OPEC  oil  will  rise  to 
25.7  million  barrels  a  day  by  the 
fourth  quarter,  as  stronger  growth  takes  hold  in  Japan 
and  Europe.  In  the  U.  S.  alone,  oil  demand  in  May  was 
4.4%  above  its  year-ago  level. 

Rising  oil  prices  will  clearly  increase  America's  import 
bill,  but  oil  may  be  less  of  an  inflation  problem  than  in  the 
past.  The  economy's  gi'eater  fuel  efficiency  and  the  stellar 
gains  in  factory  productivity  mean  that  the  U.  S.  can  pro- 
duce more  with  less  imported  oil. 

I THE  WORLD  Of  course,  OPEC  is  not  the  only  one  betting 
RECOVERY  on  the  global  upturn.  U.  S.  exporters  ai-e 
WILL  LIFT  also  counting  on  foreign  demand  to  keep 
EXPORTS  production  lines  humming  even  as  the 
weaker  dollar  enhances  their  global  pricing. 

Total  merchandise  exports  slipped  4.2%  in  April,  to 
$41  billion,  after  jumping  12.3%  in  March,  to  a  record 
$42.8  billion.  Almost  all  major  goods  categories  fell,  after 
rising  strongly  in  March.  After  adjusting  for  price  chang- 
es, exports  are  growing  at  the  same  6.8%  yearly  pace  as 
in  the  first  four  months  of  1993,  buoyed  by  capital  goods. 

The  customers  are  changing,  however.  Shipments  to 
other  G-7  nations  continue  to  be  dwarfed  by  exports  to 
the  rest  of  the  world.  Just  three  years  ago,  Britain,  Can- 


BETTER  SIGNS 
FROM  JAPAN 


ada,  France,  Germany,  Italy,  and  Japan  purchased  half 
all  U.  S.  exports.  Now,  that  share  has  drifted  to  46' 
while  demand  from  such  nations  as  Mexico,  Brazil,  ar 
South  Korea  has  soared  (chart). 

Export  figures  will  begin  to  pick  up  even  more  wht 
other  major  economies  return  to  stronger  growth.  Sti 
rings  of  an  upturn  are  evident  in  Germany  as  well  as 
the  rest  of  Continental  Europe.  True,  those  signs  are  oi 
cause  of  the  dollar's  weakness,  but  U.  S.  exporters  need  i 
expanding  Europe. 

So,  too,  the  latest  data  show  that  the  worst  may  1 
over  for  Japan.  The  Economic  Planning  Agency  reports 
on  June  21  that  Japan's  real  gross  domestic  product  gi-e 
at  an  annual  rate  of  3.9%  in  the  first  quarter  (chart 
That  was  the  strongest  pace  in  three  years 

Faster  growth  and  the  soar- 
ing yen  are  beginning  to  draw  in 
more  imports  already.  Lost  in 
this  year's  trade  rhetoric  is  the 
10%  surge  in  U.  S.  exports  to  Ja- 
pan so  far  this  year. 

The  deterioration  in  the  bilat- 
eral trade  deficit— $20.5  billion 
so  far  in  1994,  up  from  $18.9  bil- 
lion in  1993— can  be  traced  en- 
tirely to  the  9.4%  rise  in  U.  S. 
purchases  of  Japanese  goods— 
which  outpace  U.  S.  exports  2  to  1.  This  huge  imbalanc 
means  that  the  downward  pressure  on  the  dollar  vis-a-v 
the  yen  will  not  dissipate  any  time  soon 

For  decades,  of  course,  the  domestic  priority  of  balan( 
ing  growth  and  inflation  took  precedence  over  any  foreig 
considerations.  That  is  still  the  case  today:  The  Fed  wi 
not  sacrifice  this  expansion  in  order  to  shore  up  the  doUa 
But  in  the  new  world  order  of  financial  trading,  U.  i 
monetary  policymakers  as  well  as  borrowers  may  no  lonj 
er  be  able  to  ignore  the  powerful  influence  of  internatioi 
al  markets. 
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THE  WEEK  AHEAD 


NEW  SINGLE-FAMILY  HOME  SALES 

Tuesday,  June  28,  10  (uin. 
New  houses  likely  sold  at  a  683,000  an- 
nual rate  in  May,  unchanged  from  April 
but  down  from  the  first  quarter's  pace. 
That's  the  median  forecast  of  economists 
surveyed  by  MMS  International,  a  unit  of 
McGraw-Hill  Inc.,  and  it  suggests  that 
higher  mortgage  rates  are  starting  to 
cut  into  home  buying. 

CONSUMER  CONFIDENCE  

Tuesday,  June  28,  10  (um. 
The  Conference  Board's  index  of  consu- 
mer confidence  likely  rose  to  88.5  in 
June,  up  from  May's  level  of  87.6.  Still, 
both  readings  would  be  down  from 


April's  high  of  92.1— a  sign  that  job 
gi'owth  is  slowing. 

PERSONAL  INCOME  

Thursday,  June  30,  8:30  (um. 
Personal  income  probably  rose  a  solid 
0.6%  in  May,  on  top  of  a  0.4%  advance  in 
April.  Consumer  spending  likely  rose  a 
smaller  0.2%  last  month,  as  indicated 
by  the  0.2%  decline  in  retail  sales.  Out- 
lays dropped  0.1%  in  April  as  consumers 
faced  higher  tax  bills. 

LEADING  INDICATORS   

Friday,  July  1,  8:30  a,m. 
The  MMS  survey  forecasts  that  the  gov- 
ernment's index  of  leading  indicators 
edged  up  0.1%  in  May,  after  no  change 


in  April.  Inci'easing  materials  price 
barely  offset  falling  stock  prices  and  ri; 
ing  jobless  claims. 

CONSTRUCTION  SPENDING 


Friday,  July  1,  8:30  a.m. 
Outlays  for  building  projects  probabl 
rose  0.9%  in  May,  following  big  gains  i 
the  previous  two  months. 

NAPM  SURVEY 


Friday,  July  1,  10  a.m. 
The  National  Association  of  Purchasin 
Management's  business  index  likely  fe 
slightly,  to  57.5%,  in  June,  down  fror 
577%  in  May.  The  big  question  is  whetl 
er  the  price  index,  which  soared  t 
71.5%  in  May,  fell  back  in  June. 
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We've  Built  Communications 
Systems  From  Scratch  For  Plenty  Of  Clients. 


Take  Australia,  For  Example. 


Even  we  were  impressed  when  Australia  selected  us  -  along  with  our  British  and  Australian  partners  - 
to  design  and  hiiild  an  integrated  telecommunications  netwotiz  for  the  entire  continmt. 

Tlie  results?  A  network  unlilie  any  other  Satellite,  cellular,  local  and  long-distance  service  combined  to 

provide  millions  of  Australians  with  the  most  sophisticated 
communications  technology  in  the  world. 

  my  BellSouth? 

Partially,  it  was  our  experience.  As  a  leader  in  telecommunications,  we're  on  five  continaits.  Sharing 
our  expertise  in  all  phases  of  communications  technology,  from  desigt  and  application  to  implanentation  and 
management.  In  all  kinds  of  ventures  from  cellular  tietworks  to  total  communications  systems.  But  it  was  abo  our 
ability  to  listen.  And  make  the  technology  meet  Australia's  needs. 

Some  people  think  we're  still  a  regional  corrrpany.  We  are.  It's  just  that  now  the  whole  world  is  our  regon. 
For  more  information,  callyour  BellSouth  representative  or  1-800-726-BELL. 

©1994  BellSouth  Coi-ponllwn 
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TOBACCO 

DOES  IT  HAVE 
A  FUTURE? 


JULY  4,  1994  I  I  It  always  seemed  inconjiTi 

ous  that  Michael  A.  Mile 
CEO  of  Philip  Morris  Co^ 
the  world's  largest  ci.na 
ette  maker,  didn't  smoki 
But  the  significance  of  h 
resignation  on  June  17  wi 
all  too  clear.  Miles,  th- 
main  advocate  of  a  plan  to  split  Pliili 
Morris  into  separate  food  and  tol);i(  ( 
companies,  was  suddenly  replaced  ti 
Geoffrey  C.  Bible,  an  avid  and  unapoh 
getic  smoker— and  a  true  believer  in  tli 
war  Philip  Moms  and  other  tobacco  con 
panies  are  waging  against  the  growin 
antismoking  legions.  "It  is  our  intent  io 
to  defend  our  industry  and  consumci 
briskly  and  strenuously,"  Bible  said  al 
news  conference  on  June  21,  brandishin 
a  Marlboro  menthol.  "And  you  will  s^ 
more  of  this." 

No  running.  No  hiding.  No  splittin 
off  a  business  that  to  many  seem 
doomed— in  the  U.  S.  at  least— to  be  re^ 
ulated  or  legislated  out  of  existence.  D( 
spite  complaints  from  some  large  shart 
holders,  Bible  and  his  board  will  kee 
Philip  Morris  intact.  In  fact,  th 
executive  shakeup  is  th 
latest  and  most  vi 
ible  manifests 


37.4% 


SEND  IN 
THE  lAWYERS 

As  legal  pressures 
mount,  fhe  industr/s 
strategies  have  grown 
more  aggressive.  On 
Feb.  1 ,  Philip  Morris 
challenged  a  San 
Francisco  smoking  ban 
in  court,  and  tobacco 
companies  have 
threatened  to  do  the 
same  in  Maryland. 
Philip  Morris  sued  ABC 
on  Mar  24,  seeking 
$10  billion  in  a 
defamation  case. 


HIRE  THE  RIGHT 
FRONT  MEH 

Philip  Morris  CEO 
Michael  Miles,  a  former 
food  exec,  didn't  lobby 
aggressively  for 
tobacco  causes.  He 
abruptly  resigned  on 
June  16.  His 
replacement:  Geoffrey 
Bible,  a  career  tobacco 
man  who  frequently 
appears  in  public 
holding  a  lit  cigarette. 
R.J.  Reynolds  CEO 
James  Johnston  is 
featured  in  full-page 
ads  with  a  smoke. 


LOBBY,  LOBBY, 
LOBBY 

Tobacco  companies  aim 
to  shape  smoking 
laws — and  want  re- 
tailers and  smokers  to 
join  the  battle.  In 
California  and 
elsewhere,  they  want  to 
replace  local  anti- 
smoking  initiatives  with 
less  restrictive  statewide 
rules.  And  tobacco 
wants  other  industries  to 
help  fight  a  Florida  law 
that  would  charge  them 
for  tobacco-related 
health  care. 


PUSH  PUBLIC 
RELATIONS 

The  industry  has  started 
courting  the  press 
aggressively.  R.J. 
Reynolds  execs  are 
meeting  with  local 
reporters  and  politicians 
on  a  28-city  tour  Ad 
campaigns  tout 
smokers'  rights  and 
freedom  of  choice.  And 
after  a  TV  program 
charged  them  with 
"spiking"  cigarettes  with 
nicotine,  manufacturers 
opened  up  factories  to 
the  FDA. 


iiiiTiiim'i 
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COVER  STCf- 


1  of  the  industry's  survival  strategy: 

retreat  on  any  front. 

""ar  from  giving  gi'ound  in  the  face  of 

ionwide  attacks  by  antismoking  forc- 

-as  well  as  fresh  revelations  about 

ir  knowledge  of  the  health  risks  of 

3king  and  the  addictive  properties  of 

)tine— the  tobacco  companies  are  fight- 
back.  Through  massive  public-rela- 

is  campaigns,  federal, 

:e,  and  local  lobbying 

rages,  ultra-aggressive 

ration  strategies,  and 

er  business  acumen, 
$47  billion  industry 

launched  a  bold  coiui- 

insurgency  aimed  at 

ting  back  its  enemies, 

it  least  holding  them 

^finitely  at  bay. 

THE  OFFENSIVE.  In 

rida,  tobacco  lobbyists 
e  converged  en  masse 

try  to  repeal  the 
^'s  controversial  new 
itobacco  law  (page 

In  California,  the  in- 
try  has  poured  more 
ti  $10  million  into  law- 
kers'  campaign  war 
sts  in  an  attempt  to 
uence  their  votes  in 


Tobacco  Co.  has  launched  a  series  of  na- 
tional advocacy  ads  to  drum  up  grass- 
roots support  and  has  sent  its  scientists 
and  other  representatives  on  a  28-city 
tour  to  woo  local  media  and  politicians. 

The  way  the  tobacco  companies  see  it, 
they  have  no  choice.  To  allow  any  breach 
in  the  granite  wall  the  industry  has 
erected  between  itself  and  liability  for 


ADVERTISING  REGULATION  BY  THE  FDA  COULD  UNSADDLE  THE  MARLBORO  MAN 


nerous  antismoking  proposals.  In  the 
rts,  they  have  gone  on  the  offensive 
.inst  critics:  Philip  Morris  recently 
d  Capital  Cities/ABC  Inc.  in  a  $10  bil- 
lion defamation  case  and  challenged 
a  strict  smoking  ban  in  San 
Francisco.  Industry 
powerhouse  R.  J. 
Reynolds 


smokers'  ills  could  invite  the  kind  of 
massive  litigation  that  spelled  the  de- 
mise of  the  asbestos  industry.  But  to- 
bacco's stiff  defense  isn't  limited  to  the 
courts:  Antismoking  laws,  attempts  to 
hike  cigarette  taxes  to  pay  for  health 
care,  and  efforts  to  regulate  cigarettes 
like  a  drug  are  being  countered  with 
equal  tenacity.  "Those  who  get  wealthy 
selling  tobacco  will  fight  to  the  very  end 
to  continue  to  sell  it,"  says  antismoking 
activist  Matthew  L.  Myers. 

And  they'll  pay  whatever  it 
costs  to  do  it.  Legal  fees 
alone  could  account  for 
up  to  $600  million 
annually,  says 
the  Advoca- 


cy Institute,  a  Washington  antismoking 
group.  Philip  Morris  and  R.JR  spent 
more  than  $235  million  on  ads  for  the  1.5 
months  ending  March,  1994,  according 
to  Competitive  Media  Reporting.  Tobac- 
co companies  spent  $5.6  million  in  feder- 
al contributions  during  the  1992  elec- 
tion, according  to  the  Center  for 
Responsive  Politics. 

Although  last  year  to- 
tal profits  fell  46%  as  a 
result  of  rampant  price- 
cutting,  tobacco  makers 
have  the  muscle  to  put 
up  a  strong  fight.  Four 
of  the  six  major  tobacco 
companies  in  the  U.  S.— 
Philip  Morris,  RJR, 
Brown  &  Williamson, 
and  Lorillard— remain 
enormously  profitable. 
They,  along  with  the 
weaker  sisters,  Ameri- 
can Tobacco  Co.  and  Lig- 
gett Group  Inc.,  posted  a 
combined  operating  prof- 
it of  $5.2  billion  in  the 
U.  S  in  1993.  The  biggest 
players,  Philip  Morris 
and  RJR,  earned  an  ad- 
ditional $3  billion  from 
their  rapidly  expanding 


overseas  markets  (table,  page  26).  This 
year,  the  industry's  domestic  profits 
should  rebound  12%,  to  $5.8  billion,  on 
flat  sales,  says  Gary  Black,  a  tobacco 
analyst  at  Sanford  C.  Bernstein  &  Co., 
which  owns  10  million  shares  of  Philip 
Morris  stock. 

The  biggest  gains  will  be  by  Philip 
Morris,  whose  domestic  profits  should 
rise  15%  this  year,  to  $3.2  billion  on  $11 
billion  in  sales,  says  Black  (page  26). 
Reynolds'  domestic  profits  could  jump 
12%.  Lorillard  Inc.'s  income  could  jump 
15%  to  20%,  to  roughly  $460  million  on 
$1.5  billion  in  sales,  while  Brown  &  Wil- 
liamson Tobacco  Corp.'s  is  projected  to 
increase  10%.  "The  tobacco  business  has 
never  been  stronger,"  says  R.  William 
Murray,  PM's  new  chairman. 

The  ciuestion  is:  How  long  can  it  stay 
that  way?  With  smoking  in  the  U.  S.  de- 
clining, lower  prices  depressing  mar- 
gins, and  the  looming  threat  of 
an  excise-tax 
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increase— not  to  mention  the  increased 
cost  of  putting  up  a  spirited  defense- 
many  analysts  believe  the  days  of  20% 
annual  earnings  gains  that  the  industry 
enjoyed  a  decade  ago  are  gone  forever. 

The  gi'owth  will  have  to  come  from 
such  potentially  lucrative  markets  as  Chi- 
na, Eastern  Europe,  and  Latin  America. 
And  while  some  experts  believe  the  in- 
dustry may  eventually  have  the  same 
problems  in  Europe  and  Asia  that  it  does 
now  at  home,  the  developing  world 
seems  to  have  an  insatiable  appetite  for 
American  smokes.  "Their  original  plan 
was  to  hold  the  fort  until  they  could 
flood  the  Third  World,"  says  Victor  L. 
Crawford,  a  former  tobacco-industry  lob- 
byist. "They've  been  successful." 

With  an  army  of  well-connected  lobby- 
ists, powerful  allies  in  Congress,  sophisti- 
cated public-relations  specialists,  as  well 
as  48  million  smokers  in  the  U.  S.,  the  in- 
dustry has  formidable  weapons  at  its 
disposal.  The  tobacco  lobby  has  thus  far 
prevented  an  effort  in  the  House  to  in- 
crease federal  excise  taxes  on  cigarettes 
from  45<t  a  pack  to  75C.  And  lobbyists 
are  working  to  derail  a  bill  that  would 
ban  smoking  in  most  public  buildings. 
TERSE  STATEMENT.  Yet  even  tougher  fights 
loom.  On  June  21,  David  Kessler,  com- 
missioner of  the  Food  &  Drug  Adminis- 
tration, presented  before  a  House  sub- 
committee new  disclosui'es  that  Brown  & 
William.son,  maker  of  Kool,  Raleigh,  and 
Viceroy  cigarettes,  had  secretly  devel- 
oped a  tobacco  plant  during  the  1980s 


that  contained  double  the  amount  of  nic- 
otine found  in  other  strains,  then  gi'ew  it 
in  Brazil.  Kessler  stopped  short  of  calling 
for  a  ban  on  cigarettes  but  indicated 
that  the  new  evidence  may  induce  his 
agency  to  seek  to  regulate  nicotine.  "We 
are  not  focused  on  regulation  of  cigar- 
ettes, we're  focusing  on  nicotine  in  the 
cigarettes,"  Kessler  insists. 

B&w  released  a  tersely  worded  state- 
ment: "Dr.  Kessler  has  totally  blown  this 
issue  out  of  proportion."  But  the  fda's 
gauntlet  was  thrown:  If  cigarettes  are 


sold  like  drugs,  it  implied,  then  manuf; 
turers  could  be  forced  to  advertise  tht 
like  drugs  as  well.  No  more  billboui-i 
no  more  Joe  Camel,  no  more  flashy  il 
plays  or  packaging.  "It's  not  the  anii 
bacco  legislation  that's  the  biggest  pn 
lem,"  says  one  former  tobacco  lobhyi 
"It's  the  ability  to  market  your  produc 
In  the  courts,  a  new  breed  of  lawsi 
threatens  to  undermine  tobacco's  abili 
to  outspend  and  outlive  its  opponen' 
By  launching  class  actions,  plaintiffs  a 
attempting  to  surmount  the  hui'dles  th 


FOR  PHILIP  MORRIS.  ANOTHER  ADVERSARY:  STOCKHOLDERS 


Just  how  bad  are  things  for 
Philip  Morris  Cos.?  To  hear 
Robert  Huberman  tell  it, 
not  bad  at  all.  Huberman 
is  general  manager  of 
Starkman  Distributors, 
which  sells  cigarettes  to  ca- 
sinos, mom-and-pop  stores, 
and  markets  in  Atlantic  City.  There,  Phil- 
ip Morris'  brands  are  hot.  "It  seems 
like  everbody's  trying  to  catch  up 
with  Marlboro,"  Huberman  says. 

Wall  Street  concurs.  Salomon 
Brothers  Inc.  analyst  Diana  Tem- 
ple figures  Philip  Morris'  second- 
quarter  earnings  will  be  up  16% 
from  a  year  ago.  For  the  year,  prof- 
its should  rise  16%  as  well.  At  Phil- 
ip Morris,  she  says,  profitability  is 
"coming  back  more  quickly"  than 
anyone  expected. 

So  why  is  pm's  stock  still  lan- 
guishing in  the  low  50s,  down  from 
a  high  of  61  in  February?  And  why 
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are  its  biggest  institutional  investors  so 
rankled?  Even  now,  some  shareholders 
promise  that  if  the  company  can't  get 
its  stock  up  appreciably  by  yearend,  it  al- 
most certainly  will  face  a  proxy  vote  to 
divide  the  food,  beverage,  and  tobacco  gi- 
ant at  next  April's  annual  meeting.  Coun- 
ters William  Murray,  pm's  new  chairman: 
"We  want  to  improve  stockholder  re- 
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turns.  That's  very,  vei-y  importan 
At  this  time,  we  have  shelved  p 
separate  the  food  business. 

In  large  part,  investors  and  a 
blame  the  company's  lagging  st 
Michael  A.  Miles,  who  unexpecte 
signed  as  chairman  and  CEO  on  J 
They  concede  that  Miles  won  th 
keting  wars:  His  dramatic  move 
Marlboro's  price  on  Apr.  2 
ultimately  lifted  the  brand 
ket  share  to  28%,  fi'om  belo 
and  weakened  low-priced  1 
That's  a  big  reason  why  it 
tobacco  profits  this  year  wi 
15%,  to  $3.2  billion,  after  £ 
trous  1993. 

But  Miles  lost  the  pi 
wars.  He  kept  a  low  profi 
investors,  analysts,  and  the 
even  as  PM  was  attacked  wi 
suits,  legislation,  and  regi 
proposals.  "Management  h 
successfully  argued  its  case 
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'e  traditionally  faced  in  court  when 
ing  on  tobacco  companies  as  individu- 

The  latest  crop  of  litigation,  which  in- 
ies  at  least  seven  class  actions  in  six 
tes,  claims  everj^hing  from  unfair  ad- 
tising  to  second-hand  smoke  injuries, 
d  more  cases  are  in  the  works,  in- 
ling  suits  by  state  regulators  and  pri- 
e  litigants  under  consumer-protection 
's,  say  several  lawyers  involved  in 

litigation. 

let  cigarette  makers  are  confident 
y  will  win.  Despite  these  new  legal 


threats,  they  say 
they  haven't  even 
set  aside  reserves  to 
cover  any  losses— 
and  they  don't  have 
insurance  to  pay  for 
them,  either.  That's 
because  the  tobacco 
companies  intend  to 
pursue  the  same 
hardball  legal  tactics 
they  always  have: 
never  settle  claims, 
coordinate  with  all 
cigarette  makers, 
wear  down  oppo- 
nents, and  spend  as 
much  as  it  takes  to 
win.  In  one  smoker's 
case,  industry  law- 
yers took  107  depo- 
sitions but  only  used 
two  at  trial.  "We  ex- 
pect to  prevail  in  all 
the  class-action  suits  and  underlying 
claims,"  says  Bible.  "You  must  remember, 
we  have  never  lost  a  case."  Indeed,  of  an 
estimated  300  health-related  suits  filed 
against  the  industry  over  the  past  40 
years,  manufacturers  have  never  had  to 
pay  out  a  dime  to  accusers. 

Yet  now.  tobacco  companies  face  the 
more  dangerous  threat  of  criminal  pros- 
ecution. Thousands  of  leaked  B&W  docu- 
ments allegedly  show  a  pattern  of  deceit 
and  misconduct  by  the  industry  over  the 
past  30  years.  Among  the  papers  are 


accounts  of  efforts  to  develop  safer  prod- 
ucts, studies  that  allegedly  linked  smok- 
ing with  cancer  and  other  diseases,  and 
an  admission  of  the  addictive  qualities 
of  nicotine.  Despite  the  critical  nature 
of  the  findings,  however,  the  company  al- 
legedly kept  them  secret— a  decision  that 
prosecutors  might  argue  purposely  and 
unnecessarily  endangered  public  safety. 
Brown  &  Williamson  has  declined  to 
comment  on  the  documents'  content. 
HAZARDS.  This  has  fueled  calls  for  crim- 
inal probes  into  the  tobacco  companies' 
business  practices.  And  it  appears  that 
those  calls  may  soon  be  answered.  On 
June  21,  lawyers  from  the  Justice  Dept.'s 
Criminal  Div.  met  with  Representative 
Martin  T.  Meehan  (D-Mass.)  to  discuss 
launching  an  incjuiry  into  perjury,  racke- 
teering, and  conspiracy  to  defraud  the 
public,  among  other  things. 

Meanwhile,  Justice  is  pursuing  a  civil 
antitrust  investigation  into  whether  to- 
bacco companies  secretly  agreed  to  drop 
efforts  to  cievelop  safer  cigarettes.  And  a 
criminal  investigation  begun  in  1992  by 
the  U.  S.  Attorney  for  the  Eastern  Dis- 
trict of  New  York  is  continuing  to  exam- 
ine allegations  that  manufacturers  con- 
spired to  use  the  Council  for  Tobacco 
Research,  an  industry-backed  group,  to 
deceive  the  public  about  the  health  haz- 
ards of  smoking. 

Some  corporate  insiders,  in  an  unchar- 
acteristic admission,  seem  to  recognize 
the  ominous  nature  of  the  current  at- 
mosphere. "I've  been  worrying  about  to- 


V.  Gregory,  portfolio  manager  at 
sive  Partners  Inc. 
•  Murray  and  Geoffrey  C.  Bible, 
[time  tobacco  men  named  to  re- 
iles  as  chairman  and  CEO,  respec- 
rhe  two  scored  points  with  in- 
by  barnstorming  across  the 
the  week  of  their  appoint- 
)romising  to  fight  PM's  ene- 
nalysts  were  encouraged— by 
•r  an  ad  campaign,  by  saber- 
comments  about  how  much 
tax  the  company  pays,  even 
i's  waving  a  cigarette.  At  least 
)  uses  the  product. 
F  IDEAS.  But  the  public  jaw- 
ivill  only  go  so  far.  Philip  Mor- 
jutives  have  agreed  to  meet 
ijor  shareholders  on  July  13  to 
their  reasons  for  abandoning  a 
sly  discussed  proposal  to  split 
fipany  into  separate  tobacco 
i  companies— the  course  Miles 
ny  investors  had  favored, 
session  could  run  aground  on 
le  insider  called  "Henry  Kis- 
ike  issues"  such  as  who  will 
ate,  the  format,  and  where  it 
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will  be  held.  Still,  the  company's  will- 
ingness to  meet  was  seen  as  a  step  for- 
ward. "We  are  certainly  open  to  enter- 
taining other  ideas  and  strategies,  but 
they  have  to  be  shown  to  us,  communi- 
cated to  us,  and  that  has  not  been  done 


yet,"  says  Anne  Hansen,  deputy  director 
of  the  Council  of  Institutional  Investors. 

Beyond  that,  investors  say  Murray 
and  Bible  must  make  good  soon— say,  by 
August's  board  meeting— on  their  prom- 
ise to  boost  shareholder  value.  Share- 
holders and  analysts  are  looking  for 
an  aggressive  stock  buyback  of  $2 
billion  to  $3  billion  annually  for  four 
to  five  years.  And  a  big  dividend 
boost  "would  send  a  signal  to  liti- 
gants," says  one  PM  watcher. 

Changes  at  the  company's  food  op- 
eration also  seem  likely.  Analysts  and 
former  executives  widely  expect  a 
I    spin-off  or  sale  of  its  $4  billion  food- 
4    service  unit;  though  results  have  im- 
'    proved,  analysts  say  its  operating 
margins  are  still  anemic,  at  about  3%. 
Wal-Mart  Stores  Inc.  could  be  a  buy- 
er, but  neither  company  will  com- 
ment. Kraft  General  Foods  Inc.'s  $1 
billion  food-ingi-edients  business  is  an- 
other candidate  for  spin-off.  Will  that 
be  enough?  To  see  if  it  works,  watch 
the  stock  price. 

By  Jonathan  BerTy  in  New  Ywk  and 
Greg  Bums  in  Chicago 


BIBLE  AND  MURRAY:  PONDERING  A  STOCK  BUYBACK? 
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bacco-related  issues  fi^om  a  litigation  con- 
text for  about  10  years,"  says  a  tobacco 
company  soui'ce,  "and,  quite  frankly,  I've 
not  seen  anything  like  what's  gone  on 
the  last  three  months." 

But  doomsday  scenarios  could  be  pre- 
mature. Legal  battles  in  the  civil  arena 
are  typically  protracted.  This  is  particu- 
larly the  case  with  tobacco  defendants, 
who  have  the  money  and  desire  to  take 
advantage  of  every  legal  avenue  avail- 
able. And  legal  experts  say  that  even  if 
the  companies  lose  a  handful  of  cases, 
their  aggi'essive  tactics  will  keep  plain- 
tiffs from  seeing  their  awards  for  years 
to  come. 

The  new  class  actions  will  be  no  ex- 
ception. Plaintiffs  want  to  avoid  having 
to  prove  the  cause  of  each  class  mem- 
ber's illness— a  hurdle  that  has  historical- 
ly been  tough  to  overcome.  Instead,  they 
plan  to  rely  on  scientific  studies  that 
show  what  percentage  of  disease  is 
linked  to  smoking,  contending  that  it 
would  be  too  difficult,  expensive,  and 
burdensome  to  produce  medical  data  for 
individual  plaintiffs.  But  the  toljacco  com- 
panies are  intent  on  fighting  this  tack, 
arguing  that  they  can't  be  asked  to  pay 
for  specific  health  costs  based  on  gener- 
al statistics.  "They  will  have  to  prove 
what  the  situation  is  for  each  person," 
says  Robert  C.  Weber,  a  partner  with 
Jones,  Day,  Reavis  &  Pogue  and  a  mem- 
ber of  RJR's  outside  legal  team. 

That  will  be  a  costly  endeavor  that 
may  not  prove  worth  it.  A  June  1  study 
commissioned  by  Sanford  C.  Bernstein 
&  Co.  found  that  while  potential  jurors 
believe  cigarette  makers  are  evil,  they 
don't  neces.sarily  want  to  compensate 


smokers,  states  seeking  Medicaid  money, 
or  anyone  exposed  to  second-hand 
smoke.  Sympathy  for  plaintiffs,  says  Peg- 
gy Shelly,  a  mai'ket  researcher  who  mod- 
erated the  groups,  "didn't  translate  into 
money  against  the  industry." 

The  legal  wrangling  won't  just  be  in 
court.  Industry  representatives  traveled 
on  to  San  Antonio  to  mingle  with  state 
attorneys  general  at  their  annual  meeting 
that  began  June  22.  Their  goal:  to  dis- 
suade a  growing  cadre  of  antitobacco 
lawyers  from  following  the  lead  of  Missis- 
sippi, which  on  May  23  filed  a  class  ac- 
tion against  cigarette  manufacturers 
seeking  reimbursement  for  Medicaid  ex- 
penditures for  tobacco-related  illnesses. 
Their  efforts  may  be  too  late.  West  Vir- 
ginia is  likely  to  soon  take  action.  And 
Mississippi  Attorney  General  Mike  Moore 
says,  "I've  had  a  lot  of  inquiries  from 
my  brothers  and  sisters  in  the  attor- 
neys-general business." 
LAVISH  SPENDING.  Legislatively,  though, 
tobacco  lobbyists  are  out  in  force  in 
states  such  as  Maryland,  Massachusetts, 
Minnesota,  and  California,  where  anti- 
smoking  sentiment  is  rife.  In  Maryland, 
lobbyists  successfully  killed  the  majority 
of  antismoking  bills  since  the  beginning 
of  the  year. 

In  California,  where  200  local  anti- 
smoking  ordinances  have  passed  in  the 
past  two  years  and  continue  to  pass,  on 
average,  at  a  rate  of  one  per  week,  an 
industry-backed  referendum  that  would 
preempt  all  those  ordinances  with  more 
lenient  rules  about  where  smokers  can 
light  up  is  expected  to  make  it  on  the 
state  ballot.  Since  1990,  the  tobacco  in- 
dustry has  spent  lavishly  in  California- 


giving  Assembly  Speaker  Willie  Brow 
alone  over  $200,000  in  the  last  electii 
year.  According  to  Stanton  A.  Glantz, 
professor  of  medicine  at  the  Universit 
of  California  at  San  Francisco,  the  ave  j 
age  contribution  to  California  legislatoi ! 
is  $10,400— more  than  twice  what  the  i: 
dustry  gives  to  federal  legislators. 

At  the  same  time,  tobacco  lobbyis 
appear  to  be  having  success  waterir 
down  the  impact  of  Proposition  99,  whi( 
was  passed  in  1988  and  imposed  a  2.")' 
per-pack  tax  on  cigarettes,  the  spoils  > 
which  went  to  fund  medical  and  educ, 
tion  programs  and  an  anti-smoking  ai 
vertising  campaign  by  the  Health  Depj 
"It  looks  like  they're  going  to  gut  tl"; 
program,"  laments  Glantz. 

As  it  pursues  its  agenda  in  legisl; 
tures  and  the  courts,  the  tobacco  imlu 
try  has  embarked  on  a  well-crafted  pki 
to  bolster  its  image.  Reynolds  and  Phili 
Morris  have  turned  to  their  constituei 
cies  to  help  out.  RJR,  for  in.stance,  st 
up  a  toll-fi'ee  number  for  consumers  t 
call  when  they  hear  of  antismoking  initi: 
fives.  "We  can't  learn  of  every  antismol 
ing  plan  the  very  moment  it  comes  up 
wrote  one  Reynolds  executive  in  an  Ap 
22  letter  sent  to  smokers.  "That's  wh 
we  count  on  you."  Philip  Morris  gav 
smokers  and  shareholders  a  blueprir 
earlier  this  year  for  writing  letters  t 
lawmakers  to  oppose  the  tax  increasj 
on  cigarettes. 

Tobacco  executives  r-ecognize  they  sti 
have  a  serious  image  problem.  "We  nee 
to  make  people  understand  that  the  cij 
arette  industry  is  not  made  up  of 
bunch  of  evil  people,"  concedes  Steven  ( 
Parrish,  general  counsel  to  Philip  Morn 
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Get  a  current  pbone  number  on  vour 
old  friend  from  biqh  school,  and  tell 
his  nen  n  ijc  ivhy  you  used  lo  call 
bim  "Stinkj . " 


Price  a  ncu  Taurus.  Or  just 
learn  everything  about  it. 


Find  out  how  in  the  n  orld 
to  apply  for  a  visa. 


And  that  still  leaves  you  the  rest  of  the  week 
to  keep  exploring.  In  tact,  the  more  you  use 
CompuServe,  the  more  uses  you'll  find  for  it. 
It's  the  one  computer  information  service  you 
won't  outgrow. 

But  you  \\  ill  have  a  jrood  time  trying. 

For  a  one-time  membership  fee  and  S8.95 


Unlimited  connect  time  to  access 
CompuServe  basic  services, 
now  only  ^8.95  a  month. 

You  tan  start  w  itii  the  basics  at  a  Hat  motithlv  rale,  with  extondi-d 
services  available  on  a  pay-as-you-iJo  basis. 

For  mort-  information  abf)Ut  CoTiipuServe's  new  liasic  ser\  icos,  just  mail 
this  card,  or  call  I  800  X48-SI99. 


Name 


a  month,  you  can  use  our  most  popular  service5 ! 
as  otten  as  you  like:  news,  sports,  weather, 
shopping,  reference  materials,  our  electronic 
mail  service  of  up  to  60  messages  a  month,  andij 
more.  Plus,  there's  a  whole  universe  of  other,  .j 
extended  options  available  at  nominal  additiona 
charges.  Your  first  month  on  CompuServe  will  i 
be  free,  and  we'll  give  you  a 
$25  usa2;e  credit  to  use  on  the 
extended  services. 

To  buy  a  CompuServe 
Membership  Kit,  see  your 
computer  dealer.  For  more 
information,  or  to  order  direct, 
call  1  800  848-8199  (for  interna- 
tional inquiries,  1  614  529-1349) 


Address . 


City,  State,  Zip 


fi.  CompuServe 

The  information  ser>  ice 
you  won't  outgrow." 


Telephone  (  ) 

Bus  Wk  7/4/94 


\,  the  company's  domestic  tobacco  di- 
ion.  "I  think  it's  going  to  take  a  lot  to 
itore  our  credibility." 
Credible  or  not,  the  tobacco  industry's 
il  power  Hes  in  the  massive  amounts 
cash  its  flagship  product  throws  off 
ivy  year.  Tobacco  executives  say  they 
I't  truly  fear  regulation  by  the  FDA,  in 
ge  part  because  the  government  can't 
3rd  to  give  up  the  billions  of  dollars  it 
lects  annually  in  income  tax  from  c-ig- 
;tte  manufacturers  and  in  tobacco  ex- 


cise taxes  it  collects  from  states.  Philip 
Morris  paid  $12.9  billion  in  excise  and 
income  taxes  in  1993,  and  Reynolds  paid 
$3.9  billion. 

A  host  of  regulators,  legislators,  and 
antismokers  want  to  sharply  regulate 
the  tobacco  industry  or  even  shut  it 
down.  Yet  while  smoking  may  be  increas- 
ingly socially  unacceptable,  it  isn't  go- 
ing away.  The  economic,  legal,  and  legis- 
lative forces  that  keep  the  industry 
strong  are  too  well  entrenched.  And  it's 


unlikely  that  the  quarter  of  the  popula- 
tion that  truly  enjoys  smoking  will  stand 
idly  by  while  antismoking  forces  further 
curtail  their  liberties.  Like  cigarette 
smoking  itself,  the  U.  S.  may  find  that 
the  tobacco  industry  is  a  difficult  habit  to 
kick. 

By  Linda  Himelstein  and  Laura  Zinn 
in  Netv  York,  with  Maria  Mailory  in  At- 
lanta, John  Carey  and  Richard  S.  Dunfiam 
in  Wwihington,  and  Joan  O'C.  Hamilton  in 
San  Francitico 


fijorida  may  kick  the  tar  out  of  tobacco 


John  French  points  out 
the  titles  lining  the  desk 
in  his  Tallahassee  (Fla.) 
office:  Julius  Caesar,  The 
Art  of  War,  The  Prince, 
to  name  a  few.  A  Viking 
helmet  rests  on  his  coat 
tree.  This  is  a  man  of 
ar,  a  lobbyist  who  does  battle  for 
mpanies  with  big  problems.  Philip 
Morris  Cos.  is  one  of  French's  biggest 
ients— and  now,  the  one  with  the 
iggest  problem. 

On  Apr.  8,  in  the  waning  hours  of 
le  spring  legislative  ses- 
on,  Florida  Governor 
awton  Chiles  slipped 
irough  the  toughest  legis- 
tion  ever  aimed  at  the 
)bacco  industry,  a  law 
lat  authorizes  the  state 
>  sue  cigarette  makers 
ir  reimbursement  of 
30ut  $300  million  a  year 

Medicaid  expenses  for 
noking-related  illnesses. 
LOODY  FRAY.  It's  a  prece- 
mt  that  even  French  ad- 
its could  knock  mighty 
ibacco  to  its  knees.  Sev- 
■al  states  are  exploring 
milar  legislation.  Buoyed 
/  his  victory,  moreover, 
gislators  in  the  U.  S. 
ouse  and  Senate  are  considering 
)pycat  federal  bills.  The  upshot?  The 
dustry  that  has  never  paid  a  penny 

damages  is  staring  into  an  abyss  of 
rtually  automatic  multibillion-dollar 
lyouts.  "The  [legislation]  we  have 
)es  to  the  heart  of  really  taking  to- 
icco  down,"  crows  Chiles. 

The  stealth  amendment,  slyly  at- 
ched  to  an  innocuous  Medicaid  bill, 
as  a  shocking  comeuppance  for  the 
bacco  gang.  "It  really  screwed  up 
y  golf  game,"  French  laments.  But 
s  legions  are  back  in  the  trenches 
iw.  French  has  mustered  as  allies  the 
ssociated  Industries  of  Florida  Inc., 
e  state's  6,000-member  business-lob- 


by behemoth,  which  worries  that  the 
law  may  affect  its  nontobacco  mem- 
bers. In  addition,  at  least  a  dozen  fi-esh 
tobacco  lobbyists  have  blanketed  the 
state  to  meet  with  legislators  and  edi- 
torial boards,  hoping  to  win  support 
in  condemning  the  new  law  as  anti- 
business. 

This  promises  to  get  ugly.  The  gov- 
ernor claims  the  industry  has  offered 
to  suffer  a  new  tobacco  tax  in  ex- 
change for  the  Medicaid  law's  repeal. 
Tobacco  lobbyists  deny  that— and  their 
exphcit  strategy  is  considerably  tough- 


CHILES  (RIGHT):  HIS  HEALTH-CARE  BILL  MAY  BECOME  A  TOBACCO  TARGET 


er.  They  hope  to  attach  a  repeal  of 
the  antitobacco  amendment  to  Chiles's 
dearly  sought  health-care-reform  leg- 
islation, which  would  subsidize  health 
benefits  for  the  working  poor— effec- 
tively parrying  two  of  his  pet  proposals 
in  what  promises  to  be  a  bloody  elec- 
tion-year battle  for  the  incumbent. 

If  that  doesn't  do  the  trick,  tobacco 
industry  attorneys  may  challenge  the 
law's  constitutionality.  They  claim  the 
law  is  vulnerable  because  it  strips  the 
industry  of  many  of  its  legal  defenses 
and  incorrectly  assumes  a  statistical 
link  between  smoking  and  illness. 
Moreover,  they  say,  it  would  assess 
damages  based  on  companies'  market 


share  in  the  state,  rather  than  tjdng  in- 
dividuals' medical  costs  to  the  brands 
they  smoked.  AIF,  funded  in  part  by  PM 
and  other  tobacco  makers,  is  making 
that  argument  in  frequent  full-page 
newspaper  ads. 

'FOREST  FIRE.'  But  many  think  it  is  al- 
ready too  late  for  such  strategies.  "My 
intuitive  feeling  is,  we've  got  the  start 
of  a  runaway  forest  fire  here  for  the 
tobacco  industry,"  says  Robert  Mc- 
Knight,  executive  vice-president  of  the 
Florida  Chamber  of  Commerce.  Chiles 
has  instructed  the  state's  lawyers  to 
sue  tobacco  companies 
upon  the  law's  July  1  ef- 
fective date.  Florida  is 
consulting  with  Harvard 
University  law  professor 
Laurence  H.  Tribe  to  fend 
off  legal  strikes  from  the 
tobacco  industry.  And 
Chiles  has  said  he  will  en- 
tertain proposals  to  re- 
strict the  new  law  to  to- 
bacco, in  an  effort  to 
appease  general  industry. 
That  could  weaken  Asso- 
ciated Industries'  support 
for  its  tobacco  brethren. 

More  important,  Flori- 
da's tobacco  team  increas- 
ingly appears  to  be  losing 
control  of  what  has  be- 
come a  national  issue.  Democrats  on 
Capitol  Hill  view  Chiles's  health-care 
proposal  as  a  precursor  to  the  Clinton 
plan;  they  could  pressure  Florida  Dem- 
ocratic legislators  to  oppose  the  cigar- 
ette makers'  repeal  stratagem.  More 
damaging.  Senators  Frank  R.  Lauten- 
berg  (D-N.J.)  and  Tom  Harkin  (D- 
lowa)  on  .June  23  introduced  a  federal 
bill  based  on  the  Florida  law.  Repre- 
sentative Henry  A.  Waxman  (D-Cal- 
if.),  the  industry's  longtime  foe,  plans 
to  follow  suit.  Tobacco  lobbyists  have 
vowed  to  stand  tough.  But  in  the  polit- 
ical swampland  of  Florida,  they  may 
have  little  ground  left  to  stand  on. 
By  Maria  Mailory  in  Tallcdiassee,  Fla. 
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CURRENCY I 


'THE  MARKETS 
SMELL  BLOOD' 

DOLLAR  SHOCKS  ARE  PUHIHG  CLINTOH  IH  A  BIHD 


f 

tip 


President  Clinton  was  just  gettin 
ready  for  a  relaxing  summer  oi^ 
the  home  front.  Economic  gi'owtjSi 
was  slowing  to  a  sustainable  level,  infl;ii' 
tion  was  at  low  ebb,  job  creation  waj 
picking  up,  and  long-term  interest  rateij 
were  settling  down.  White  House  ad' 
visers  were  hoping  financial  market 
would  finally  signal  their  approval  q 
the  President's  economic  stewardship 
Instead,  foreign  exchange  markets  n 
sponded  with  a  stunning  vote  of  no-co: 
fidence  in  the  U.  S.  dollar  and,  by  impljj 
cation,  Clinton's  leadership.  A  flurry  a 
selling  that  began  June  17  put  thj? 
greenback  on  the  brink  of  free  faj 
against  the  Japanese  yen,  the  Germal 
mark,  and  other  major  currencies.  Olj 
June  21,  the  dollar  briefly  dipped  to  99. 
yen— its  lowest  point  since  the  moder 
exchange-rate  system  was  establishei 
at  Bretton  Woods  a  half-century  ago. 

Even  though  the  dollar  edged  bac 
above  100  yen  on  June  22,  partly  b( 
cause  Japan  began  buying  dollars,  trac 
ers  were  predicting  the  greenback  ever 
tually  would  plummet  to  90  yen— and  t 
1.5  German  marks  from  its  current  1. 
level.  The  possibility  of  turmoil  in  th 
stock  and  bond  markets  loomed  as  wel 
"The  markets  right  now  smell  blood 
says  Albert  Soria,  foreign  exchang 
manager  in  New  York  for  Kansallis 
Osake-Pankki,  a  Finnish  Bank.  Even  do' 
lar  bulls  confident  about  the  U.  S.  oul 
look  started  caving.  "I  don't  think  thi 
should  be  happening,"  says  Nicholas  I 
Sargen,  managing  director  of  Newar: 
(N.  J.)-based  Global  Advisers.  "But  I'r 
not  going  to  fight  the  tape." 
BENIGN  NEGLECT.  To  be  sure,  the  dollar 
plunge  was  partly  owing  to  factors  thf 
White  House  couldn't  immediately  cor!' 
trol.  With  the  U.  S.  economy  cooling  froi  J 
its  earlier  heated  pace  and  recoverief 
starting  to  take  off  in  Europe  and  Japat  j 
many  investors  began  shifting  funds  ft'or  j 
the  U.  S.  to  foreign  markets.  The  U.  s| 
current-account  deficit,  which  widene 
to  a  five-year  high  of  $32  billion  in  th 
first  quarter,  also  depressed  the  dollar. 

But  some  market  pros  say  the  fall  i: 
the  U.  S.  currency  reflects  more  tha 
just  economic  fundamentals.  They  blam 
the  Clintonites  for  a  policy  of  benig 
neglect  that  tolerated  a  continual  slide  i 
the  dollar.  Indeed,  the  Administratio 
initially  resisted  calls  for  it  to  fight  for 
stronger  dollar  by  arranging  a  massiv 
dollar  purchase,  as  it  did  on  May  4,  b; 
THE  TOKYO  the  Federal  Reserve  an 
EXCHANGE :  Other  Central  banks.  "Th 
THE  DOLLAR    u.  S.  is  going  to  have  t 

POSTWAR  ^"^^  market^ 

LOW  OF  99.9  to  prevent  a  dollar  crisis,] 
YEN  predicts  Robert  D.  Hor 
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its,  vice-chairman  of  Goldman 
chs  International  Ltd. 
But  Treasury  Secretary  Lloyd 

Bentsen  gave  no  indication  of 
minent  action.  On  June  22,  he  is- 
ed  a  tepid  statement  that  ex- 
gssed  "concern"  about  the  drop- 
ig  dollar  and  promised  that  the 
S.  and  other  major  industrial 
tions— the  Group  of  Seven— were 
ised  for  a  rescue  if  needed.  The 
•ne  day.  Federal  Reserve  Board 
airman  Alan  Greenspan  ducked 
eries  from  Congress  about 
lether  he  would  hike  rates  to 
ap  up  the  dollar. 
Washington's  response  to  the 
liar  mess  failed  to  reassure  trad- 
5,  many  of  whom  feel  that  even 
other  massive  campaign  to  buy 
liars  will  prove  futile.  Says  a 
ider  for  a  big  New  York  bank: 
itervention  would  just  give  me 

opportunity  to  get  out  of  my 
liar  positions." 

rENSE  SCRUTINY.  Why  no  quick 
sponse  from  the  Clinton  Admin- 
ration?  "We  didn't  want  to  draw 
line  in  the  sand  that  wouldn't 
Id,"  says  one  Treasury  Dept.  of- 
ial,  who  fears  that  an  interven- 
in  that  failed  to  reverse  the  dol- 
■'s  slide  might  precipitate  a  free 
1.  Nevertheless,  the  Administra- 
m's  reluctance  to  act  only  rein- 
'ced  views  among  market  ex- 
rts  that  it  actually  favors  a  weak 
liar  in  order  to  reduce  its  trade 
ficit— even  though  Bentsen  in- 
its  that's  not  true.  "It's  very 
rd,  if  not  impossible,  to  reverse 
s  perception  in  the  markets  that 
e  U.  S.  is  not  going  to  support 
currency,"  says  David  C.  Mul- 
•d,  a  top  Treasury  Dept.  official 
der  Reagan  and  Bush. 
The  consequences  of  a  cheaper 
liar  could  reverberate  across  the 
^he.  European  governments,  faced 
th  high  unemployment  and  weak  con- 
mer  demand  at  home,  have  come  to 
pend  on  exports  to  fuel  the  Conti- 
nt's  recovery.  But  higher  Euro  cur- 
ncies  could  price  European  exports 
t  of  foreign  markets  and  slow  nas- 
it  economic  recoveries  on  the  Conti- 
nt.  For  Americans,  who  could  see  ex- 
rts  boom  with  a  cheaper  dollar,  the 
jgest  danger  is  higher  interest  rates 
d  rising  prices  for  imports. 
The  threats  posed  by  the  dollar's  slide 
ve  come  under  intense  scrutiny  at  the 
lite  House.  Indeed,  some  Clinton  ad- 
ers  now  worry  that  a 
1-blown  currency  crisis 
ild  occur  on  the  eve  of 
i  July  8-10  economic 
Timit  in  Naples.  The 
r  is  that  the  summit's 


THE  DOLLAR  IS  TANKING... 


JAN.  31,  79  JUNE  22 

...AND  IT  MAY  NOT  HAVE 
HIT  BOTTOM  YET 

INTEREST  RATES  Due  to  slowing  U.S.  growth,  the  Fed- 
eral Reserve  may  be  loath  to  defend  the  dollar  with 
yet  another  rate  increase.  Meanwhile,  European 
central  banks  are  likely  to  push  rates  up— drawing 
investment  to  the  Old  World. 

CONFUSED  DOLLAR  POLICY  The  Clinton  Administra- 
tion disavowed  using  a  cheap  dollar  to  open 
markets  and  cut  trade  surpluses.  But 
traders  suspect  the  Clintonites 
still  favor  a  cheap  dollar. 

INFLATION  FEARS  Traders  believe 
that  the  Fed  won't  fight  inflation  as 
aggressively  as  the  Bundesbank. 
Worries  about  higher  U.S.  inflation 
are  discouraging  offshore  investors 
from  holding  U.S.  assets. 

DATA:  DRl/MtGRAWHILL 


CHAIRMAN 
GREENSPAN: 
WILL  HE  BE 
rORCED  TO 
RAISE  RATES 
AGAIN? 


modest  agenda— discussing  a  hike  in 
Russian  aid  and  how  to  boost  global  em.- 
ployment— might  displease  traders  ex- 
pecting strong  economic  coordination. 
Frets  a  Clinton  adviser:  "If  the  leaders 
have  nothing  to  say  that  makes  the  fi- 
nancial markets  happy,  the  dollar  could 
fall  more.  Some  of  us  are  trying  to 


point  that  out  to  the  President." 

But  active  support  for  the  dol- 
lar carries  certain  risks.  Interven- 
tion, which  comes  at  a  great  price 
to  other  central  banks  around  the 
globe,  is  beginning  to  wear  thin 
with  some  U.  S.  allies.  William  R 
Sterling,  an  international  econo- 
mist at  Merrill  Lynch  &  Co.,  esti- 
mates that  by  yearend,  foreign 
central  banks  will  have  spent 
more  than  $150  billion  in  over  two 
years  to  prop  up  the  dollar— in  ef- 
fect, returning  two-thirds  of  the 
U.  S.'s  $231  billion  current-account 
deficit  during  that  period. 

By  itself,  moreover,  interven- 
tion will  do  nothing  to  quell  in- 
flation fears  that  are  growing  in 
European  markets.  That  may  lead 
Germany  and  other  countries  to 
pressure  the  U.  S.  to  raise  its 
interest  rates.  Some  experts  be- 
lieve the  only  thing  that  could  bol- 
ster the  dollai-  would  be  yet  an- 
other hike  in  interest  rates  from 
the  Federal  Reserve  Board.  "The 
reason  the  dollar  is  so  weak  is 
because  the  Fed's  policy  is  still 
accommodative,"  says  former  Re- 
serve Board  governor  Wayne  D. 
Angell,  who  has  urged  the  cen- 
tral bank  to  raise  its  rates  more 
aggressively. 

FIXING  A  FLOOR.  Although  Green- 
span is  reluctant  to  tamper  with 
rates  at  a  time  when  the  U.  S. 
economy  is  gi'owing  at  a  moderate 
pace  with  little  inflation,  he  may 
have  no  choice  if  the  dollar  contin- 
ues its  swoon.  One  solution:  raise 
the  discount  rate— the  Fed's  lend- 
ing rate  for  banks— from  3.5% 
to  4%.  It  would  be  a  symbolic 
move  that  would  reassure  for- 
eign markets  but  have  no  impact 
on  the  U.  S.  economy  because 
banks  rarely  boiTow  directly  from 
the  Fed.  But  many  traders  think  that 
only  an  increase  in  the  federal  funds 
rate— the  rate  banks  charge  each  other 
for  overnight  loans— will  cool  the  mar- 
ket's jitters  and  put  a  floor  under  the 
dollar.  The  Fed  has  already  hiked  the 
funds  rate  to  4/4%,  but  some  traders 
would  like  to  see  it  rise  still  another 
point  or  more. 

European  and  U.  S.  officials  believe 
that  if  they  can  ride  out  the  present 
storm,  currency  markets  will  calm  this 
fall.  By  then,  the  world's  major  econo- 
mies should  be  in  harmony,  producing 
modest  growth  with  low  inflation— and 
more  stable  currencies.  Meanwhile, 
though,  it  could  be  a  long,  hot  summer 
for  Bill  Clinton. 

By  Dean  Faust  in  Washington  and  Bill 
Javetski  in  Paris,  with  William  Glasgall 
in  New  York 
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OIL  I 


AT  THE  PUMP 


Why  higher  crude  prices  may  amount  to  much  more  than  a  blip 


Ahh,  summer.  Time  for  some  time 
off.  With  the  dollar  in  the  dol- 
drums, interest  rates  soaring, 
and  financial  markets  tanking,  you  cer- 
tainly could  use  it.  But  after  forking  out 
as  much  as  $1.50  a  gallon  to  fill  'er  up 
on  the  way  to  the  beach,  you  realize 
there's  one  more  item  you  need  to  wor- 
ry about:  higher  oil  prices. 

That's  the  message  the  13  OPEC  oil 
ministers  broadcast  to  world  consumers 
as  the  cartel  wound  up  its  deliberations 
in  Vienna  on  June  19.  In  the  face  of 
surprisingly  high  demand  for  oil,  OPEC 
decided  to  cap  its  production  at  24.5 
million  barrels  a  day  until  late  in  the 
year.  The  market's  pre- 
dictable reply:  Oil  futures 
contracts  on  the  New  York 
Mercantile  Exchange  shot  up 
to  $20.75  a  barrel  on  June 
20,  their  highest  levels  in  15 
months. 

OPEC  alone  is  not  to  blame 
for  what  is  a  30%  runup  in 
cr'ude  prices  since  January. 
Markets  are  worried  about 
the  Yemeni  civil  war  and  the 
possible  ramifications  of  a  nu- 
clear standoff  in  North  Ko- 
rea. And  expectations  that 
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the  U.  N.  Security  Council  might  lift  its 
four-year  embargo  on  Iraqi  oil  exports- 
flooding  the  market  and  dampening 
prices— have  evaporated. 

More  important,  for  the  first  time 
since  the  gulf  war,  world  oil  demand  is 
starting  to  perk  up  (chart),  thanks  to 
rebounding  economies.  Demand  this  year 
will  rise  by  a  healthy  500,000  to  600,000 
barrels  a  day,  to  67.3  million,  predicts 
Cambridge  Energy  Research  Associates 
Inc.,  an  industry  consultant.  Demand 
from  the  former  Soviet  Union  is  still 
slumping.  Rising  energy  needs  in  Asia 
and  the  U.  S.,  though,  mean  that  the 
rest  of  the  world  must  come  up  with 
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1.3  million  barrels  a  day  in  fresh  supplie'i 
this  year. 

Meanwhile,  supplies  are  beini 
squeezed.  Just  about  the  only  spare  i)r() 
duction  capacity  remaining  is  in  OPK'  ' 
hands— and  there  isn't  much  of  it.  If  \\u 
cartel  were  pumping  at  full  throttle,  i 
would  produce  only  27.5  million  ban-els  ; 
day,  or  10%  more  than  current  proiliu' 
tion.  "OPEC  is  operating  at  a  higher  ca 
pacity  [utilization]  than  it  was  durin 
the  oil  shocks  of  the  1970s,"  says  Robi 
West  of  Petroleum  Finance  Co.  a  con 
suiting  firm  in  Washington.  "The  mar 
gins  are  now  very,  very  narrow"  be 
tween  what's  pumped  and  what  th 
world  is  consuming. 
IN  MOTHBALLS.  That's  because,  until  re 
cently,  oil  cost  less  in  real  terms  than  i 
did  in  1970.  The  past  three  years  o 
price  weakness  have  beggared  even  th 
richest  members  of  OPEC,  including  Sau 
di  Araljia.  The  result:  Billions  of  dollar 
of  oil-patch  investments  have  been  moth 
balled,  or  canceled  altogether.  Thank 
to  the  severe  price  slump  following  th 
gulf  war,  for  example,  Riyadh  downsize 
costly  plans  by  state-owned  Saudi  Aram 
CO  to  increase  output  to  12  million  bar 
rels  a  day,  stopping  instead  at  the  cur 
rent  10  million.  Even  with  higher  prices 
Aramco  will  be  hard  pressed  to  produc 
much  more  any  time  soon.  Most  of  th 
major  U.  S.  oil  companies,  moreovei 
aren't  I'amping  up  capital  spending  to 
new  exploration. 

Production  relief  could  come  eventu 
ally  fi'om  Iraq,  whose  3  million  barrel^ 
day  can't  be  kept  off  the  market  forevei 
But  surging  demand  in  such  rapidly  in  v 
dustrializing  Asian  countries  as  Chin;f| 
and  India  ensures  that  there  will  soora 
be  a  ready  market  for  Iraqi  oil— anc^ 
much  more.  Asian  oil  demand,  according! 
to  a  study  by  Honolulu's  East-West  Cen 
ter,  is  set  to  rise  to  20  million  barrels 
day  in  2000,  up  more  than  one-thirc 
fi-om  14.7  million  today.  The  higher  con 
sumption  should  keep  upward  pressure- 
on  prices  through  decade's  end,  at  least 
With  Asia  set  to  supplant  Nortl: 
America  as  the  world's  biggest  oil  mar 
ket  in  the  next  few  years 
some  worry  that  Persiar 
Gulf  producers  could  give 
Eastern  buyers  the  prefer 
ential  treatment  American; 
once  commanded.  "The  U.  S 
could  be  vulnerable  as  oi 
goes  east,"  says  Peter  Wild' 
blood,  chief  executive  of  Lon 
don's  International  Petroleunr  I 
Exchange.  Just  one  mor(|r 
thing  to  worry  about  as  yoi 
gas  up  the  car  this  summer. 

By  John  Rossant  in  Rome 
with  Peter  Burrows  in  Dalloi 


CUTIVESUITEI 


my  JACK  WELCH 
RACKED  HEADS  AT  KIDDER 


andal,  weak  results,  jittery  customers — it  really  was  time  to  clean  house 


aybe  it  was  Joe  Jett's  revenge. 

Ever  since  the  former  Kidder, 
W  M  Peabody  &  Co.  executive  was 
3d  last  April  for  an  allegedly  fraudu- 
it  trading  scheme,  Kidder  has  been 
meshed  in  crippling  rumors  about  its 
ances.  Finally,  on  June  22,  Jack 
;lch.  General  Electric  Co.'s  hard-bitten 
ef  executive,  moved  to  rescue  the 
lubled  GE  unit.  Welch  summarily  re- 
red  Michael  A.  Carpenter,  Kidder's 
battled  chief— just  two  months  after 
idging  to  support  him.  "When  you 
sate  uncertainty,  companies,  institu- 


1991  move  into  the  top  spot  at  then- 
troubled  Salomon  Inc. 

To  further  quell  doubts  about  Kid- 
der, Welch  painted  a  relatively  rosy  pic- 
ture of  the  firm's  finances.  Kidder,  he 
says,  "has  earned  $275  million"  after  tax- 
es since  1986— which  Welch  character- 
ized as  "neither  a  home  run  nor  a  disas- 
ter." And  a  major  worry  about  Kidder  is 
being  taken  care  of,  he  said:  Kidder  re- 
cently has  reduced  its  portfolio  of  mort- 
gage-backed securities  from  $16  billion  to 
$10  billion.  Of  that  amount,  Welch  says, 
only  $4:30  million  worth  is  relatively  illiq- 


that  GE  Capital  will  exercise  more  di- 
rect control  over  Kidder  from  now  on. 
Although  Kidder  nominally  always  was  a 
unit  of  GE  Capital,  Carpenter  reported  to 
Welch,  bypassing  Gary  C.  Wendt,  GE 
Capital's  control-minded  CEO  and  Car- 
penter's political  adversary.  Nayden, 
however,  is  a  protege  of  Wendt  and  will 
report  to  an  executive  committee  that 
includes  Wendt  and  Dammerman.  The 
result:  "Denis  will  work  with  Gary  on 
synergies"  between  GE  Capital  and  Kid- 
der, says  Les  Lieberman,  a  former  Kid- 
der investment  banker. 
"OTHER  SHOE."  Kidder  is  not  out  of  the 
financial  woods  yet.  Because  of  its  trou- 
bles, the  firm  spends  more  than  its  ri- 
vals do  to  finance  its  inventory  of  mort- 
gage-backed securities.  That  business— a 
key  moneymaker  in  the  past— will  be 
tested  as  Dammerman  decides  whether 
to  shrink  Kidder's  highly  leveraged  bal- 
ance sheet.  At  the  very  least,  Dammer- 
man and  Nayden  are  likely  to  broaden 


IS  can  unravel,"  Welch  said  at  a  press 
iference  in  New  York.  "So,  our  job 
lay  was  to  step  forward." 
[n  Carpenter's  place,  Welch  brought 
some  of  GE's  most  adept  financial 
islingers.  He  named  Dennis  D.  Dam- 
rman,  GE's  chief  financial  officer  and 
Velch  confidant,  as  Kidder's  interim 
ef  executive.  Welch  also  installed 
nis  J.  Nayden,  an  executive  vice- 
;sident  at  GE  Capital  Services,  GE's 
?e  financial  arm,  as  Kidder's  presi- 
it  and  chief  operating  officer.  Once 
mmerman  has  stabilized  the  situa- 
1,  Welch  said,  Nayden  will  become 
)— probably  in  three  to  five  months, 
jnnis  and  I  are  neither  as  smart  nor 
rich  as  Warren  Buffett,  but  we  like 
think  we're  doing  the  same  thing," 
i  Welch,  in  an  attempt  to  inspire 
allels  with  the  billionaire  investor's 


uid  mventory.  And  Welch  estimated  the 
firm's  second-quarter  losses  at  just  $25 
million  to  $30  million— a  far  cry  from 
previous  internal  estimates  that  put  the 
shortfall  as  high  as  $100  million. 

The  question  now:  Will  rescuing  Kid- 
der eventually  require  a  full  takeover 
of  the  unit  by  GE?  Some  outsiders  sus- 
pect that  Welch's  move  is  just  the  first 
step  toward  shifting  control  of  Kidder  to 
GE  Capital  Services.  The  unit's  manag- 
ers, including  Nayden,  have  proven 
themselves  experts  at  handling  problem 
assets— from  the  troubled  commercial 
real  estate  and  leveraged  buyout  loans 
of  the  late  1980s  to  leased  airplanes 
more  recently.  Indeed,  GE  Capital  bought 
out  hundreds  of  millions  of  dollars  worth 
of  junk  bonds  Kidder  owned  when  the 
junk  market  cratered  in  1990. 

Whatever  the  plan,  it  seems  certain 


Kidder's  base  to  cut  its  dependence  on 
the  mortgage-backed  business. 

Welch  certainly  did  not  dispel  uncer- 
tainty inside  Kidder.  Employees  got  the 
news  fi'om  Welch  and  Caq^enter  at  12:45 
on  June  22  on  the  firm's  internal  com- 
munications system.  Some  were  sur- 
prised that  Welch  acted  before  the  re- 
lease of  Kidder's  internal  report  on  the 
Jett  trading  scheme,  due  out  in  mid- 
July.  And  the  fate  of  Edward  A.  Cerullo, 
the  head  of  the  firm's  fixed-income  oper- 
ation, is  even  more  uncertain  without 
Carpenter.  "I'm  waiting  for  the  other 
shoe  to  drop,"  says  one  New  York  em- 
ployee. But  at  least  Welch  has  put  to 
rest  the  most  serious  questions  about 
Kidder's  management. 

By  LeaJi  Nathans  Spirv,  with  Eliza- 
beth Lesly,  in  Neiv  York  and  Tim  Smart 
in  Neiv  Haven 
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MUCH  ADO 
ABOUT  PETTINESS 


Cat  and  the  UAW  are  arguing  more  and  more  about  less  and  less 


B 


y  all  rights,  Caterpillai'  Inc.  ought 
to  be  one  happy  company  these 
days.  Two  years  of  a  weak  dollar 
has  all  hut  knoc-ked  Japan's  Komatsu  Ltd. 
off  the  field,  leaving  Cat  a  cleai'  run  at 
the  construction-equipment  market.  De- 
mand is  so  strong  that  Cat  can't  fill  many 
orders  for  months.  As  a  result,  the  Peor- 
ia comjjany's  sales,  pi'ofits,  and  market 
share  (chart)  are  soaiing. 

So  why  did  some  14,500  steamed-up 
United  Auto  Workers  members  stalk  off 
the  job  on  June  21?  Mostly  because  man- 
agement didn't  know  how  to  be  mag- 
nanimous in  victory.  The  company  won 
hands-down  a  ^'A-month  strike  in  1992, 
when  it  threatened  to  permanently 
replace  its  UAW  employees.  But  instead 
of  soothing  the  feelings  of  defeated 
workei's.  Cat  has  disciplined  and  fired 
union  members  for  mostly  petty  actions 
such  as  wearing  T-shirts  that  disparage 
the  company.  This  has  triggered  nine 
local  walkouts  since  November  and  cul- 
minated in  Cat  locals  demanding  that 
UAW  headquarters  in  Detroit  allow  a 
company-wide  shutdown.  "They've  done 


more  to  revive  the  union  than  anything 
else,"  says  Alan  Musser,  a  24-year  Deca- 
tur (111.)  worker. 

Still,  it's  by  no  means  clear  that  the 
union  will  emei'ge  victorious  in  its  latest 
strike.  "I  hope  they  know  what  they're 
doing,"  warns  former  UAW  President 
Douglas  Fraser.  "It's  hoiTibly  risky."  The 
threat  of  replacements  still  looms  large, 
particularly  for  the  70%  of  members 
within  five  years  of  retirement.  What's 
more,  because  the  conflict  isn't  about 
wages,  some  members  seem  unsure  the 
fight  is  worth  risking  their  jobs.  But 
even  if  the  UAW's  lines  bi-eak  again,  the 
company,  too,  could  lose  big.  Cat's  share 
price  fell  4M  points,  to  102%  on  June  21, 
because  investors  fear  its  labor  prob- 
lems will  continue  anyway. 
T-SHIRTS  AND  BUTTONS.  Should  cooler 
heads  have  prevailed?  It's  hard  not  to 
think  so.  After  the  1992  strike  collapsed, 
"many  workers  were  unhappy"  with  the 
union,  concedes  UAW  Local  974  Presi- 
dent Jerry  Brown  in  Peoria.  Union  lead- 
ers tried  to  get  workers  to  gum  up  pro- 
duction by  working  by  the  rule  book. 


But  members  largely  ignored  the  union 
request  to  refuse  overtime  work  ar 
neither  pi-oductivity  nor  quality  suffere 
About  all  workers  did  was  don  T-shir 
and  buttons  with  slogans  such  as  "Pej 
manently  replace  Fites,"  a  reference  ■ 
Cat's  hard-line  CEO,  Donald  V.  Fites. 

But  Fites  took  the  union's  bait.  I 
stead  of  simply  ignoring  the  UAW's  toot^ 
less  gestures,  managers  disciplined  ar 
even  fired  some  dissenting  employee 
And  union  officers  got  similar  treatmei 
for  taking  up  such  grievances.  Overa 
the  National  Labor  Relations  Boai 
(NLRB)  has  filed  89  complaints  again; 
Cat.  But  the  coinpany  denies  that  it  h: 
broken  federal  labor  law. 

Such  harsh  behavior  has  driven  mar 
workers  into  the  union's  arms.  Decati 
welder  Nancy  Waterman,  who  hadr 
been  a  union  activist  in  her  18  years 
Cat,  helped  to  raise  $20,000  from  fello 
workers  to  buy  TV  commercials  givir 
the  union's  side  of  the  story.  Now,  si 
insists,  "we  will  last  one  day  longer  th: 
Cat."  Says  NLRB  Regional  Director  Gler 
Zipp:  "There  is  a  gi-eat  sense  of  indign 
tion  on  the  shop  floor  about  what  wor 
ers  feel  is  unjust  treatment." 

Underlying  the  inflamed  temper 
however,  are  some  substantive  conflict 
Fites  still  insists  that  it's  unreasonab 
for  the  UAW  to  demand  that  Cat  agr( 
to  the  same  contract  the  union  won  fro 
farm-equipment  maker  Deere  &  Co.  B 
cause  Cat  faces  greater  foreign  compel 
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tion,  he  argues,  it  needs  a  different  pact. 
And  though  the  fight  isn't  over  wages, 
Cat  contends  that  its  pay  package  is 
one  of  the  nation's  richest:  Including 
overtime,  its  average  UAW  worker 
earned  $49,000  last  year,  plus  benefits. 

The  union  has  other  concerns.  With 
the  yen  digging  into  archrival  Komatsu's 
competitiveness,  workers  figure  Cat  can 
afford  to  meet  the  UAW's  central  de- 
mand: more  protection  from  layoffs.  In- 
deed, far  from  cutting  back.  Cat  has 
hired  1,000  new  workers  this  year  alone. 

Workers'  continuing  fears  of  job  loss 
are  inflaming  the  current  conflict.  To  as- 
sure members  that  their  jobs  aren't  at 
risk,  the  union  called  the  current  strike 
only  over  the  NLRB  complaints,  not  over 
contract  demands.  Under  federal  law, 
this  protects  workers  from  being  per- 
manently replaced.  But  Cat  is  playing 
on  workers'  fears  of  losing  their  jobs. 
Caterpillar  Vice-President  Wayne  M. 
Zimmerman  announced  that  the  company 
will  hire  new  permanent  workers,  al- 
though he  said  that  they  wouldn't  re- 
place strikers.  Generally,  he  insists.  Cat 
"will  do  what  is  necessary  to  operate 
our  facilities." 

Such  statements  have  an  ominous 
ring  for  many  workers.  In  mid-.June,  Cat 
initially  refused  to  take  back  some  work- 
ers who  had  mounted  a  three-day  walk- 
out at  its  Aurora  facility.  Even  Cat  sym- 
pathizers say  this  probably  violated 
federal  labor  law.  "The  company's  ac- 
tion looked  problematical  to  me,"  says 
former  NXKB  member  .John  Raudagaugh. 
FENCE-SITTERS.  Given  Cat's  tough  stand, 
many  rank-and-filers  are  nervous  about 
a  prolonged  walkout.  Robert  Williams,  a 
54-year-old  Cat  worker  who  is  five 
months  shy  of  retirement,  didn't  cross 
the  picket  line  in  1992  but  isn't  sure 
what  he'll  do  this  time.  "I'm  not  going  to 
lose  my  pension,"  he  says.  Others  seem 
similarly  troubled:  Cat  claims  that  on 
.June  22,  more  than  a  quarter  of  its  Pe- 
oria-area  workei's  stayed  on  the  job. 

If  more  fence-sitters  return  to  work. 
Cat  may  not  suffer  much.  The  company 
can  bring  in  products  from  overseas 
plants:  It  has  excess  capacity  in  Japan, 
where  demand  has  fallen  L5%  since  1992. 
But  with  factory  stocks  tight  and  dealer 
inventories  no  higher  than  normal,  a 
long  strike  would  bite.  "It  doesn't  look 
like  they've  built  a  lot  of  hedge  against  a 
strike,"  says  analyst  Frank  Manfredi  at 
Manfredi  &  Associates. 

A  fight  so  bitter  seems  incomprehen- 
sible at  a  company  doing  so  well.  But 
with  tempers  hot  on  both  sides,  reason 
may  not  prevail  soon. 

By  Kevin  Kelly  in  Aurora,  III.,  ivith 
David  Woodruff  in  Peoria,  and  Aaron 
Bernstein  in  New  York 


STRATEGIES  I 


ARCO  NEEDS 
A  FILL-UP 


As  its  Alaskan  reserves  thin,  it  begins  cutting  heads 


B 


y  major  oil  company 
standards,  Arco  was 
a  latecomer.  Formed 
by  the  1966  merger  of  At- 
lantic Refining  Co.  and 
Richfield  Oil  Corp.,  it  be- 
came the  envy  of  the  in- 
dustry by  aggressively  de- 
veloping the  massive 
Alaskan  fields  discovered 
by  Richfield  nine  years  ear- 
lier. Eventually,  its  huge 
cache  of  cheap  Alaskan  crude  made  it 
the  largest  seller  of  gasoline  in  the  car- 
crazed  Western  states. 

Those  were  the  good  old  days.  Now, 
unable  to  replace  its  Alaskan  reserves  at 
anything  like  the  pace  at  which  they 
are  being  depleted,  the  Los  Angeles- 
based  company  is  redirecting  its  efforts. 
That  puts  the  company's  new  leader— 51- 
year-old  Mike  R.  Bowlin,  the  onetime 


PUMPING  AIR:  DRY  HOLES  COST  ARCO  $490  MILLION  LAST  YEAR 


head  of  Arco's  international  unit  who 
takes  over  for  retiring  CEO  Lod wrick  M. 
Cook  on  July  1— in  the  hot  seat. 

Bowlin  is  taking  charge  just  as  Arco 
is  stepping  up  its  cost-cutting  efforts. 
On  June  20,  the  company  announced 
that  it  would  eliminate  nearly  one-third 
of  its  2,350  Alaskan  workers.  More  pink 
slips  are  likely:  On  June  27,  Arco's 
board  is  expected  to  consider  a  resti-uc- 
turing  plan  aimed  at  cutting  even  more 
heads  from  the  company's  corporate 
staff,  as  well  as  from  its  chemical,  coal. 


and  transportation  unii- 
The  cuts,  which  insider 
say  could  involve  min-< 
than  1,000  jobs,  come  m 
top  of  past  restructurin; 
that  has  slashed  nearl; 
10%  of  Arco's  total  25,1  k", 
person  workforce  in  a  l>i 
more  than  a  year. 

Now,  Arco  badly  need  i 
to  strike  it  rich  in  the  fiiJd 
The  company's  total  liu'-i 
of  proven  reserves  has  dwindled  by  19' 
since  1989,  to  2.5  billion  barrels.  Aik 
Mary  K.  Quinn,  an  analyst  with  S.  (1 
Warburg  &  Co.,  estimates  that  it  ayivn 
$490  jnillion  to  drill  dry  holes  last  year 
some  $159  million  more  than  in  1992. 
NORTHERN  DUDS.  The  major  disappoint 
ments  included  three  duds  in  a  once 
promising  Camden  Bay  region  off  north 
ern  Alaska.  Gi\'en  the  poor  results.  Arc 
scheduled  only  fou 
exploratory  wells  ii 
Alaska  this  year 
down  from  13 
1993.  And  it  slashe( 
its  Alaskan  explora 
tion  budget  by  57% 
to  just  $90  millioi 
this  year. 

Arco  has  had  lit 
tie  success  findinj 
oil  elsewhere,  eithei 
The  company  cur 
rently  is  drilling 
the  North  Sea  an( 
off  the  coasts  of  Ch 
na,  Indonesia,  am 
Tunisia— and  las 
year  it  announced 
major  discovery 
Ecuador.  But  it  pre 
duced  a  mere  79,00 


barrels  of  ciaide  a  day  overseas  last  yea 
vs.  604,700  from  domestic  sources.  T 
.speed  up  its  overseas  drive,  analyst 
say,  Arco  will  likely  have  to  make  som 
major  acquisitions. 

Arco  could  use  a  boost.  Last  year,  it 
net  dropped  to  just  $269  million  (chart! 
including  resti'ucturing  chai'ges,  on  $18. 
billion  in  revenues.  Cost-cutting  and  ris 
ing  oil  prices  will  help.  But  unless  there' 
another  Alaska  out  there  somewhere 
Arco  may  have  more  tough  years  aheac 

By  Ronald  Graver  in  Los  Angele  i 
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Consider  This  A 
Perfcttmance  Bonus. 


Lease  The  Lincoln  Mark  VIII, 
America's  Best-Selling  Luxury  Coupe: 


$449 

PER  MONTH,  24-MONTH  LEASE' 


First  month's  payment  $449 

Down  payment  $2,725 

Refundable  security  deposit  $450 

Cash  due  at  signing  $3,624' 


STANDARD  FEATURES 

•  4.6-liter  32-valve 
Four-Cam  V-8  engine 

•  Sequential  multi-port 
electronic  fuel  injection 

•  Dual  air  bags'* 

•  Four-wheel  disc  anti-lock 
brakes 

•  Anti-theft  alarm 

•  Dual  Autoglide  front  seats 

•  Six-way  power  driver  and  passenger  seats  with  power  recliner  and 
lumbar  support 

•  Electronic  four-speed  automatic  overdrive  transmission 

•  CFC-free  electronic  automatic  climate  control 
For  more  information,  call  1  800  255-5433. 


LINCOLN 

What   A    Luxury    Car    Should  Be 


'Based  on  total  sales  MYTD  through  3/50/94.  "Driver  and  right-front  passenger  Supplemental  Restraint  System.  Always  wear  your  safety  belt.  1994 
Mark  VIll  MSRP  $38,675  excluding  tax  and  title.  Lease  payment  based  on  average  capitalized  cost  of  90.63%  of  MSRP  for  24-month  closed-end  Ford 
Credit  Red  Carpet  Leases  purchased  in  the  U.S.  through  3/31/94.  Some  payments  higher,  some  lower.  See  dealer  for  payment  and  terms.  Payments 
may  be  higher  in  AK,  CT,  KY,  N4A,  MO,  NC,  RI,  TX  &  WV.  For  special  lease  terms,  take  new  retail  delivery  from  dealer  stock  by  6/30/94.  Lessee 
may  have  option  to  buy  vehicle  at  lease  end  at  a  price  negotiated  with  the  dealer  at  signing.  Lessee  is  responsible  for  excess  wear/tear  and  $.11  per 
mile  over  30,000  miles.  Credit  approval/insurability  determined  by  Ford  Credit.  Total  of  monthly  payments  is  $10,776.  "Excludes  tax,  title  and  other 
tees.  Optional  wheels  shown  not  included  in  price. 


MARKETING  I 


GOLD  IN 

THE  GAY  GAMES 


A  $6.5  miUion  budget  and  $100 
million  for  New  York's  economy 


They  came.  They  competed.  They 
looked  fabulous.  Then  they 
shopped  and  parti ed  and  poured, 
officials  say,  more  than  $100  million  into 
New  York  City's  economy  before  leaving 
at  the  conclusion  of  the  Gay  Games  IV 
on  June  25. 

Wliat  started  out  in  1982  as  a  unique- 
ly San  Francisco  event  with  1,700  ath- 
letes and  a  $100,000  budget  has  grown 
into  something  worth  competing  for. 
This  year,  with  funding  of  $6.5  million, 
the  games  drew  11,000  athletes,  their 
significant  others,  and  500,000  or  so  out- 
of-town  spectators. 

And  with  the  cooperation  of  New 
York,  the  Gay  Games  became  less  a  se- 
ries of  sporting  events  than  a  nine-day 
celebration  of  culture,  complete  with  pa- 
rades, plays,  music,  art  shows,  and  food 


tests.  As  merchants  worked  overtime 
to  accommodate  the  revelers,  the  outside 
world  watched.  "There's  a  lot  of  future 
impact  there  in  terms  of  toui'ism,"  says  a 
spokeswoman  for  the  New  York  Con- 
vention &  Visitors  Bureau. 

Others  saw  business  opportunities  in 
the  games  themselves.  Legitimized  by 
mainstream  corporate  sponsors  such  as 
AT&T,  Miller  Brewing  Co.,  and  Hiram 
Walker  &  Sons,  organizers  hope  their 
success  marks  a  sea  change  in  the  way 
companies  view  these  customers.  "Mar- 
keters who  support  events  like  these 


are  rewarded  with  a 
immense  sense  of  loy;- 
ty  from  the  gay  ail 
lesbian  community' 
says  Harold  Levine,  (■ 
rector  of  marketing  f  • 
the  games.  "I  thii: 
we've  laid  to  rest  tl> 
myth  of  backlash." 

As  a  group,  the  es 
mated  13  million  to 
million  adults  in  tl 
IJ.  S.     who  identi 
themselves  as  gay  ■ 
lesbian  have  more  ed 
cation  and  more  dispc. 
able      income  th;. 
straight  consumers,  says  Andrew  4 
Isen,  president  of  WinMark  Concepi 
Inc.  About  60%  of  the  gay  populatio 
has  a  college  degi'ee,  compared  with  18 
of  the  general  population,  Isen  say 
And  gay  consumers  are  five  times 
likely  to  earn  more  than  $100,000  a  yei 
Amsterdam  already  has  snapped  i 
the  Gay  Games  V  in  1998,  beating  o 
competing  bids  from  Sydney  and  Atla 
ta.  It  no  doubt  knows  that  if  it  lays 
the  welcome  mat,  the  gay  and  lesbiji 
community  will  turn  out.  And  spend. 

By  Julie  Tilsner  in  New  Yo 


PROMOTION  I 


STILL 

STARSTRUCK 


Despite  the  obvious  risk,  marketers 
keep  lining  up  celebrity  endorsers 


e  was  seen  by  some  95  million 
people— an  audience  far  larger 
than  those  who  watched  him  rac- 
ing for  the  goal  posts  in  the  Rose  Bowl 
or  sprinting  for  the  car-rental  counter  in 
more  than  a  decade  of  Hertz  ads.  If  any- 
one in  America  didn't  know  0.  J.  Simp- 
son already,  his  trip  down  a  Los  An- 
geles freeway  trailed  by  a  flotilla  of 
police  cars  was  hard  to  miss.  But  for 
Hertz  Corp.,  the  fall  of  one  of  America's 
best-known  hucksters  was  a  paradox  as 
old  as  advertising  itself:  Glamorous  ce- 
lebrity endorsers  can  very  suddenly  be- 
come mired  in  scandal. 

Other  recent  examples  abound.  Girl- 
wonder  tennis  champ  Jennifer  Capriati 
lost  her  deal  with  tennis-racket  maker 
I'rince  Manufacturing  Inc.  when  she  was 
arrested  on  marijuana  charges  earlier 
this  year.  And  PepsiCo  Inc.  couldn't 
moonwalk  away  from  Michael  Jackson 
fast  enough  after  the  entertainer  was 
accused  of  mole.sting  a  young  boy.  Yet 
even  as  Simpson  was  taking  his  bizarre 


tour  of  Los  Angeles,  AT&T  was  signing 
singer  Whitney  Houston  to  an  estimated 
$10  million  TV  deal— despite  reports  of 
high-decibel  marital  spats  with  her  hus- 
band, rapper  Bobby  Brown. 

Wliy?  Advertisers  see  lit- 
tle evidence  that  a  fall  from 
grace— even  for  reasons  as 
heinous  as  Simpson's  arrest 
on  double  murder  charges- 
will  rub  off  on  them.  "Hertz 
has  not  been  affected  at 
all,"  claims  Joseph  M.  Rus- 
so,  vice-president  for  gov- 
ernment and  public  affairs 
at  the  Park  Ridge  (N.J.) 
rent-a-car  giant.  "And  0.  J. 
Simpson  is  as  highly  identi- 
fied with  the  company  as 
he  is  with  football." 
EMERGING  MARKET.  In  fact, 
sjjonsors  seem  more  willing 
than  ever  to  take  risks  on 
celebrities.  Wilson  Sporting 
Goods  Co.  forgot  and  for- 
gave golfer  John  Daly's 
trouble  with  alcohol  abuse, 
reupping  him  in  June  to  a 
10-year  contract,  the  longest 
golf  deal  in  the  company's 
history.  There's  even  an 
emerging  market  for  celeb- 
rities who  will  come  down 
off  their  pedestals  and  tell 
it  like  it  is.  Basketball  bad 


boy  Charles  Barkley— who  is  as  like 
to  bark  at  a  fan  as  hit  a  jump  shot— no 
commands  among  the  highest  fees 
any  athlete  for  his  commercials  for  Nik 


McDonald': 
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SIMPSON  WON'T  RUN 
FOR  HERTZ  ANYMORE, 
AND  CAPRIATI  HAS 
STOPPED  SELLING 
RACKETS  FOR  PRINCE 


and  Gillette.  "The  contr 
versy  and  risk  were  appe;! 
ing  to  us,"  says  Bill  Hall.; 
day,  associate  creati^ 
director  at  Bates  USA  We: 
which  hired  Barkley  to  do 
spot  for  Hyundai  Corp 
Sonata  family  sedan. 

In  the  end,  sponso 
mainly  care  about  wh 
works.  Analysts  credit  IV 
chael  Jackson's  four-ye; 
campaign  for  Pepsi  with 
two-point  market-sha 
boost— close  to  $1  billion 
year  in  sales.  And  the  1 
year  contract  betwe( 
Hertz  and  Simpson  is  wid 
ly  regarded  as  one  of  tl 
most  effective  celebrit 
company  pairings  ever, 
I'd  have  been  Hertz 
years  ago,  even  if  I  ecu 
have  foreseen  what  ha 
pened  to  0.  J.,  I'd  still  ha' 
used  him,"  says  Hallada 
In  the  star  business  the 
days,  its  seems  the  rewari 
outweigh  the  risks. 

By  Larry  Armstrong 
Lus  Angeles 


Somethinp; 


Introducing  a  better  view  from  your  Windows™ 
Add  OS/2* for  Windows  to  your  current  Windows  3.1  setup, 
and  get  more  from  Windows  than  ever  before 

OS/2  for  Windows  lets  you  run 
your  DOS  and  Windows  programs.  In 
fact,  you  can  run  more  than  one  progra 
time— without  fear  of  frustrating  system  crashes 
like  before.  Finish  off  a  Freelance 
Graphics®  presentation  in  one  window 
while  you  send  a  1-2-3®  spreadsheet  by 
Fax  modem  in  another.  Make  entries 
in  Quicken®    M  J^j  ~r% 

SEE  Windows 

document  to  finish  printing.  You 
can  even  launch  into  the  latest 
32-bit  OS/2  programs— right 
Irom  your  Windows  session. 
To  order  or  to  find  out  more. 


aefore. 

everyone 

im  at  a  / 


A  QUICKER  LOOK  AT  OS/2  FOR  WINDOWS: 

Increases  your  productivity:  run  more  than  one 
program  at  a  time  with  greater  speed  and  reliability. 

Brings  your  PC  up  to  speed:  exploit  the  32-bit 
power  and  performance  of  386SX  PCs  and  higher. 

Saves  you  money:  no  need  to  buy  various  utilities  to 
improve  Windows  performance. 

Gives  you  more  programs  to  choose  from:  run 

DOS,  Windows  and  OS/2  programs. 


call  1  800  3-IBM-OS2. 

In  Canada,  call 
1  800  465-7999.  OS/2 
/or  U  indoivs  is  also 
available  at  local  software  dealers.  After  all, 
your  Windows  could  use  a  little  fresh  air. 

Operate  at  a  higher  level.™ 

look  into. 

This  ad  was  created  by  LINTAS  and  got  to  this  publication  on  time 
ing  DOS,  Windows  and  OS/2  programs  running  on  OS/2  IBM  and 
OS/2  are  registered  trademarks  and  "Operate  at  a  higher  level" 
s  a  trademark  of  International  Business  Machines 
Corporation  Windows  is  a  trademark  of 
Microsoft  Corp  All  other  products 
:/^^,,.  are  trademarks  or  registered 

trademarks  of  their 
respective  companies 
©  1993  IBM  Corp 


DEMOGRAPHICS  I 


SHOULD  THE  CENSUS  BE  LESS 
BLACK  AND  WHITE? 


Interracial  couples  and  many  ethnic  groups  say  more  categories  are  needed 


For  months,  first-generation  Irish 
American  Michael  E.  Bergin 
dropped  off  his  blonde,  blue-eyed 
daughter,  Jessica,  at  her  second-gi'ade 
classroom  in  suburban  Atlanta  every 
morning.  Then  his  wife,  Sharyn  Doanes- 
Bergin,  who  is  African  American, 
showed  up  at  a  school  party  last  Chj'ist- 
mas.  Said  a  teacher  to  Jessica:  "I  didn't 
know  you  were  black."  In  people's  minds, 
"Jessica  has  to  be  one  or  the  other- 
black  or  white,"  says  Doanes-Bergin.  "My 
children  want  to  be  able  to  claim  both 
their  parents,  but  the  government  is  al- 
ways forcing  them  to  make  a  choice." 

To  avoid  that  dilemma,  the  Bergins 
want  federal  and  state  agencies  to  adopt 
a  new  racial  category:  "multiracial."  And 
they're  not  the  only  ones  looking  for  of- 
ficial recognition.  Under  growing  pres- 
sure to  create  a  new  palette  for  Ameri- 
ca's rainbow  of  races,  the  Office  of 
Management  &  Budget  will  launch  a 
round  of  hearings,  beginning  July  7,  to 
n 'examine  the  government's  17-year-old 
scheme  for  dividing  the  U.  S.  into  four 
races  (white,  black,  Asian,  and  American 
Indian)  and  two  ethnic  groups  (Hispanic 
and  non-Hispanic). 

The  idea  of  a  demographic  overhaul  is 
meeting  resistance  from  traditional  civil 


rights  groups,  which  fear  that  breaking 
out  new  ethnic  groups  would  cost  them 
political  strength.  And  business  worries 
that  a  proliferation  of  categories  could 
be  a  nightmare  for  companies  that  must 
meet  affirmative-action  guidelines. 

But  advocates  of  the  change  argue 
that  new  categories  are  needed,  both 
to  reflect  America's  changing  demo- 
graphics and  to  help  new  groups  win 
more  official  attention  and 
aid.  Arab  Americans  want 
a  new  racial  listing  for 
people  of  Middle  Eastern 
origin.  Hispanics  want  the 
Census  Bureau  to  break 
their  25.7  million  popula- 
tion into  at  least  six  sub- 
groups. Native  Hawaiians 
argue  over  whether  to 
throw  their  quarter-mil- 
lion numbers  in  with  Pa- 
cific Islanders  or  Native 
Americans. 

Multiracial  Americans, 
whose  numbers  are  fueled 
by  a  surge  in  interracial 
marriages,  may  have  the 
best  chance  of  gaining  a 
spot  in  the  federal  bu- 
reaucracy. Three  states 


NEW  RULES 
COULD  BE  A 
NIGHTMARE 

FOR 
COMPANIES 
MEETING 
AFFIRMATIVE 

ACTION 
GUIDELINES 


now  require  a  multiracial  be 
on  school  forms,  and  Georgij 
will  recognize  the  category 
all  state-mandated  paperwork 
starting  July  1.  As  states  ser 
their  multiracial  data  to  tV 
feds,  "we're  going  to  build  th 
pressure  on  Washington 
act,"  says  Susan  Graham,  wl 
heads  Atlanta-based  Projt 
RACE  (Reclassify  All  Childre 
Equally). 

DILUTED  CLOUT?  That  worrie 
civil  rights  groups.  The  Ceij 
sus  Bureau  estimates  that  75 
of  the  country's  32.7  milli 
African  Americans  have  a 
cestors  of  other  races.  Not  si' 
would  list  themselves  as  mult  i 
racial— but  even  a  10%  switc 
would  reverberate  throu 
legislative-redistricting  plan 
school-desegregation  scheme 
and  fair-housing  and  -lendin  i 
enforcement.  "Any  reductio  ; 
in  the  size  of  the  Africa ; 
American  population  would  1:  \ 
counterproductive,"  says  Billy  J.  Tic 
well,  research  director  for  the  Nation 
Urban  League. 

Business,  too,  is  cool  to  change.  Maj 
keters  might  welcome  new  census  dat] 
that  give  them  more  information 
groups  with  distinctive  buying  habit: 
But  a  proliferation  of  racial  categori 
would  be  a  nightmare  for  compani 
that  must  do  complicated  statistical  an; 
yses  of  their  workforce's  racial  and  et 
nic  makeup  to  meet  affirmative-acti 
guidelines.  A  multiracial  category  wou. 
pose  special  problems:  "If  my  figuri 
show  I  need  multiracial  engineers,  wher 
do  I  go  to  recruit  them?"  asks  Lorenc 
L.  Kessler,  an  attorney  at  the  business 
backed  Equal  Employment  Advisor 
Council  in  Washington. 

The  0MB  hopes  to  d 
cide  whether  to  overha 
its  categories  by  earlj 
1995.  Business  oppositio 
could  still  sink  the  movil 
as  it  did  when  the  0 
tried  a  similar  but  le 
ambitious  overhau 
1988.  Ethnic  infightin; 
too,  could  undermine  th| 
drive.  But  the  grouj 
pressing  for  change  ai 
getting  a  receptive  hea 
ing  in  Washington— an 
that  may  mean  that  Jess 
ca  Bergin  and  her  sist« 
Jennifer  will  no  longe 
have  to  choose  betwee 
their  parents. 

By  Mike  McNamee 
Wash  ington 
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Who  helps 


HuQhes  Aircraft's  business  reach  new  heights? 


Wo 
Holp 
Businoss 
Do  IVIoro 
Business 


Sprint 

Business 

Successful  businesses  across  the 
country  hove  one  thing  in  common. 
Sprint  Business.  We're  committed  to 
helping  our  customers  improve  their 
business  performance  by  designing 
communications  solutions  that  enhance 
productivity,  shorten  response  time, 
and  maximize  the  flow  of  information. 
We  apply  our  advanced  technology  to 
meet  your  needs  -  customizing  solutions 
for  your  business  from  hundreds  of  voice 
and  data  products  and  services. 
Everything  from  flexible  800  service 
to  global  high-speed  data  transmission. 
The  result?  We  can  help  you 
turn  communications  technology  into 
a  powerful  business  tool.  One  that 

Financial  Management  ♦  Sales  And  IVIarketinQ  ♦  Customer  fVlanagement 

can  help  your  business  do  more 
business,  That's  what  Sprint  Business 
is  all  about.  Call  1-800-598-5000. 


All  Irademarks  are  property  of  their  respective  owners  (^1994  Sprint  Communications  Company  L  P 


EDITED  BY  KEITH  H.  HAMMONDS 


ONE-STOP 
SHOPPING  AT  P&G 


If  a  retailer  wants  to  huy 
Ivory  soap,  Jif  peanut  but- 
ter, and  Charmin  toilet  tissue 
from  Procter  &  Gamble,  it 
has  to  place  different  orders, 
pay  on  different  terms,  and 
take  delivery  from  separate 
trucks.  Now,  in  an  attempt  to 
streamline,  P&G  is  overhaul- 
ing its  logistics.  As  of  Oct.  1, 
it  will  simplify  its  pricing 
structure  and  standardize  or- 
dering requirements  across 
nearly  all  of  its  U.  S.  busi- 
nesses. Customers  will  be  able 
to  receive  deliveries  of  all 
sorts  of  brands  on  one  truck, 
with  one  invoice  and  one  set 
of  terms— and  earn  a  2%  dis- 
count if  they  pay  within  19 


CLOSING  BELL 


days.  Look  for  more  such 
moves  by  U. S.  packaged - 
goods  companies.  They're  try- 
ing to  slash  billions  in  costs 
by  moving  toward  paperless 
links  and  continuous  replen- 
ishment of  store  shelves. 


ANOTHER  Blow 
TO  LOTUS 


Shareholders  of  Lotus  De- 
velopment should  be  get- 
ting used  to  nasty  surprises. 
In  1988,  Lotus  delayed  a 
much-anticipated  version  of 
its  1-2-3  spreadsheet.  Two 
years  ago,  a  promised  sales 
upturn  failed  to  materialize. 
And  on  June  20,  Lotus  said 
its  new  spreadsheet  and  of- 
fice "suite"  progi'ams  would  be 
two  months  late,  leaving  sales 
as  much  as  $25  million  below 
analysts'  estimates  for  the 
quarter  ending  July  2.  Even 
worse,  the  company  admitted 
that  it  expects  to  lose  mar- 
ket share  to  Microsoft.  Inves- 
tors were  not  kind:  Lotus 
stock  plunged  28%  on  the 
news,  to  37.  Three  months 
ago,  Lotus  traded  at  85. 


SWISS  MISS 


CALIFORNIA,! 
WORLD,  0 


The  Supreme  Court  handed 
California  a  victory  on 
June  20,  upholding  the  state's 
controversial  tax  scheme  for 
foreign  multinationals.  Justice 
Ruth  Bader  Ginsburg  wrote 
in  a  7-to-2  decision  that  the 
so-called  unitary  tax  imposed 
on  the  California-based  sub- 
sidiary of  Britain's  Barclays 
Bank  did  not  violate  the  Con- 
stitution. The  state  had  taxed 
a  portion  of  Barclays'  world- 
wide income,  instead  of  just 
income  produced  in  Califor- 
nia. Despite  the  0.  K.  from 
the  high  court,  though,  few 
other  states  are  likely  to  en- 
dorse the  unitary  tax,  mostly 
because  of  protests  from  for- 
eign trading  partners.  Even 
California  changed  its  law  last 
year  to  allow  overseas  multi- 
nationals to  choose  between 
a  unitary  tax  and  a  more  tra- 
ditional method  of  taxation. 


HEADLINE R 


HEADED  FOR  THE  DEAD  LEHER  DEPT.? 


Postmaster  General  Marvin 
T.  Runyon  (picture)  could 
soon  get  the  boot.  Postal  Gov- 
ernor Robert  Setrakian  has 
vowed  to  raise  the  issue  at  the 
next  postal  board  meeting  on 
July  10  in  Boston.  In 
late  May,  Setrakian 
gave  other  mem 
bei's  of  the  boai'd 
a  10-page  "sting- 
ing indictment" 
of  Runyon's  ten- 
ure, says  one 
governor.  Setrak- 
ian had  tried  to 
sack  Runyon  at  the 
board's  June  meeting, 
but  no  one  seconded  his 
motion. 

Other  governors  say  they 
also  are  unhappy  with  the 
Postal  Service's  perfonnance— 
they're  just  not  ready  to  move. 
And  Runyon  himself  admits 
the  Post  Office  is  having  prob- 


lems: In  a  video  meeting  witl 
top  managers  in  late  June,  \\ 
acknowledged  that  delive 
problems,  originally  blamed 
harsh  weather  last  wintej 
have  persisted.  "So  far 
1994 ...  we  seem 
have  lost  mome: 
turn,"  he  sai 
Runyon  declinej 
to  comment 
efforts  to  ou, 
him. 

Meanwhi 
the  postal  boai 
j^y'  is  coming  und( 
/  some  criticism  fro; 
Capitol  Hill,  and  pre 
sure  is  growing  to  take  son 
drastic  steps.  Runyon  recent 
fired  three  top  executive 
Several  governors  say  F 
could  be  next  out  the  door 
his  reforms  don't  show  su 
stantial  progi^ess  by  yearenc 
By  Mark  Lewi, 


HALLMARK  GETS  A 
'MAYBE'  OR  TWO 


H 


allmark  Cards  sent  out 
invitations  months  ago. 
Now,  a  handful  of  potential 
buyers  are  responding  to  its 
offer  to  sell  its  Crown  Media 
cable  subsidiary.  Charter 
Communications,  a  St.  Louis- 
based  cable  operator  led  by 
former  Crown  managers,  has 
told  Hallmark  it  is  interested 
in  at  least  part  of  the  opera- 
tion. And  sources  close  to  the 
bargaining  say  others  are 
mulling  bids  for  the  unit, 
which  has  890,000  sul)scribers 
in  15  states.  It  might  be 
tough,  though,  for  Hallmark 
to  recoup  the  nearly  $1  liil- 
lion  it  paid  in  1991. 


LILLY  OFFERS  UP  A 
MIXED  BAG 


Eli  Lilly  will  try  to  cash  in 
on  its  medical-devices  busi- 
nesses. Lilly  announced  on 
June  20  it  will  spin  off  the 


gi'oup  into  a  new  $800  millic 
company  known  as  Guidan 
The  odd  name,  derived  fro; 
"guide,"  is  meant  to  connoi 
industry  leadership.  But  tl( 
five  companies  to  be  sold  ai| 
a  mixed  bag,  says  Piper  Jal 
fray  analyst  Edward  Mutsc 
The  strong  players:  Advance 
Cardiovascular  System 
which  makes  angioplasty  hi 
loons,  and  Devices  for  Vase 
lar  Intervention,  a  maker 
specialized   catheters.  TI 
weak  siblings:  Cardiac  Pac 
makers  and  startup  Hea; 
Rhythm  Technologies. 


ET  CETERA... 


►  Fidelity  admitted  it  pu 
lished  incorrect  price  quoti: 
for  its  funds  on  June  17. 

►  Warren  Buffett  pressure 
usAir  to  reach  a  "time! 
agreement"  with  its  unions. 

►  Comcast  won  Maclej 
Hunter's  U.  S.  cable  busines 
It  will  pay  $1.27  billion. 

►  Rocker  George  Michael 
eight-album  deal  with  Sor 
isn't  antitrade,  a  court  rulec 


The  Quaker  man  in  lederho- 
sen?  A  rumor  that  Swiss  giant 
Nestle  would  bid  for  Quaker 
Oats  sent  shares  of  the  food- 
maker  up  18%,  to  81 .875,  by 
June  20.  Nestle  killed  off  the 
frenzy  the  next  day,  denying 
any  interest.  No  surprise. 
Analysts  agree  Nestle  could 
expand  Quaker's  Gatorade 
sales  overseas.  But  cereals 
would  be  problematic:  Nestle 
already  has  a  European  ce- 
real venture  with  General 
Mills^.  And  although  a  merger 
of  the  companies'  pet-food 
units  makes  sense  on  paper, 
neither  business  is  stellar.  StilJ, 
Sandoz'  deal  to  buy  Gerber 
Prdic^ucts  had  investors  primed 
for  another  Swiss  invasion. 

DATA:  eRIOGE  INHIIIMATION  SYSTEMS  INC. 
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RADE  WITH  JAPAN:  WHY 

HE  DOVES  ARE  FLYING  HIGH  AGAIN 


ro  date,  the  closest  thing  to  ideological  conviction  in 
President  Clinton's  desultory  foreign  policy  has  been  a 
zealous  resolve  to  get  tough  with  Japan  on  trade.  The 
ntonites  set  out  to  shift  the  focus  fi'om  Asian  security  con- 
•ns  to  one  overriding  goal:  cracking  Japan's  closed  markets, 
.t  the  nuclear  standoff  with  North  Korea,  a  plummeting 
ilar,  and  ura-elenting  upheaval  within  Japan's  ruling  coalition 
ve  changed  the  game  plan.  Call  it  the  Revenge  of  the  Pin- 
niped Set.  State  Dept.  diplomats  have  taken 
ck  control  of  Japan  pohcy,  sending  Clinton's 
ide  hawks  into  retreat  and  putting  an  all-too- 
niliar  cast  on  U.  S. -Japanese  relations. 
WTiere  aggressive  market-opening  warriors 
2h  as  U.  S.  Trade  Representative  Mickey 
intor  once  ruled,  U.  S.  Ambassador  to  Ja- 
n  Walter  F.  Mondale  is  ascendant.  The  for- 
ir  Vice-President  favors  balancing  economics 
th  strategic  interests  and,  in  trade  negotia- 
ns,  he  has  urged  that  tough  rhetoric  be  re- 
iced  with  conciliation. 

This  tactical  retreat  may  pay  off.  The  Ad- 
nistration's  strident  strategy  produced  only 
ilemate,  making  Clinton  realize  that  if  he  is 
win  anything  from  the  Japanese,  he  should 
;m-n  to  a  more  traditional  approach.  And  he 
eds  to  move  fast.  The  dollar  keeps  sliding 
linst  the  yen  because  of  a  chronic  U.  S.  trade 
ficit  with  Japan  and  market  skepticism  that  the  trade  talks 
11  produce  results  (page  30). 

Mondale  started  converting  Clintonites  this  winter,  but  his 
:cess  surfaced  only  in  the  past  few  weeks.  Kantor  was 
mned  at  a  recent  Cabinet  meeting  when  National  Security 
Iviser  Anthony  Lake— long  a  supporter  of  the  hardball  ap- 
aach  on  trade— piped  up  that  U.  S.  commercial  concerns 
luld  have  to  yield  for  a  while  to  the  goal  of  securing  Japa- 
3e  cooperation  in  defusing  the  North  Korean  crisis.  And 
S.  negotiators  in  Tokyo  have  received  blunt  instructions 


AMBASSADOR  MONDALE: 
TONING  DOWN  THE  RHETORIC 


from  National  Economic  Council  Director  Robert  E.  Rubin:  No 
more  threats  of  retaliation  if  the  talks  run  into  trouble  again. 
"Mickey  is  finally  starting  to  get  the  message  that  he  can't 
keep  up  this  yowling  on  trade  and  not  expect  an  impact  on 
interest  rates  and  exchange  rates,"  says  a  top  Clinton  adviser. 

Negotiations  based  on  the  old  hawkish  approach  were  cut 
off  on  Feb.  11,  only  to  be  revived  on  May  23  after  markets, 
fearing  a  trade  war,  sent  the  dollar  plunging.  That  panicked 
both  U.  S.  and  Japanese  officials.  In  retrospect, 
one  senior  Administration  official  concedes  the 
Administration  overplayed  its  hand:  "We  were 
too  shrill.  You  don't  reform  an  s.o.b.  by  re- 
peatedly calling  him  one." 
MARKET  BY  MARKET.  For  now,  U.  S.  trade  hawks 
have  given  up  on  slashing  Japan's  $121  billion 
global  trade  surplus.  Instead,  they're  focusing 
on  deals  to  open  markets  sector  by  sector. 
Clinton  hopes  to  wrap  up  pacts  on  medical 
technology,  insurance,  and  telecommunications 
by  early  July.  With  little  hope  of  progress  on 
long-stalled  talks  covering  autos  and  auto  parts, 
which  account  for  half  of  Tokyo's  $60  billion 
trade  surplus  with  the  U.  S.,  new  negotiations 
have  been  opened  on  financial  services  and 
protection  of  intellectual-property  rights— where 
progi-ess  is  more  likely.  Battling  it  out,  market 
by  market,  at  a  pace  the  Japanese  can  live 
with  seems  to  be  the  most  fruitful  course  for  the  U.  S. 

Besides,  this  more  measured  approach  is  essential  if  Clinton 
hopes  to  take  the  high  road  on  expanded  trade  when  he  at- 
tends the  summit  of  Asian  Pacific  Economic  Cooperation  na- 
tions in  Indonesia  this  fall.  The  Pi-esident  wants  to  lay  out  his 
vision  for  the  global  economy:  a  world  headed  toward  free 
commerce,  not  trade  fights  between  its  two  largest  economies. 
That's  why  Clinton's  trade  warriors  are  starting  to  speak 
softly  and  carry  lots  of  little  sticks. 

By  Douglas  Harbrecht 


VPITALWRAPUPI 


RADE 


President  Clinton  expects  Congress 
to  approve  the  General  Agreement 
1  Tariffs  &  Trade,  but  he's  taking  no 
lances.  The  White  House  has  de- 
loyed  35  staffers  from  the  Treasury, 
ommerce  Dept.,  and  U.  S.  Ti-ade  Rep- 
isentative's  office  to  twist  the  arms  of 
avering  lawmakers.  Cabinet  officers 
ill  write  op-ed  pieces  and  promote 
le  pact  at  special  events.  And  pro- 
\TT  companies  will  be  recruited,  but 
)t  for  a  leading  role.  The  Clintonites 
ar  a  repeat  of  the  disorganized  cam- 
lign  for  NAFTA  that  business  spear- 
iaded  last  year.  This  time,  the  White 
ouse  is  forming  a  more  diverse  and 


politically  savvy  coalition,  including  the 
conservative  Heritage  Foundation,  GOP 
Presidential  aspirant  Jack  Kemp,  and 
the  liberal  Consumers  Union. 

CONGRESS  

Call  him  the  Senate's  quote  machine. 
Minority  Leader  Bob  Dole  (R-Kan.) 
has  been  cited  by  newspapers  26,794 
times  since  January,  1993,  according 
to  a  study  by  the  University  of  Califor- 
nia's Richard  McKenzie.  Dole's  rating 
was  twice  that  of  the  next  two  quote- 
meisters  combined:  Majority  Leader 
George  J.  Mitchell  (D-Maine)  and  Ed- 
ward M.  Kennedy  (D-Mass.).  Harlan 
Mathews  (D-Tenn.),  with  128  mentions, 
wins  the  Silent  Senator  Award. 


REGULATION 


The  Federal  Communications  Com- 
mission is  caught  in  a  behind-the- 
scenes  battle  over  how  to  make  the 
Info  Highway  more  diverse.  Women 
and  African-Americans  are  fighting 
each  other  for  best  breaks  when  the 
FCC  auctions  off  new  wireless  communi- 
cations hcenses  this  fall.  Each  group 
claims  it  deserves  more  preference  be- 
cause of  past  bias.  Congress  mandated 
preferences  for  both  groups,  and  the 
FCC  is  likely  to  make  peace  by  treating 
them  the  same  when  it  unveils  its 
rules  on  June  29.  They  could  both  get 
20%  to  30%  discounts,  low-cost  loans, 
and  small  downpayment  requirements. 


INGTON  OUTLOOK 
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RUSSIA  I 


RUSSIA'S  STATE  SELI-OFF: 
IT'S  SINK-OR-SWIM  TIME' 


Companies  will  have  to  jazz  up  performance  and  shake  up  management  to  lure  foreign  investors 


Ludmilla  Shikulina,  28,  has  worked 
at  Moscow's  Red  October  Choco- 
late Factory  for  hah'  her  hfe.  As  a 
company  veteran,  she  received  38  shares 
worth  1,000  rubles  each  when  the  125- 
year-old  candy  factory  was  privatized 
in  a  voucher  auction  in  1992.  The  offer- 
ing was  part  of  a  national  voucher  pro- 
gi'am  that  transferred  70%  of  Russia's 
state-run  businesses  into  private  hands. 
After  two  stock  splits,  Shikulina's  stake 
has  grown  to  700  shares.  But  she  isn't 
selling.  "Their  value  will  go  up  and  up," 
she  says,  plucking  imperfectly  shaped 
chocolate  pieces  from  the  assembly  line. 

It  won't  take  long  to  find  out  if  she  is 
right.  On  July  1,  Russia's  privatization 
progi'am  moves  into  a  new  and  critical 
stage.  That's  when  the  government  will 
begin  to  sell  controlling  stakes  in  two- 
thirds  of  the  remaining  state-owned  com- 
panies through  tenders  aimed  at  profes- 
sional investors.  Many  of  the  newly 
privatized  companies  themselves  will 
raise  money  from  foreign  buyers 
through  share  offerings  or  private  place- 
ments. Even  Shikulina's  company  is 
jumping  on  the  equity  bandwagon:  Red 
October  will  float  7.72  million  new  shares 
for  $5  per  share. 

BLAMING  YELTSIN.  The  rush  of  equity 
issues,  coupled  with  a  tough  new  bank- 
ruptcy law  and  cuts  in  state  subsidies, 
is  likely  to  spark  a  dramatic  restruc- 
turing of  Russia's  economy.  It  marks 
the  beginning  of  a  new  capitalist  disci- 
pline that  is  certain  to  stir  up  Russia's 
old  ways  more  than  ever.  As  compa- 
nies try  to  jazz  up  their  performance  to 
attract  investors,  layoffs  and  manage- 
ment shake-ups  will  be  inevitable.  Says 
Drew  Guff,  manager  of  PaineWebber 
Inc.'s  $105  million  Russia  Partners  Fimd: 
"It's  sink-or-swim  time." 

In  more  ways  than  one.  The  expected 
surge  in  layoffs  from  privatization  and 
increased  bankruptcies  as  subsidies  are 
slashed  will  put  pressure  on  the  limping 
economy,  which  has  seen  industrial  pro- 
duction fall  26%  so  far  this  year.  That 
can  only  add  to  the  growing  problems 
of  President  Boris  Yeltsin,  who  is 
blamed  for  high  prices  and  rampant 
crime.  Already,  Yeltsin's  opponents  are 
prepared  to  take  advantage  of  public 


MOSCOW  BOURSE:  WITH  MARKETS  LARGELY  UNREGULATED,  INVESTMENT  IS  STILL  RISKY 


PRIVATIZATION,  RUSSIAN-STYLE 


FIRST  PHASE 


Ends  on  June  30,  after  1 8  months  of 
trading  vouchers  for  shares  in  state- 
owned  companies.  The  results: 


SECOND  PHASE 


Starting  July  1,  blocks  of  shares  in 
privatized  and  remaining  state  companiei 
will  be  sold  for  cash.  The  goals: 


►  Assets  of  1 2,000  state  companies 
transferred  to  40  million  Russian  citizens 

►  650  mutual  funds  formed  to  acquire 
shares 

►  Door  opened  for  foreign  investors  to 
buy  controlling  stakes  in  food,  tobacco, 
and  metals  industries 

►  Shareholders  start  voting  out  some 
ineffective  managers 

DATA:  BUSINESS  WEEK 


►  Encourage  foreign  investors  to  buy 
shares  directly  in  privatized  or  bankrupt 
enterprises 

►  Spark  development  of  new-issues 
market 

►  Provide  badly  needed  investment 
capital 

►  Eliminate  state  subsidies  to  privatized 
firms 


discontent  if  there  are  massive  layoffs. 

But  if  Russia's  nascent  capital  mar- 
kets can  inspire  the  trust  of  foreign  in- 
vestors, they  could  be  the  engine  the 
country  needs  to  get  its  economy  mov- 
ing. And  they  could  help  lure  back  the 
millions  of  dollars  Russians  have  stashed 
in  Swiss  banks.  "Equity  markets  in  Rus- 
sia will  gi'ow  very  rapidly,"  says  Charles 
Blitzer,  an  economist  in  the  World 
Bank's  Moscow  office. 


While  the  first  round  of  privatizatic  to 
started  18  months  ago,  was  primarily 
cashless  transfer  of  ownership  from  t  tiif 
government  to  the  Russian  people,  tl 
time  is  different.  Before,  some  150  milli 
Russians  each  received  a  free  vouch  li 
that  could  be  invested  in  an  individual  ( 
terprise  or  an  investment  fund.  Foreig 
ers  could  buy  only  the  few  shares  -  i\ 
fered  in  voucher-privatization  auctio  Jtioi 
through  Russian  intermediaries.  Now,  f 
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gners  will  be  allowed  to  buy  Russian 
luities  directly— in  fact,  they  will  be  en- 
luraged  to  jump  into  the  fray.  "The 
;ate  Property  Committee  wants  to  ag- 
•essively  use  these  sales  to  attract  for- 
gn  investors,"  says  James  Dannis,  a 
irtner  at  Cleary,  Gottlieb,  Steen  & 
amilton's  London  office. 
W  STOCKS.  There's  plenty  for  Western- 
s  tx)  choose  from  among  the  12,000  pri- 
itized  companies.  Foreign  portfolio  in- 
!Stors  already  are  active  in  the  Russian 
condary  market,  buying  shares  from 
mcher  investment  funds  or  workers, 
le  Moscow  office  of  CS  First  Boston 
is  bought  2%  to  5%  stakes  in  five  oil 
mpanies.  "I  estimate  that  foreigners 
e  buying  Russian  stocks  at  the  rate  of 
00  million  to  $300  million  per  month," 
ys  Oleg  Tsarkov,  head  of  stock  trading 
Grant  Financial  Group,  one  of  Rus- 
I's  most  active  investment  fimds.  Like 


Alfa  Capital  and  First  Voucher  Fund, 
Ru.ssia's  two  biggest  voucher  funds, 
Grant  bought  controlling  stakes  in  Rus- 
sian companies  that  it  hopes  to  resell  to 
foreign  investors. 

The  risks,  of  course,  are  high.  Up  to 
now,  Russia's  securities  markets  have 
been  largely  unregulated.  Thousands  of 
Russians  placed  their  vouchers  in  un- 
licensed investment  funds  that  collapsed 
when  directors  skipped  town  with  the 
proceeds.  Other  funds  promised  sky-high 
dividends  that  never  materialized.  So 
Yeltsin  is  cracking  down  on  un.sci"upulous 
brokers.  Issuers  of  stock  and  bonds  will 
now  have  to  register  with  the  govern- 
ment and  provide  quarterly  balance 
sheets.  But  it  will  take  several  years 
before  markets  are  well  regulated. 

What's  more,  the  market  is  so  new 
that  it's  highly  regional  and  illiquid.  Few 
of  the  newly  privatized  companies  will 


trade  on  Russia's  stock  exchanges,  which 
list  mostly  newly  formed  companies. 
There  are  also  physical  impediments  to 
heavy-volume  trading,  since  there  aren't 
any  large  clearinghouses.  For  now,  for- 
eign investors  will  have  to  buy  through 
brokers  and  We.stern  investment  funds. 
But  there  are  already  some  hot  stocks: 
Rostelekom,  Russia's  phone  company, 
and  Unified  Energy  System,  the  world's 
largest  power-generation  company. 

If  the  first  six  months  of  1994  are 
any  indication,  Russia  could  soon  be- 
come a  popular  emerging  market.  Bank- 
ers say  more  than  $600  million  in  portfo- 
lio investment  has  moved  into  Russia 
so  far  this  year,  and  government  officials 
predict  that  the  figure  will  top  $4  billion 
by  the  end  of  the  year.  If  any  of  these 
investors  put  their  money  in  Red  Octo- 
ber, Shikulina  will  be  sitting  pretty. 

Bt/  Patricia  Kranz  in  Moscow 


THINGS  ARE  U)OKING  UP— SO  RUSSIA  lOOKS  FOR  HANDOUTS 


iter  ultranationalists  and 
Communists  scored  stunning 
victories  in  Russia's  parlia- 
nentary  elections  last  December, 
Vestern  governments  feared  the 
vorst— the  death  of  economic  re- 
orm,  hyperinflation,  political  chaos. 

So  much  for  the  apocalyptic  fore- 
;asts.  Six  months  later,  Russia  is 
urprising  everyone.  Its  economy  is 
naking  steady  progress  toward 
ree-market  reforms  under  a  func- 
ioning  government.  Through  a  com- 
)ination  of  high  interest  rates  and 
ight  budgets.  Prime  Minister  Vik- 
or  Chernomyrdin  has  cooled  the 
nonthly  inflation  rate  from  22%  to 
1%.  Pi'ivatization  of  state  enterpris- 
•s  continues  apace. 

Now,  Russian  authorities  are 
ounting  on  reaping  Western  finan- 
ial  rewards  for  their  efforts  so  that 
he  economy  stays  its  course.  One 
lig  payoff  will  be  in  the  form  of 
Dreign  investment,  which  is  poised 
0  grow  fi'om  a  trickle  to  a  flood, 
lugene  K.  Lawson,  president  of  the 
J.  S.-Russia  Business  Council,  pre- 
icts  that  "$69  billion  in  U.  S.  in- 
estment  in  oil  and  gas  alone  could 
tart  to  flow"  over  the  next  eight 
ears.  A  long-pending  $10  billion  proj- 
ct  led  by  usx's  Marathon  Oil  and 
IcDermott  International  Inc.  to  tap 
il  and  gas  reserves  off  Sakhalin  Is- 
md  could  be  cinched  during  Cher- 
omyrdin's  late  June  visit  to  the  U.  S. 

Russia's  high  marks  are  gi-atifying  to 
/ashington.  After  a  series  of  foreign 
olicy  blunders,  the  Clinton  Adminis- 
•ation  is  eager  to  boast  that  its  policy 


of  unswerving  support  for  Yeltsin— 
which  drew  sharp  criticism  last  win- 
ter—has succeeded.  "The  President  de- 
serves credit  for  having  faith  in 
Russian  reform,"  says  an  Administra- 
tion official. 

To  show  their  support,  top  Clinton- 
ites  are  looking  for  ways  to  increase 
global  financial  assistance  to  Russia. 
At  U.  S.  urging,  leaders  at  the  Group 


of  Seven  economic  summit  in  Na- 
ples on  July  8-10  will  endorse  an 
expansion  of  aid. 

But  that  doesn't  mean  the  allies 
will  just  dole  out  more  cash.  One 
reason  is  that  much  of  the  $43  billion 
offered  last  year  has  yet  to  be  re- 
leased. The  International  Monetary 
Fund  estimates  that  Russia  has  re- 
ceived just  $23  billion  so  far.  Fears 
that  Russian  reform  may  yet  back- 
slide, coupled  with  their  own  slug- 
gish economies,  have  made  Western 
and  Japanese  leaders  unwilling  to 
fork  over  new  money.  Clinton  has 
asked  for  $900  million  for  Russia  in 
his  fiscal  1995  budget,  a  far  cry  from 
the  $4  billion  he  ponied  up  last  year. 
And  lawinakers  on  Capitol  Hill  want 
to  trim  even  that. 

DAUNTING  TASK.  One  way  the  Clin- 

tonites  plan  to  make  dollars  stretch 
is  to  lean  on  the  multilaterals.  They 
are  urging  the  IMF  to  speed  negoti- 
ations on  $4  billion  in  new  loans 
and  a  $6  billion  fund  to  help  stabi- 
lize the  ruble. 

The  Russians  still  face  the  daunt- 
ing task  of  dismantling  massive 
state  enterprises,  which  will  trig- 
ger large-scale  unemployment. 
Yeltsin's  failure  to  rein  in  corruption 
also  could  erode  support  for  market 
reforms.  Clintonites  concede  that  Rus- 
sia has  a  long  way  to  go.  But  given 
how  bleak  prospects  for  reform  looked 
six  months  ago,  they  say,  it's  better  to 
reward  Russia's  latest  strides  than  to 
fret  about  troubles  to  come. 

By  Amy  Botrus  in  Washingtmi,  with 
Patricia  Kranz  in  Moscow 
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DAIMLER'S  NEW  DRIVER 

WON'T  BE  MAKING  SHARP  TURNS 


Likely  new  CEO  Schrempp  will  pursue  his  predecessor's  high-tech  strategy 


The  personalities  of  the  two  men 
are  remarkably  different.  Edzard 
Renter,  the  66-year-old  chief  exec- 
utive of  Daimler  Benz,  is  a  knowledge- 
able collector  of  post-Modern  art  and  a 
lifelong  member  of  the  Social  Democrat- 
ic Party.  His  49-year-old  heir  apparent, 
Jiirgen  E.  Schrempp,  is  a  bon  vivant 
with  a  taste  for  big  cigars  and  fine 
wines  who  joined  the  company  as  an 
apprentice  auto  mechanic  more 
than  30  years  ago.  But  it 
may  soon  be  up  to 
Schrempp  to  deliver  on 
Reuter's  dream  of  turning 
Daimler  into  an  integTate( 
high-technology  concern,  ; 
sort  of  Teutonic  General 
Electric  Co. 

Barring  an  unlikely  revolt 
by  Daimler's  board  of  super- 
visors, Schrempp  will  be 
named  on  June  26  to  suc- 
ceed Reuter  as  CEO  of 
Germany's  biggest  manu- 
facturing company.  He'll 
work  closely  with  Reuter 
for  11  months  and  then 
move  into  the  top  job  at 
the  $61  billion  auto  and 
aerospace  giant  next  May, 
when  Reuter  plans  to  re- 
tire. Schrempp  has  been 
the  leading  CEO  candidate 
ever  since  Reuter  appoint- 
ed him  CEO  of  Deutsche 
Aerospace  (dasa)  in  1989. 
His  mission  there  was  to 
weld  a  grab  bag  of  out- 
fits making  engines,  rock- 
ets, planes,  and  helicop- 
ters into  a  coherent 
company. 

LONG-TERM  FOCUS.  That 
job  was  a  small-scale  ver- 
sion of  what  Reuter  has  been  ti\ying  to 
do  with  all  of  Daimler— pool  the  technical 
knowhow  of  its  autos  to  avionics  units  to 
create  a  high-tech  powerhouse.  Although 
he  says  the  strategy  is  working,  there's 
little  evidence  it  will  pay  off  any  time 
soon.  But  Schrempp's  nomination  will 
be  a  clear  signal  that  Daimler's  biggest 
shareholder,  Deutsche  Bank,  which  has  a 
25%  stake,  is  ready  to  stick  with 
Reuter's  strategy  for  now.  The  bank 
could  change  tack  by  backing  Helmut 


Werner,  57,  CEO  of  Mercedes-Benz.  But 
it  would  run  into  hefty  opposition  from 
the  powerful  10  Metall  labor  union, 
which  has  seats  on  Ijoth  Daimler's  and 
Mercedes'  supervisory  boards.  The 
union,  which  considers  Werner  anti- 
labor,  nearly  vetoed  him  for  the  Mer- 
cedes job  in  1992. 

Werner  would  be  a  far  more  popular 
choice  in  financial  markets.  "Daimler 
needs  a  revolutionary,"  says 
Alan  Coats,  an  analyst  at 
Pariljas  Capital  Markets  in 
London.  "And  Werner  is 
much  more  of  a  revolution- 
ary." Right  now,  he  has 
his  hands  full  remaking 
Mer'cedes.  He's  exi^anding 
production  capacity  from 


►  Complete  Daimler's  makeover  into 
an  integrated  high-tech  company 

►  Prune  more  management  and  move 
more  production  abroad  to  cut  costs 

►  Restore  Mercedes-Benz  to  its  for- 
mer role  as  Daimler's  major  cash  cow 

►  Consolidate  Deutsche  Aerospace 
to  stanch  its  losses 

DATA:  BUSINESSWEEK 


570,000  units  a  year  now  to  900,000  1:^ 
1998.  And  he's  rolling  out  innovati\ 
new  products.  He  has  already  launeht 
a  new  C-Class  midrange  sedan  and 
new  model  of  the  top-of-the-line  S-Cias 
Restoring  Mercedes  to  robust  healt 
is  critical  to  the  whole  of  Daimh'i- 
strategy.  The  carmaker  accounts  for  7() 
of  group  sales  and  traditionally  the  Im 
of  its  profits.  Last  year,  Daimler  rackt 
up  what  Reuter  admits  were  "dramaf 
cally  rotten"  results,  posting  a  $L1  billic 
net  loss.  Mercedes  had  operating  loss( 
of  $790  million  on  sales  of  $40  billio 
Schrempp's  DASA  unit  lost  $621  millii 
on  sales  of  $11.6  billion. 
UNDERACHIEVER.  The  outlook  is  impro 
ing  for  Mercedes.  Werner  brags  th: 
the  auto  maker  has  cut  $1.4  billion  IVn 
its  costs  in  the  past  two  years.  That 
nearly  half  the  $3.1  billion  Dainih 
claims  to  have  pruned  in  costs  throng 
out  the  group.  Now  that  world  aui 
markets  are  picking  up,  Mercedes— at 
Daimler— are  profitable  again.  Hi 
there's  still  a  way  to  go.  Analysts  est 
mate  that  Mercedes'  operating  margii 
could  top  4%  this  year.  But  they  say  i 
classy  name  should  generate  margii 
closer  to  7%. 

Schrempp  and  Wenier  may  have  Ikh 
rivals  for  the  top  job,  but  they  ha\ 
been  extremely  circumspect  in  pit  1)1  . 

about  each  other.  In  a  r  ■ 
cent  interview  with  [>•  ■ 
Spiegel  magazine,  WeriK  ) 
said  he  wouldn't  regat  | 
Schrempp's  nomination  ;  | 
a  setback.  Still,  Wernc 
set  out  his  terms:  "Such 
large  group  [as  Daimle'1 
can  only  be  sensibly  Ic 
if  individual  companid 
have  a  very  high  d 
gree  of  independence  at 
responsibility."  , 
The  two  men  mu; 
work  together  if  they  at' 
to  restore  Daimler's  fo 
tunes  fully.  Their  bigge 
joint  challenge  will  be  W 
keep  beating  the  cost-cu 
ting  drums  even  as  bo 
tom-line  results  start 
improve.  By  the  end 
1995,  Daimler  aims  to  have  chopped  i 
global  labor  force  to  320,000,  a  20%  dr( 
from  400,000  in  1992,  at  the  start  of  i 
restructuring.  And  Schrempp  may  ju 
be  up  to  the  task.  Says  one  Fi-ench  aer 
space  executive  of  Schrempp's  efforts  : 
DASA:  "He  was  no  iron  hand  in  a  velv 
glove— he  took  off  the  glove."  Such  tou^ 
tactics  may  also  be  just  what  Daimli 
needs  to  score  as  a  high-tech  player. 

By  John  Templeman  in  Bmn,  with  b 
reau  reports 
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IRE  THE  PALESTINIANS 

tEADY  TO  GET  DOWN  TO  BUSINESS? 


rhe  boxes  are  piling  up,  the  crates  are  being  filled.  It's 
moving  time  at  the  Timis  headquarters  of  the  Palestine 
Liberation  Organization.  PLO  Chairman  Yassir  Arafat 
IS  given  orders  to  close  the  offices  down  by  the  end  of 
ine.  Thirteen  hundred  miles  away,  in  the  oasis  town  of  Jer- 
10,  the  excitement  is  building  as  Palestinians  count  down  to 
fafat's  return  to  his  homeland  after  a  46-year  absence. 
But  it's  building  of  a  different  sort  that  will  decide  the 
ccess  of  the  Palestinians'  experiment  in  self-determination- 
id  whether  one  of  the  globe's  longest-run- 
p.g  conflicts  can  be  put  finally  to  rest.  Can 
e  Palestinians  set  up  institutions  to  channel 
llions  of  dollars  in  international  aid?  Can 
inefits  flow  quickly  enough  to  the  L3  million 
iople  who  will  now  call  the  Palestine  Nation- 
Authority  their  home?  Can  Arafat  nurture 
market  economy  so  private  investment 
arts  to  pour  in? 

lUGHlNG  UP.  On  the  surface,  the  answer  to 
ose  questions  is  no.  Although  the  U.  S.,  Ja- 
in, and  other  countries  have  promised  $2.4 
!lion  in  project  aid  over  the  next  five  years, 
Tiost  nothing  has  come  through  the  pipeline. 
)nor  countries  are  holding  back  for  fear 
at  Arafat  and  his  PLO  officials  might  siphon 
;  funds  for  political  ends.  Meanwhile,  the 
;k  of  funds  has  left  thousands  of  Palestinian 
n\  servants  in  Gaza  and  the  West  Bank 
thout  pay.  At  an  emergency  Paris  meet- 
5  in  mid-June,  donors  finally  agi'eed  to  cough  up  $42  million 
help  the  pna  get  on  its  feet.  But  it's  slow  in  coming. 
Nevertheless,  things  may  not  be  as  bleak  as  they  seem.  The 
diments  of  Palestinian  government  are  taking  form.  PNA  of- 
ials  say  finance  and  tax  departments  could  be  up  and  run- 
ig  within  a  month.  That  will  allow  funds  to  flow  directly  to 
i  PNA  administration,  rather  than  to  the  PLO.  By  July,  says 
mir  Huleileh,  an  official  of  the  Palestinian  Economic  Coun- 


ARAFAT:  DONORS  ARE  WARY 


cil  for  Development  &  Reconstruction,  almost  all  of  the  pna's 
$381  million  operating  budget  for  1994  should  be  available. 

There  are  also  signs  that  this  year's  $450  million  develop- 
ment budget,  overseen  by  the  World  Bank,  could  be  imple- 
mented soon.  According  to  bank  officials,  only  about  15%  of 
these  funds  will  go  to  the  PNA;  the  rest  is  earmarked  for  spe- 
cific projects,  including  badly  needed  housing,  roads,  and 
sewers.  In  mid-June,  the  U.  S.  Agency  for  International  Devel- 
opment and  Germany's  aid  agency  both  announced  plans  to 
open  offices  in  the  West  Bank  to  oversee  aid 
flows,  while  the  Bank  of  England  is  providing 
assistance  for  the  fledgling  Palestinian  Mone- 
tary Authority.  "The  West  has  been  cheap 
with  the  Palestinians  until  now,"  says  Gil  Feil- 
er,  head  of  Tel  Aviv  consulting  firm  Info-Prod 
Ltd.  "Donors  will  become  more  flexible  in  the 
months  to  come." 

Overseas  Palestinians  are  also  poised  to 
flex  their  financial  muscles.  Amman-based  Pal- 
estine Development  &  Investment  Co.  has 
collected  well  over  $100  million  from  well- 
heeled  Palestinians  for  investments  in  the 
West  Bank  and  Gaza.  The  group  is  hoping  to 
build  small  satellite  communities  in  the  West 
Bank,  complete  with  shops  and  communica- 
tions, not  unlike  towns  constructed  by  Israel 
for  immigrating  Jews.  Pedico  wants  to  raise 
$1  billion,  says  Chairman  Kamal  Shaer. 
Palestinian  investors,  just  like  Western  do- 
nors, want  to  see  probusiness  signals  fi'om  Arafat.  "The  PNA 
should  have  bright  red  signs  in  each  office  saying  'No  Big  Gov- 
ernment,' "  says  Nidal  Sukhtian,  a  prominent  Amman-based 
Palestinian  financier.  "But  I  am  afi"aid  the  government  will  be 
bigger  than  needed,  and  it  will  hurt  economic  development." 
Chairman  Arafat  should  ponder  that  when  he  gets  home. 

By  John  Rosscmt  in  Rome,  with  Need  Sandler  in  Jermaleni 
and  Kirk  Albrecht  in  Amman 


LOBAL  WRAPUPI 


UG-OP-WAR 


French  politics  are  in  turmoil,  with  a 
risk  of  gi-eater  polarization  between 
'ft  and  right.  Michel  Rocard's  June 
)  ouster  as  head  of  the  Socialist  Par- 
/— the  result  of  the  party's  dismal 
lowing  in  European  parliamentary 
actions— probably  dooms  his  shot  at 
le  French  presidency  next  spring, 
he  left  now  has  no  strong  candidate 
tcept  Jacques  Delors,  president  of 
le  European  Commission.  New  party 
3ad  Henri  Emmanuelli  thinks  cen- 
ism  is  killing  the  Socialists  and  aims 
I  push  them  leftward. 
The  right  also  has  its  woes.  After  a 


strong  European  showing,  the  far 
right,  which  opposes  a  tight  European 
union  and  backs  economic  protection- 
ism, is  leaning  on  the  ruling  right  coali- 
tion. That  may  help  Gaullist  leader 
Jacques  Chirac,  who  is  in  a  tug-of-war 
with  the  more  centrist  Prime  Minis- 
ter Edouard  Balladur. 

HELP  NOT  WANTED  

The  European  Union  is  shutting  its 
doors  to  job-seeking  foreigners.  The 
effect  of  record  numbers  of  unem- 
ployed in  Western  Europe— some  18 
million— led  the  12-nation  EU  in  late 
June  to  push  for  stringent  new  commu- 
nitywide  anti-immigration  laws.  The 
legislation,  which  will  bar  entry  to  any 


non-EU  citizen  searching  for  work,  goes 
into  effect  on  Jan.  1,  1996. 

POTSHOTS  IN  MEXICO  

Manuel  Camacho  resigned  as  gov- 
ernment envoy  to  the  Chiapas 
rebels  after  they  rejected  a  peace  ac- 
cord. The  former  presidential  aspirant 
pledged  to  stay  out  of  politics  until 
December  but  couldn't  resist  a  few 
potshots  at  his  ruling  Institutional  Rev- 
olutionary Party's  candidate,  Ernesto 
Zedillo,  accusing  him  of  undermining 
future  talks  with  the  rebels.  The  gov- 
ernment had  hoped  to  settle  Chiapas 
quickly,  but  the  rebels  remain  a  re- 
minder of  the  poverty  that  sparked 
their  revolt. 
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REGULATORS  I 


BACKLASH 

FROM  THE  S&L  SCAHDAL 


Legal  setbacks  have  hurt  FDIC  and  RTC  efforts  to  recoup  billions 


A 


ttorneys  for  the  Federal  Deposit 
Insurance  Corp.  thought  they 
.couldn't  have  had  a  better  case 
against  John  Henderson  Jr.,  former 
chairman  of  two  Texas  savings  and 
loans.  In  its  1991  lawsuit,  the  agency 
charged  that  Henderson,  who  ran  the 
thrifts  from  1984  to  1987,  had  squan- 
dered depositors'  money  on  unsound 
loans,  luxury  cars,  and  two  airplanes 
for  his  personal  use.  In  March,  a  jury  in 
a  Texas  federal  com!  ordered  Henderson 
to  pay  the  feds  $7  million. 

But  the  FDIC  may  not  see  a  nickel  of 
it.  Why?  The  agency  lost  an  argument 
over  whether  it  filed  its  suit  fast  enough. 
The  FDIC  had  claimed  that  because  of 
Henderson's  tight  control  over  the 
thrifts,  the  government  didn't  know  how 
serious  the  problems  were— and  couldn't 
have  sued— until  it  took  over  the  S&Ls  in 
1988.  But  the  jury  found  that  the  clock 
on  the  two-year  statute  of  limitations 
started  ticking  earlier— and  that  the  FDIC 
filed  suit  four  years  too  late. 
EASY  START.  Such  setbacks  have  become 
common  for  the  FDIC  and  the  Resolu- 
tion Ti-ust  Corp.  in  their  crusade  against 
former  thrift  and  bank  executives,  di- 
rectors, attorneys,  and  accountants.  As 
the  government  tries  to  recoup  for  tax- 
payers the  billions  lost  in  thrift  and  bank 
failures,  "the  noose  is  definitely  tight- 
ening around  our  necks,"  says  Jack  D. 
Smith  Jr.,  FDIC  deputy  general  counsel. 

The  latest  blows  came  on  June  13  in 
two  Supreme  Court  actions  that  will 
force  the  feds  to  abide  by 
state  laws  on  issues  such  as 
statutes  of  limitations.  De- 
fense lawyers  are  ecstatic: 
State  laws  often  are  tougher 
than  their  federal  counter- 
parts. "The  (regulators]  have 
always  tried  to  say  they  are 
outside  the  traditional  law," 
says  Stephen  E.  McConnico, 
an  Austin  (Tex.)  lawyer  who 
has  represented  directors  in 
such  suits.  "The  courts  are 
saying  no."  Statute-of-limita- 
tions  decisions  alone  could 
cripple  56  government  cases 
involving  as  much  as  $1.5  bil- 
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lion  in  potential  dam- 
ages, about  half  of 
all  claims  against 
professionals. 

When  their  cam- 
paign began  in  1987, 
government  lawyers 
had  it  fairly  easy. 
Their  cases  were 
high-profile  and  egre- 
gious. As  of  the  first 
quarter  of  this  year, 
the  feds  had  recouped 
$3.9  billion  in  dam- 
ages at  a  cost  of  $811 
million. 

Lately,  though, 
state  courts  have 
been  throwing  out  or 
paring  down  their 
cases  when  the  al- 
leged conduct  isn't  flagi'ant  enough  to 
justify  hefty  damages.  In  March,  a  Cali- 
fornia judge  threw  out  a  $292,000  jury 
award  against  outside  directors  of  a 
failed  Southern  California  bank.  The 
judge  found  the  directors  had  tried  hard 
to  save  it,  including  injecting  $2.8  million 
of  their  own  money.  "They  never  had  a 
case,"  says  Arthur  E.  Engel,  a  director 
who  spent  more  than  $.300,000  on  legal 
fees.  The  FDIC  plans  to  appeal. 

Critics  say  the  agencies  have  them- 
selves to  blame  for  this  backlash.  The 
RTC,  for  example,  had  tried  to  subpoena 
financial  data  to  see  if  thrift  executives 
were  wealthy  enough  to  pursue— without 


ENGEL  HAD  $300,000  IN  LEGAL  FEES 


stating  why  they  suspected  wrongch 
ing.  In  March,  the  federal  appeals  coui 
in  Washington  ruled  the  RTC  needs  "; 
least  an  articulable  suspicion"  of  mi 
deeds  before  it  can  get  such  subpoena 
And  last  month,  a  Dallas  court  foun 
the  FDIC  was  liable  for  some  of  the  Sr 
million  in  damages  suffei-ed  by  real  <• 
tate  developer  Burnett  Plaza  Associate  i 
the  landlord  of  failed  First  RepublicBan 
Fort  Worth.  U.  S.  District  Judge  J 
Kendall  ruled  that  th 
FDIC  acted  in  a  "higl 
handed  and  cavaliei 
manner  in  delaying  i1 
decision  to  break 
lease  with  Burnett 
unfairly  forcing  him  i 
shoulder  the  risk  of 
plummeting  commei 
cial  real  estate  marke 
The  judge  ordered  th 
matter  into  mediatio 
with  the  hope  the  pai 
ties  will  settle  befor' 
his  final  ruling. 

Given  their  recer 
track  record  in  cour 
the  FDIC  and  RTC  ar 
hoping  Congress  wi| 
step  in.  In  April, 
the  agencies'  urgin; 
Senator  Howard 


ir 


THE  FEDSTAKEABEATIHG 


FDIC  VS.  DAWSON  The  Supreme  Court  let  stand  an  October  ap- 
peals court  ruling  that  the  FDIC  could  not  sidestep  state  laws  to 
pursue  a  case  against  directors  and  officers  of  a  Texas  bank. 

RTC  VS.  STROOCK  &  STROOCK  &  LAVAN  A  Florida  federal  judge 
in  May  dismissed  a  $1 80  million  malpractice  suit  against  the 
Stroock  law  firm.  The  court  found  that  the  RTC  didn't  prove 
damages  from  an  illegal  junk-bond  deal. 

BURNEH  PIAZA  ASSOCIATES  VS.  FDIC  A  Texas  court  found  in 
May  that  as  the  real  estate  market  fell,  the  FDIC  and  a 
bank  unfairly  delayed  breaking  a  lease  with  a  developer. 
The  judge  said  the  agency  and  bank  owe  the  developer 
$56  million.  The  matter  is  now  in  mediation. 

DAT/t  COURT  RECORDS 


Metzenbaum  (D-Ohio)  introduced  a  bi 
reviving  cases  against  bank  insiders  an 
outside  advi-sers  that  had  expired  ui 
der  statutes  of  limitations  before  th 
feds  took  the  institutions  over.  Congre; 
sional  sources  say  the  high-court  ruling 
may  prod  lawmakers  into  action,  thoug 
the  measure  may  get  watered  down 

The  agencies  also  are  hoping  Cor 
gress  will  help  them  wrest  money  froi 
reluctant  insurers.  Many  director-  an 
officer-insurance  policies  in  the  1980 
didn't  cover  damages  in  suits  with  th 
government.  The  RTC  and  FDic  had  som 
initial  success  in  overtui'ning  these  exch! 
sions,  but  recently  their  efforts  hav| 
failed.  The  agencies  want  lawj 
makers  to  ban  such  exclusion 
to  help  them  collect  on  $80i 
million  in  potential  claims. 

In  their  determination  ti 
nail  the  crooks.  Congress  ha;i 
been  supportive  before,  twicji 
extending  the  statutes  of  lini, 
itations  for  cases  involvin' 
gross  negligence  and  frauc 
Those  moves,  it  seemji 
weren't  enough.  To  enable  th 
agencies  to  recoup  billion 
more.  Congress  will  have  ti 
go  to  the  well  again. 

By     Amy  Barrett 
Washington 
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THE  WORLD  CUP. 
30  BILLION  VIEWERS. 
3.5  MILLION  SPECTATORS. 
7,000  JOURNALISTS. 
52  GAMES. 
24  TEAMS. 
9  CITIES. 
AND  SYBASE  SOFTWARE 
TO  MANAGE  IT  ALL. 

Managing  the  world's  largest 
single-sport  event  requires 
world-class  credentials. 
Which  is  why  woridCupusm 
World  Cup  '  ^ 

USA  1994  *^S5So5 
chose  Sybase  smiier 
client/server  database, 
connectivity,  systems 
management,  and  develop- 
ment tools  to  drive  their 
global  information  network. 

Sybase  products  are 
nmmng  World  Cup  opera- 
tions, from  logistics  to 
badging,  security,  and 
resuhs  reporting.  SYBASE" 
is  handling  the  critical  job 
of  distributing  data  in  near- 
real  time,  via  more  than  900 
multunedia  workstations  in 
the  U.S.  and  Europe. 

And  even  though  the 
entire  project  has  been 
implemented  in  less  than  a 
year,  it's  a  schedule  we 
consider  business  as  usual. 

Let  us  mobilize  the  same 
kind  of  world-class  effort  in 
support  of  your  critical  data 
delivery  needs. 

For  information,  and  a 
free  24  "x  36  "  copy  of  tliis 
World  Cup  poster,  call 
1-800-SYBASE-l,  ext.  5132. 

Outside theUS,call(410)W4-8044  ©1994 Sybase  Inc 
WofldCupLogo©1991  WOI51 


?  The 
course  of 

computing 
is  hereby 
changed. 


From  the  past. 


IPcntiuiii  '  iiUcroproLCiion  power  llw  higlicst  evolution  of  llw  Inst  \^ciwrahon  of  coinpiitcrs.l 


POWERED  BY,  If  conipiitiiig  today  were  character  based  like  it  used  to  be,  you  might  not 
MOTOROLA    ^^Q^  j-^p  RISC  technology  of  the  PowerPC  microprocessor.  That's  not  the 
way  computing  is  or  will  be. 

The  futui  e  of  computing  is  graphics,  video,  voice,  sound,  text,  data  and  pen-based  input  all  work- 
ing together  to  make  computing  simpler,  more  natural,  more  interactive  and  more  productive. 

The  future  is  wide-open  networks  where  applications  from  multiple  operating  systems 
can  be  shared  through  advanced  software  technologies  like  AOCE  and  OpenDoc. 

The  future  isn't  stuck  on  a  desktop.  It's  mobile.  It  communicates.  It  entertains.  It  educates. 
It  even  drives  your  car. 

Only  the  advanced  RISC  technology  of  PowerPC  microprocessors  can  make  those  kinds 


The  PowerPC  Microprocessor,  m  Rise  civp. 
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(PowerPC  microprocessors  power  the  next  generntion.l 


of  computing  possible  and  affordable. 

The  powerful  and  affordable  desktop  computers  you  can  buy  today  are  based  on  the  PowerPC 
601™ microprocessor.  Very  soon,  you  will  see  low-cost  notebook  and  desktop  computers  based  on 
the  PowerPC  603  microprocessor.  Shortly  thereafter,  the  PowerPC  604  microprocessor  will  bring 
high-end  workstation  performance  to  desktop  computers  and  servers.  Even  more  powerful,  as 
well  as  specialized,  versions  are  on  the  way. 

You  can  see  the  PowerPC  microprocessor  in  action  today  in  Apple's  new  Power  Macintosh'  at 
your  local  reseller.  To  find  out  what's  still  ahead,  call  1-800-845-MOTO  (in  Europe,  44  272  447760) 
for  our  PowerPC  Microprocessor  Update. 

The  PowerPC  microprocessor  isn't  just  about  fast  computers.  It's  fast  becoming  a  way  of  life. 
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STRATEGIES  I 


UNILEVER'S 

STRUGGLE  FOR  GROWTH 


Under  fierce  pressure  in  Europe  and  the  U.S.,  it's  grabbing  a  bigger  share  in  emerging  markets 


It  was  billed  as  the  soap 
story  of  the  century:  By 
early  1994,  Unilever,  the 
Anglo-Dutch  company  that 
has  made  brighter  washes  its 
business  for  106  years,  was 
ready  to  launch  a  new  deter- 
gent in  a  Europewide  extrav- 
aganza. Company  executives 
were  eager  to  best  archrival 
Procter  &  Gamble  Co.,  which 
drubbed  Unilever  in  a  recent 
U.S.  price  war  and  was  grab- 
bing a  big  lead  in  Europe. 
With  Unilevers  stock  price 
getting  battered  and  profits 
slipping,  this  one  had  to  be  a 
hit.  Or  else. 

But  P&G  was  working  to 
counter  the  new  offensive.  In 
February,  one  of  Procter's  re- 
searchers, Nabil  Y.  Sakkab, 
got  his  hands  on  a  box  of  the 
new  powder.  He  sifted  the  detergent 
through  his  fingers,  noticed  pinkish  gi-an- 
ules,  and  said:  "I  can't  believe  they  did 
this."  Sakkab  rushed  the  soap  into  a  lab, 
which  revealed,  as  he  suspected,  the 
granules  contained  manganese.  The  sub- 
stance can  clean  clothes  whiter  than 
white  but  can  eventually  tear  holes  in 
them.  In  May,  P&G  released  lab  tests  and 
pictm-es  of  clothes  allegedly  eaten  alive  by 
the  new  detergent,  called  Persil  Power  in 
Britain  and  Omo  Power  elsewhere. 
BIG  STRAIN.  Suddenly,  the  blockbuster 
started  to  look  like  a  bust.  Tests  by  con- 
sumer groups  in  late  May  confirmed  P&o's 
findings  that,  even  at  low  temperatures, 
the  new  detergent  weakens  fibers  in  as 
few  as  15  washings.  Incredibly,  Unilever 
may  have  failed  to  put  the  product 
through  sufficient  testing.  Unilever  offi- 
cials say  they  spent  three  years  testing 
the  new  detergent  in  the  lab  and  with 
consumers.  Nonetheless,  the  company  is 
changing  the  formula  and  the  instruc- 
tions for  its  use  and  withdrawing  a  law- 
suit charging  defamation  against  Procter 
&  Gamble.  Now,  instead  of  sweeping  ri- 
vals off  the  shelves,  Unilever  faces  a  slog 
to  recoup  $400  million  it  inve.sted. 


PERRY  AND  TABAKSBLAT:  CAN  THEY  MAKE  THE  GIANT  NIMBLE? 


This  is  just  one  of  many  wars  the  octo- 
pus-like Unilever  is  fighting  around  the 
world.  With  $42  billion  in  sales,  1,000 
brands,  and  300,000  employees,  Unilever 
is  mired  in  battles  over  ice  cream,  soap, 
margarine,  shampoo,  and  sauces.  Some- 
times the  opponents  are  name  brands 
like  p&G's  Ariel  detergent  in  Europe  or 
Tide  in  the  U.S.  Sometimes  they  are 
newcomers— like  Snapple  iced  tea. 

Whoever  the  rivals  are,  Unilever  has 
to  fight  them  off  while  dealing  with  a 
European  recession,  slowgrowing  popu- 
lations in  its  mainstay  markets,  and  gi- 
gantic increases  in  advertising  and  promo- 
tion costs.  It's  a  strain  on  management,  a 
strain  analysts  say  contributed  to  the 
soap-powder  controversy.  "The  last  year 
has  been  a  bit  of  a  nightmare  for  Unilev- 
er," says  David  P.  Lang,  a  London  analyst 
at  Henderson  Crosthwaite. 

The  problems  come  at  a  critical  junc- 
ture. As  profits  in  the  developed  mar- 
kets stagnate,  Unilever  is  shifting  its 
weight  to  Asia,  Latin  America,  and 
Central  Europe.  Unilever  al- 
ready has  a  decades- 
old  presence  in  such 
places  as  India,  where 


the  promise  is  great.  Bi 
Unilever  has  also  run  out 
experienced  managers  t 
handle  it  all.  "Unilever 
meeting  its  limits,"  admit 
Co-Chairman  Morris  Tabak; 
blat  in  Rotterdam.  "It  can  t 
quite  painful  because  the: 
are  opportunities  out  there 
The  detergent  war  in  E\ 
rope  is  the  first  real  test  < 
Tabaksblat  and  fellow  Ci 
Chairman  Sir  Michael  Perr; 
Because  Unilever  is  the  n 
suit  of  a  1930  merger  h 
tween  a  Dutch  margarin 
company  and  a  British  soaj 
>^_^  maker,  it  has  maintained  tw 
^•^jjyl  equally  powerful  chairmen 
In  May,  Tabaksblat  startei 
his  tenure  in  Rotterdam.  Pe 
ry  has  been  runnin 
Unilever's  London  headquai 
ters  since  April  last  year.  Together,  the 
must  make  their  twin-headed  organiz; 
tion  and  its  300  operating  divisions  vi 
spond  faster  to  newly  aggi'essive  rivals 
Perry  and  Tabaksblat  have  tremei 
dous  resources  to  work  with.  Unilever 
cash  flow  is  more  than  $3  billion  a  yea 
It  dominates  global  mai-kets  in  such  pro( 
ucts  as  mai'garine  and  ice  cream.  In  sorr 
emerging  markets,  Unilever  is  a  titai 
It  has  90%  of  Chile's  detergent  marke 
for  example.  In  the  U.  S.,  where  its  dete 
gent  business  has  sagged  badly,  execi 
tives  have  nonetheless  produced  big  hil 
with  global  potential— Lever  2000  soa] 
for  example,  and  Lipton  bottled  iced  tea 
sold  in  partnership  with  PepsiCo  Inc. 

The  question  is  whether  Unilever  ca 
capitalize  on  these  strengths  and  turn  i 
self  into  a  nimble  enough  player  for  ti 
day's  hypercompetitive  world.  The  driv 
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be  faster  and  smarter  collides  with  a 
Iture  that  for  decades  stressed  geo- 
aphic  decentralization— where  country 
inagers  were  kings.  With  such  balka- 
!ed  operations,  Unilever's  bid  to  keep 
lling  out  the  best  products  globally  in 
e  shortest  time  is  at  stake.  Mistakes 
n  be  costly.  "Losing  a  fight  over  market 
minance  isn't  just  a  blow  to  the  corpo- 
te  ego,  it  means  forgoing  hundreds  of 
llions  of  dollars  in  sales  that  may  never 

recovered,"  says  Paribas  Capital  Mar- 
ts analyst  John  H.  Campbell. 
tEEDY.  The  numbers  also  reflect  a  com- 
ny  in  need  of  new  growth.  After  re- 
■ucturing  charges  and  adjusting  for  cur- 
acy shifts,  pretax  profit  for  the  year 
ded  December,  1993,  fell  9%,  to  $2.9 
lion,  on  a  6%  sales  rise  (chart).  Next 
ar's  earnings  should  grow  to  $3.5  bil- 
n— unless  another  writedown  takes 
ice,  says  S.G.  Warburg  &  Co.  analyst 
u'k  Duffy.  But  margins  are  still  under 
gssure. 

The  market  is  waiting  to  see  if  Unilev- 
can  regain  its  momentum.  In  the  U.  S., 
ares  of  Unilever  PLC  have  slipped— 
im  almost  73  in  January  to  a  recent  6L 
ijor  investors  are  wondering  when  the 
,6  billion  in  restructuring  costs  will 
ost  earnings.  "They've  been  treading 
iter  for  a  couple  of  years,"  says  Jay 
Freedman,  a  fund  manager  at  Lincoln 
pital  Management  Co.  in  Chicago. 
A  big  reason  for  the  stock  slip  is  inves- 
•  concern  over  whether  Unilever,  along 
th  other  consumer-goods  companies. 


can  coax  shoppers  into 
paying  premium  prices. 
In  the  past  year,  consu- 
mers have  rejected 
Unilever's  higher-priced 
teas  in  Britain,  Ragu  and 
Chicken  Tonight  meal 
sauces  in  the  U.S.,  and 
margarine  in  Germany. 
In  each  case,  "we  were 
asking  too  much.  We  got 
greedy,"  says  Tabaksblat. 

Rivals  are  all  waiting 
for  a  chance  to  stop  Uni- 
lever. In  ice  cream,  Uni- 
lever is  No.  1— but  Nestle  is  snapping  up 
properties,  determined  to  contest  the  is- 
sue. In  India  and  Brazil,  Unilever  wants 
to  consolidate  its  hold,  but  P&G,  Colgate- 
Palmolive,  and  Nestle  are  resisting.  In 
food  sauces  in  the  U.S.,  products  from 
Newman's  Own  spaghetti  sauce  to  Camp- 
bell Soup's  Prego  line  have  undermined 
Ragu's  dominance.  In  hand  soap  in  the 
U.S.,  it's  a  seesaw  battle:  Unilever  has 
beaten  out  P&G  with  its  Dove,  Caress, 
and  Lever  2000  brands,  but  the  Cincinna- 
ti company  is  fighting  back. 

Perry  and  Tabaksblat  seem  to  have  a 
common  vision  for  how  Unilever  must 
respond.  The  essence  of  their  strategy 
is  to  keep  stripping  Unilever's  broad  ar- 
ray of  products  down  to  four  categories: 
foods,  personal  products,  detergents,  and 
specialty  chemicals.  In  foods,  it's  pasta 
sauces,  tea  drinks,  margarine,  and  ice 
cream.  In  personal  products,  it's  prestige 


IHVESTORS 
ARE  WORRIED 


DEC.  '93  JUNE  '94 

A  DOLLARS     •  MONIHLV  CLOSE  THROUGH  JUNE  20,  '94 
BAR:  COMRUNY  REPORTS,  PARIBAS  CAPITAL  MARKETS,  i 
BRIDGE  INFORMATION  SYSTEMS  INC.  /.I 


fragrances,  cosmetics, 
and  anti-aging  skin 
creams.  They're  also 
want  new  efficiencies  by 
building  plants  that 
serve  entire  continents, 
not  just  one  country. 

Perry,  60,  and  Tabaks- 
blat, 56,  have  also  hit 
upon  a  highly  unusual 
solution  to  the  age-old 
problem  of  balancing 
headquarters,  brand 
managers,  and  country 
managers:  Instead  of  ex- 
panding the  control  of  Rotterdam  or  Lon- 
don, they're  delegating  the  job  of  develop- 
ing products  and  marketing  strategies 
for  an  entire  region.  In  Southeast  Asia, 
that  means  Thailand  is  the  detergent  ex- 
pert, and  the  Philippines  handles  manu- 
facturing. In  Europe,  the  Paris  office 
oversees  shampoo,  while  the  Frankfurt 
office  does  skin  care.  Thus  one  country 
develops  new  products  and  creates  mar- 
keting campaigns  for  the  whole  region. 

The  co-chairmen  monitor  these  new 
operating  regions  closely  with  a  sophisti- 
cated electronic-mail  system.  They're  get- 
ting tougher  on  weak  performers,  shut- 
ting down  plants,  laying  off  workers,  and 
jettisoning  products  that  don't  fit  the 
overall  strategy.  Among  the  changes:  a 
$750  million  charge  against  1993  earnings 
to  close  or  consolidate  60  plants  and  lay 
off  7,500  workers. 

The  new,  streamlined  European  deter- 


UNILEVER  TARGETS  THE  GLOBE... 

The  company  is  focusing  on  brands  it  can  roll  out  around  the  world.  But  the  sheer  variety,  of 
products,  combined  with  competitive  pressure,  makes  for  a  formidable  management  challenge 


FOOD  AND  BE' 


1993  SALES  ............$22.2  BILLION 

Includes  Lipton  tea  and  iced  tea. 
Good  Humor  and  Breyers  ice 
cream  in  the  U.S.,  Blue  Band 
margarine  in  the  Netherlands, 
Rama  margarine  in  Japan,  Wall's 
ice  cream  and  Birds  Eye  frozen 
vegetables  in  Britain 


DETERGENTS  AND  5 


1993  SALES  $10.1  BILLION 

Includes  Surf  and  Wisk  detergent. 
Dove  and  Lever  2000  soap  in  the 
U.S.,  Omo  and  Persil  detergent  lit 
Western  Europe,  Pollena  deter' 
gent  in  Poland,  Wheel  soap  in  In- 
dia, Jif  cleanser  in  Japan 


PERSONAL  PRODUCTS 


1993  SALES  1  :'!UJ^^>1 

Includes  Calvin  Klein  and  Eliza- 
beth Arden  cosmetics  in  the  U.S. 
and  Europe,  Mentadent  tooth- 
paste and  Vaseline  Intensive  Care 
in  the  U.S.,  Timotei  shampoo  in 
Europe,  Sunsilk  shampoo  in  Ja- 
pan, Maxam  toothpaste  in  China 
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gent  operation,  which  just  handled  the 
launches  of  Omo  Power  and  Persil  Power, 
was  supposed  to  be  a  model.  Niall  FitzGe- 
rald,  the  worldwide  detergent  coordinatoi- 
who  is  widely  assumed  to  be  Pen-y's  heir, 
had  just  finished  melding  18  separate 
country  units  that  often  marched  to  their 
own  drummers  into  Lever  Europe.  That 
allows  it  to  land  new  products  on  shelves 
in  a  matter  of  weeks,  instead  of  years— 
the  kind  of  speed  every  major  marketer 
wants.  But  the  new  efficiency  can  ampli- 
fy mistakes.  In  the  past,  a  serious  prob- 
lem would  have  been  corrected  early,  in 
part  because  rollouts  weren't  rapid 
enough    to   let   a   problem  spread. 

The  U.  S.,  where  the  company  has  25% 
of  total  assets  that  deliver  only  13%  of 
profits,  remains  a  major  problem  as  well. 
First-quaiter  operating  profit  on  $2  IMllion 
in  U.S.  sales  was  a  mere  $15  million, 
down  50%  fi'om  a  year  ago.  To  cut  costs, 
the  U.  S.  detergent  division.  Lever  Broth- 
ers Co.,  is  cutting  25%  of  4,200  jobs  and 
is  shutting  a  Los  Angeles  plant.  Three 
diffei'ent  consulting  companies  have  been 
called  in  to  help  with  the  reorganization 
at  Lever,  which  lost  money  in  the  first 
quai-ter  this  yeai-.  A  second  plant,  making 
pasta  sauces,  is  closing  in  New  York. 

Lever  Brothers"  decline  is  due  to  a 
market-share  war  with  P&G,  which  cut 
prices  by  as  much  as  20%  on  most  of  its 
products  and  hiked  ad  spending.  To  retain 
share,  Lever  also  had  to  cut  prices  and 
boost  its  ad  budget.  But  Lever's  own 
marketing  bloopers  also  hurt.  Most  dra- 
matically. Lever's  share  of  the  liquid 
detergent  market  has  plummeted  from 
35%  to  27%  in  the  past  year,  according  to 


Will  profits  in  emerging 
markets  come  on  stream  fast 
enough  to  compensate  for  the 
savage  wars  at  home? 


Information  Resources  Inc. 

First,  P&G  beat  it  to  the  market 
with  a  concentrated  liquid.  Deter 
mined  to  offer  a  superefficient  de- 
tergent, Lever  doubled  the  con- 
centration and  halved  the  bottle 
size,  making  its  products  smaller 
than  p&g's.  The  consumer  just  was- 
n't impressed.  Says  an  executive  at 
another  detergent  supplier:  "Sooner  or 
later,  they  seem  to  make  whopper  mis- 
takes, which  Procter  doesn't." 

Wliile  the  company  sorts  out  its  head- 
aches in  the  industrialized  world,  Unilev- 
er is  spending  much  more  time  and  mon- 
ey in  emerging  markets,  where  it  now 
derives  one-third  of  its  profits.  In  1992 
alone,  it  launched  30  new  products  in 
Brazil,  where  sales  last  yeai*  came  to  $2.2 
billion.  Not  far  behind  is  India,  with  $1.3 
billion  in  sales.  By  Western  standards, 
consumption  in  these  countries  is  still 
small,  giving  Unilever  a  chance  for  rapid 
gi'owth.  The  strategy:  Buy  market  share 
and  end  competition  by  acquiring  existing 
companies.  The  question  is  whether  prof- 
its in  the  developing  world  will  come  on 
stream  fast  enough  to  help  compensate 
for  the  wars  in  Europe  and  the  U.  S. 

Unilever  is  doing  well  in  some  of  those 


battles,  like  personal  products.  Unilever 
No.  3  in  the  world  in  this  sector,  trailin 
P&G  and  L'Oreal,  but  it's  gaining  groun 
fast,  having  entered  the  business  in  onl 
1989.  Last  year,  personal-product  sak!, 
jumped  10%,  to  $6  billion,  and  operatin! 
profits  were  up  8%,  to  $620  million. 
In  this  case,  the  decentralized  mod(j 
works.  The  business  is  manage 
worldwade  fi'om  New  York,  wher 
the  stars  are  Elizateth  ^Arden  coi 
metics  and  skin-care  products,  mai 
aged  by  CEO  Robert  Philips,  an 
Calvin  Klein  perfumes,  run  b 
Kimberly  Delsing,  one  of  a  ie\ 
women  among  Unilever's  top  10 
managers.  They  have  been  give 
almost  fi-ee  rein  by  personal-produc 
coordinator  and  board  member  Ant<; 
ny  Burginans.  Perry  boasts  that  Arder 
"a  somewhat  tired  and  neglected  bran^ 
when  we  bought  it"  from  Eli  Lilly  &  C( 
in  1989,  is  now  one  of  Unilever's  bigges 
success  stories.  Unilever  also  triumphe 
in  turning  Pond's,  a  U.  S.  brand,  into 
global  workhorse,  especially  in  Japan. 

The  successes  in  big  developing  mai 
kets  and  in  fields  such  as  personal  prod 
ucts  are  examples  of  how  Perry  and  T& 
baksblat  want  their  company  to  worl< 
With  missteps  like  the  latest  detergen 
rollout  still  occurring,  however,  the  idee 
of  a  perfectly  organized,  nimble  giant  stii 
eludes  them.  Stretched  thin  and  unde 
pressure  on  so  many  fronts,  Unileve 
may  remain  a  company  on  the  firing  line 
By  Paula  Divyer-  in  London,  with  Zc 
chary  Schiller  in  Cleveland,  Laura  Zim 
in  New  York,  Shekhar  Haitangadi  in  Bom 
bay,  and  Lynne  Curry  in  Beijing 


'ONLY  A  MAHER 
OF  TIME  BEFORE 
THE  CLOTH  TEARS' 


Procter  &  Gamble  Co.  says  inde- 
pendent tests  prove  that 
Unilever's  new  manganese-based 
detergent  damages  clothing.  Unilever 
retorts  that  P&G  got  the  results  by  or- 
dering up  the  severest  test  conditions. 
Not  so,  says  P&G. 

You'd  expect  a  war  of  words  be- 
tween two  archrivals.  But  what 
hurts  Unilever  are  the  pronounce- 
ments of  several  consumer  groups. 
The  independent  Netherlands- 
based  Consumer  Organization  says 
its  own  tests  show  cotton  clothes 
lose  much  of  their  normal  strength 
when  washed  in  Unilever's  new 
powder.  "It's  only  a  matter  of  time 


before  the  cloth  tears,"  says  spokes- 
man Matthew  de  Vaan.  Unilever  is  re- 
formulating its  powder— but  not,  say 
spokespeople,  because  there's  a  prob- 
lem. Only  because  the  company  wants 
to  prevent  consumers  fi-om  being  undu- 
ly alarmed. 

TOO  HASTY?  Unilever  says  it  tested  its 
new  Persil  and  Omo  Power  quite 
thoroughly.  The  British  Textile  Technol- 
ogy Group  (B'lTG),  an  independent  lab, 
"told  us  unequivocally  there  was  no 
physical  damage  on  garments,"  Unilev- 
er says.  Some  60,000  consumers  bought 
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the  product  before  a  Europewide  roll- 
out. In  a  separate,  controlled  test,  500 
volunteers  used  the  powder  to  wash 
bath  towels  and  linen  tea  towels  with 
positive  results. 

Yet  Unilever  may  have  been  too  has- 
ty. The  60,000  consumers  in  test  mar- 
kets bought  the  new  powder  over 
three  months.  That  may  not  have  been 
enough  time  for  deterioration  to  ap- 
pear in  garments,  which  critics  say 
lose  much  of  their  strength  after  15 
to  20  washes  in  the  new  powder.  And 
the  controlled  test  largely  involved 
towels  made  of  linen,  which  P&G 
researchers  claim  is  the  toughest 
fabric  around  and  would  show  little 
damage.  In  addition,  the  BTTG  says 
its  favorable  report  was  only  pre- 
liminary and  did  not  contain  crucial 
fabric  safety  data.  Unilever  won't 
release  the  full  report.  In  any  case, 
it's  clear  that  sometimes  the  rush 
to  market  can  produce  a  stumble. 
By  Paula  Dwyer  in  London 


PAG  TEST  RESULTS:  MANGANESE  WEAKENS  FIBERS 


THE  CORPORATIC 


The  HP  lOOLX  palmtop  PC  keeps 
you  in  touch  wherever  you  go. 

It  packs  cutting-edge  computing  and 
communications  featiues.  All  wrapped 
up  in  a  sleek  11-oimce  package.  Includ- 
ing one-key  access  to: 

f3»Sl  cc:  Mail®  Mobile,  the  market- 
Lb— J  leading  e-mail  software. 
Today's  new  card  modems  fit  neatly 
into  our  PCMCIA  2.0  slot,  comiecting 
you  to  your  corporate  or  office  systems. 

f^SI  Take  your  office  with  you. 
1=1  Built-in  MS  DOS®  5.0  means 
you  can  run  optional  PC  software. 
With  the  new  2-MB  memory  you  can 
add  even  larger  applications,  such  as 
Quicken  and  ACT!. 


Use  the  built-in  applications  to  create 
custom  databases.  And  sort  througli  a 
list  of  customer  billing  profiles  or  your 
favorite  restaurants. 

^f^^^P*  Keep  limning  numbers  on 

the  rim.  One  touch  brings  up 
Lotus"  1-2-3,®  Rel.  2.4.  You're  in  spread- 
sheet heaven! 

The  features  keep  coming.  Like  our 
appointment  book  to  keep  you  on  top 
of  your  schedule,  witli  week-  and  month- 
at-a-glance.  Notetakerto  capture  ideas. 
Powerful  analysis  on  the  HP  financial 
calculator  Flexible  phone  book. 

All  this  and  much,  much  more.  Now  for 
much  less.  Tl-ie  1-MB  HP  lOOLX  is  just 
$549:  Tlie  new  2-MB  version  only  $749.* 


For  more  information  and  the  name  of 
your  nearest  HP  lOOLX  dealer,  call  us  at 
1-800-443-1254,  Dept.  989.*  Then  hit  the 
road  armed  with  all  the  right  answers. 


r6p%  HEWLETT" 
PACKARD 


*US  listprice  tin  Canada,  1-800-387-3867  cc  Mail  Mobile  is  a  Itademark  ot  cc 
Mail,  a  wholly  owned  subsidiary  ot  Lotus  Development  Corporation  Microsoft  ant) 
MS-DOS  are  U  S  regislered  trademarks  ol  M.crosoft  Corporation  Loins  and  1-2-3 
afe  LJ  S  regislered  tradefnarks  of  Lotus  Oewelopment  Corporation. 
<D1994  Hewlett-Packard  Cpmpany  PG  12307A 


TURNAROUND  ARTISTS  I 


on't  ask  Kajo  Xeukirehen  wheth- 
er he  knows  how  to  run  a  busi- 
ness. As  Germany's  foremost  cor- 
porate doctor,  he  makes  a  living  by 
snatching  teetering  companies  from  the 
brink  of  bankruptcy  and  preventing 
their  collapse.  Tall,  rugged,  and  stern, 
Neukirchen  marches  in,  haggles  with 
banks,  slashes  costs,  and  axes  jobs.  But 
he's  getting  mighty  annoyed  at  critics 
who  say  he's  just  an  arrogant  hatchet 
man  who  leaves  behind  the  trickier  jol) 
of  rebuilding  a  company  to  long-term 
health.  "It's  much  easier  to  run  a  compa- 
ny for  20  years  and  destroy  it,"  he  says 
with  a  scowl.  "At  least  I  don't  destroy 
companies." 

These  days,  Karl-Josef  Neukirchen  is 
giving  both  his  ci-itics  and  admirers  plen- 
ty to  talk  about.  At  52,  he's  immersed  in 
the  biggest  cleanup  job  of  his  life.  Last 
December,  he  took  charge  of  Metall- 


gesellschaft,  the  $15.8  billion  metals  and 
engineering  conglomerate  that  threat- 
ened to  implode  after  risky  oil-hedging 
strategies  in  the  U.  S.  backfired.  Within 
weeks,  he  engineered  a  $2.06  billion 
bank  bailout  that  prevented  the  biggest 
bankruptcy  in  German  postwar  history. 
And  he  embarked  on  a  zealous  cost-cut- 
ting scheme  designed  to  boost  MG's  li- 
quidity (table). 

In  the  U.  S.,  where  turnaround  spe- 
cialists are  often  canonized,  Neukirchen's 
blunt  methods  would  likely  draw  raves. 
But  in  corporate  Germany— where  man- 
agers value  consensus  and  layoffs  were 
rare  until  recently— he  has  long  been 
vilified  as  a  job-killer  who  favors  man- 
agement l)y  terror.  It  used  to  bother 
him  that  so  many  people  hate  him,  he 
says,  but  not  anymore.  "You  can't  have 
the  goal  of  being  loved,"  he  shrugs.  "Mo- 
tivation is  not  kissing  and  being  fi'iendly 


to  everybody.  It's  setting  targets  a 
achieving  them." 

Neukirchen's  reputation  has  suffer 
somewhat  from  the  fact  that  not  all 
his  reclamation  projects  have  fared 
well  after  he  moved  on.  Take  Klocknt 
Humboldt-Deutz,  a  $2  billion  tractor  a; 
engine  company  that  almost  coilaps 
in  1987.  After  becoming  CEO,  Neuk 
chen  schmoozed  the  banks,  got  rid 
noncore  units,  and  fired  five  directoi 
Amid  demonstrations  and  howls  fr 
the  media,  he  slashed  payroll  fro 
26,000  employees  to  15,000.  By  m 
KHD  turned  profitable— barely— and  H 
kirchen  left  for  another  turnaround  jcS 
Last  year,  though,  the  Cologne-bas|( 
tractor  maker  reverted  to  red  ink.  ,1 
NIGHT  WIRES.  Neukirchen  argues  th 
he  can't  be  held  responsible  for  the  m 
takes  of  others.  His  role  is  to  stop  t 
bleeding  and  prepare  a  platform  for  i 
ture  success.  "People  forget  what  ha 
pened  in  the  past,  and  they  blame  m( 
he  gripes. 

When  he  was  hired  at  MG,  all  anyoi 
cared  about  was  keeping  German} 
14th-largest  company  fi'om  being  sucki 
into  a  $1.4  billion  black  hole  of  oil-tra 
ing  losses.  Former  CEO  Heinz  Schii 
melbusch,  fresh  off  a  $2  billion  acqui 
tion  spree,  had  entangled  MG  in 
complex  set  of  U.  S.  oil  contracts  ai 
offsetting  hedge  positions  that  endi 
up  exploding  in  1993  when  oil  pric 
plummeted. 

The  new  CEO  immediately  jetted 
New  York  and  appointed  Karl  M.  v( 
der  Heyden— the  well-respected  form^ 
finance  chief  of  RJR  Nabisco  Inc.— to  he 
straighten  out  the  U.  S.  oil  nightmar 
In  the  beginning,  Neukirchen  was  wirii 
$20  million  a  night  to  help  the  U.  S. 
ing  unit  cover  margin  calls.  Meant ini 
back  in  Germany,  Neukirchen  pored  OV' 
a  set  of  balance  sheets  he  calls  "the  wor 
I  have  ever  seen."  Racing  against  il 
clock— a  German  company  must  decla; 
bankruptcy  three  weeks  after  liabilitii 
exceed  assets— he  hammered  out  a  resci 
plan.  With  the  help  of  giant  Deutscl 
Bank,  he  persuaded  creditors  not  to  sh' 
down  the  company  on  Jan.  15. 

Those  who  have  worked  closely  wii 


Put  several  noncore 
businesses,  such  as  auto 


NEUKIRCHEN'S  ACTION  PIAN  Since  Metallgesellschaft's  new  boss  took  over  on  Dec.  1 7,  he  has. . 

n Persuaded  banks  to 
bless  a  $2.06  billion 
bailout  plan  that  includes  issu- 
ing new  shares,  establishing  a 
new  line  of  credit,  and 
converting  a  big  chunk  of 
existing  bank  debt  to  equity. 


nLaid  plans  to  streamline 
middle  management 
and  slash  7,500  of  43,000 
jobs,  saving  $333  million. 
He'll  save  an  additional  $1 .3 
billion  by  cutting  inventory, 
materials,  and  receivables. 


parts  and  a  heating  equip 
ment  unit,  on  the  selling 
block — along  with  MG's 
headquarters — to  raise  an  ad 
ditionol  $600  million  in  cash. 


n Focused  MG  on  the  core 
businesses  of  metals 
trading,  plant  engineering, 
and  specialty  chemicals.  Plans 
include  creating  more  discrete 
profit  centers  to  increase  man- 
agement accountability. 


DATA:  COMPANY  REPORTS 
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Reliability,  loyalty  and  mutual  trust  are  essential 
prerequisites  for  successful  banking.  That's  winy 
Credit  Suisse  attaches  so  much  importance  to  per- 
sonal service.  Wherever  you  are,  we  can  offer 
you  all  the  advantages  of  a  modern  universal  bank. 


Together  with  our  partner  organization,  CS  First 
Boston,  we  have  firmly  established  ourselves  as 
one  of  the  world's  foremost  international  financial 
services  groups.  As  a  global  provider  of  Swiss 
quality.  Credit  Suisse  is  second  to  none. 


We  do  more  to  keep  you         at  the  top. 


CREDIT  SUISSE 
CS 


Zurich  (Head  Office)  ■  Abu  Dhabi  ■  Atlanta  •  Barcelona  Beijing  ■  Berlin  ■  Bogota  ■  Buenos  A»es  ■  Cairo  ■  Caracas  ■  Chicago  •  Dubai  -  Frankfurt  ■  Gibraltar  •  Guernsey  ■  Hong  Kong  ■  Houston  ■  Johannesburg 
London  ■  Los  Angeles  ■  Luxembourg  •  Madrid  ■  Ivlanama  (Bahrain)  -  Melbourne  ■  Mexico  City  ■  Miami  ■  Milan  •  Monte  Carlo  ■  Montevideo  ■  Montreal  ■  Moscow  ■  Munich  -.Nassau  (Bahamas)  •  New  York 
Nuremberg  ■  Osaka  ■  Pans  ■  Rio  de  Janeiro  -  Santiago  ■  San  Francisco  •  Sao  Paulo  ■  Seoul  -  Shanghai  •  Singapore  •  Stuttgart  ■  Taipei  ■  Tehran  ■  Tokyo  Toronto  -  .Vancouver  ■  Vienna 


iports  Business 


Neukirchen  in  the  exhausting,  exhilarat- 
ing early  days  of  a  bailout  deeply  re- 
spect his  energy  and  decisiveness.  "He 
gave  himself  to  us  completely  and  lis- 
tened carefully  to  our  opinions,"  says 
Jurgen  Dittert,  personnel  director  at 
FAG  Kugelfischer,  the  Bava:"ian  ball-bear- 
ing maker  that  Neukirchen  helped  re- 
structure before  he  joined  mg. 

But  many  say  it  wouldn't  hurt  him 
to  mellow  out  a  bit.  "His  management 
style  is  rude,  to  put  it  mildly,"  says  one 
former  colleague.  That  has  resulted  in  a 
particularly  prickly  reception  at  MG,  a 
proud  company  that  has  been  demoral- 
ized and  publicly  humiliated.  A  handful 
of  key  managers  have  left,  and  many 
who  remain  feel  alienated  by 
Neukirchen's  aloofness.  "We  would  like 
to  help,  if  he  would  only  ask,"  says  one. 
Many  thought  it  unusually  cocky  when 
he  quoted  Julius  Caesar— "I  came,  I  saw, 
I  conquered"— in  the  first  in-house  news- 
letter after  the  bank  bailout. 

Surprisingly,  one  group  Neukirchen 
doesn't  have  to  worry  about  is  labor. 
While  laid-off  workers  detest  him,  labor 
leaders  respect  their  new  boss  for  telling 
them  bluntly  and  honestly  what  needs  to 
be  done.  Says  Rainer  Lepper,  head  of 
the  works  council  at  MG:  "I  know  that 
our  destiny  as  a  company  is  completely 
linked  to  the  success  or  failure  of  this 
man.  I  trust  him." 

NAGGING  QUEsnoN.  Part  of  Neukirchen's 
appeal  to  the  blue-collar  set  is  that  he  is 
very  much  a  seh-made  man.  Tlie  son  of  a 
Bonn  laborer,  he  worked  first  to  raise 
money  for  college— a  rarity  in  Germa- 
ny—then went  on  to  the  University  of 
Bonn,  where  he  earned  both  an  advanced 
degree  in  physics  and  a  doctorate  in  eco- 
nomics. After  graduate  school,  he  spent 
eight  years  working  for  two  German  af- 
filiates of  Dutch  giant  Philips  Electronics. 
He  staged  his  first  turnaround  when  he 
was  34,  returning  to  pr'ofitability  an  ail- 
ing Philips-affiliated  wire-cable  business. 

Neukirchen  i)i-edicts  that  in  five  years, 
MG  will  employ  only  about  20,fXJ0  people, 
less  than  half  the  number  he  inherited, 
and  sales  will  total  $8.5  billion,  down 
from  $15.8  billion  in  1993.  "He  has  done 
exactly  what  needed  to  be  done,"  says 
Johannes  Reich,  an  analyst  with  M.M. 
Warl)urg  Bank  in  Hamburg,  though 
Reich  doesn't  predict  the  company  will 
post  operating  profits  until  1996. 

Still,  there's  that  nagging  question: 
Does  Neukirchen  have  the  creativity 
and  vision  to  run  a  healthy  company? 
He  jokes  that  if  MG  were  no  longer  in 
trouble,  he  would  "try  to  learn  golf,  be- 
cause the  work  would  be  done."  But 
then  he  bristles:  "I  run  companies— I 
just  do  it  quickly  and  with  high  risk." 
For  MG's  myriad  creditors,  that's  been  a 
good  enough  answer  so  far. 

By  Karen  Luwry  Miller  in  Frankfurt 


WORLD  CUP  I 


IRELAND'S  SHERIDAN  AND  ITALY'S  BAGGIO:  NOT  MANY  TICKFTS  WERE  AS  HOT  AS  THIS  ONE 


THE  WORLD  CUP 

IS  NOT  RUNNING  OVER 


The  games  won't  bring  in  the  U.S.  bonanza  that  was  predicted 


If  you  live  on  this  planet,  you  can't  es- 
cape the  hype  and  hoopla  surround- 
ing the  World  Cup.  And  the  fever 
that  afflicts  the  rest  of  the  world  during 
soccer's  championship  season  is  begin- 
ning to  burn  across  America.  In  Chicago 
on  June  15,  some  225,000  lined  Michi- 
gan Avenue  for  a  pageantry-filled  pa- 
rade two  days  before  the  elaborate  open- 
ing-game ceremonies  at  Soldier  Field. 
The  next  day,  the  U.  S. -Switzerland 
game  on  ABC  drew  such  a  surprisingly 
strong  audience  that  network  executive 
heads  snapped  to  attention. 

Yet  all  but  drowned  out  by  the  roar  of 
the  crowd  is  the  rising  chant  of  busi- 
nesses crying  foul.  Take  Hyatt  Regency 
Dallas  Managing  Director  James  W. 
Howard.  With  only  1,000  i"ooms  booked 
of  the  10,000  ordered  held  by  World  Cup 
USA,  Howard  grumbles:  "They  did  not 
live  up  to  their  fair  share  of  the  deal." 

Overpriced  tickets  and  uninspiring 
matchups— plus  the  apathy  of  Joe  Six- 
pack  still  talking  about  the  drama  of  the 
Stanley  Cup,  the  slam  dunk  of  the  NBA 
finals,  and  the  threat  of  a  baseball 
strike— make  it  all  but  certain  that  the 
economic  impact  of  the  games  on  host 
cities  will  fall  short  of  the  $4  billion  pro- 
jected by  Cup  organizers. 


"World  Cup,  in  the  long  run,  is  goin 
to  be  good  for  business,"  calculates  Rid 
ard  DeCusati,  the  president  of  Bostor 
based  Citywide  Reservation  Service 
Inc.  "But  it  definitely  has  been  blow 
out  of  proportion." 

TURBULENT.  It  was  a  hard  sell  from  th 
outset.  To  force-feed  the  game  to  a 
American  public  that  has  stubbornly  r< 
fused  to  accept  it,  organizers  reserve 
two-thirds  of  the  3.2  million  tickets  fo 
U.  S.  sales— limiting  the  number  of  bi^ 
spending  tourists  coming  to  the  State; 
Moreover,  says  New  York-based  sport 
marketing  consultant  Brandon  Steinei 
"They  didn't  get  out  and  tie  in  with  th 
fans  who  get  emotional  over  this  stuf 
So  you  have  upper-level  managers  takin 
other-  managers  to  watch  a  sport  no  on 
understands,  in  June,  when  everyone  i 
going  on  vacation." 

And  while  U.  S.  organizers  get  genei 
ally  high  marks  for  the  staging  of  the  5! 
game  tournament,  their  promotional  e 
forts  were  partially  undone  by  a 
unwieldy  organizational  structure  and 
sometimes  politically  turbulent  interns 
tional  governing  body.  Intent  on  duplica 
ing  Peter  Ueberroth's  feat  of  turning 
profit  with  the  1984  Olympic  Games  i 
Los  Angeles,  the  U.  S.  organizing  con 
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ee  often  resorted  to  hardball  tac- 
-imposing  20%  surcharges  on  hotel 
IS  and  tickets  purchased  by  travel 
its,  for  instance— that  eventually 
e  some  packages  too  expensive  to 
iet.  "A  lot  of  [other]  tour  operators 
I'ery  unhap])y  with  them,"  says  Paul 
,  owner  of  Kings  Way  Ti-avel  in  San 
,  Calif.,  who  sold  over  10,000  trips. 
.  S.  organizers  made  turning  a  prof- 
key  part  of  their  1987  bid  to  the 
oration  Internationale  de  Football 
1.,  the  sport's  governing  body.  The 
'i-icans  pledged  to  generate  at  least 
million  in  profits  to  promote  soccer 
le  U.  S.  and  to  create  a  new  FIFA- 
tioned  proleague  after  the  games. 

problem  was  that  FIFA  controlled 
:  of  the  key  assets,  especially  the 
I  million  the  Cup  generated  from 

and  foreign-TV  rights.  In 
tion,  FIFA  got  the  $220 
on  paid  by  such  official 
sors  as  McDonald's,  Coca- 
,  and  MasterCard, 
t  became  a  situation 
re  we  had  to  go  out  and 
te  a  business  in  a  hurry," 

World  Cup  organizing 
nittee  Chairman  Alan  I. 
lenberg.  U.  S.  organizers 
all  the  revenues  from 
it  sales,  and  after  a  diffi- 

negotiation  with  FIFA, 

won  the  rights  to  share 
le  merchandise  royalties, 
also  allowed  them  to  sign 
.  lesser  class  of  sponsors, 

as  Sprint  Corp.  and  Sun 
•Qsystems  Inc.,  identified 
marketing  partners." 
ilVE  CATCH.  But  it  didn't 
'  long  for  soccer  politics 

the  conflict  inherent  in 
organizational  structure 
^orld  Cup  '94  to  come  into 
.  Soccer  great  Pele,  who 
a  roving  goodwill  ambas- 
ir  for  FIFA  and  had  been 
ited  on  to  promote  the  U.  S.  tour- 
ent,  had  a  falling  out  with  FIFA 
rman  and  fellow  Brazilian  Joao  Have- 
e  and  was  banned  fi'om  official  Cup 
its.  The  tiff  was  settled  earlier  this 
',  but  Pele,  who  appeared  worldwide 
lasterCard  International  Inc.'s  official 
cesman,  has  made  few  U.  S.  appear- 
3s.  The  delicate  balance  between 
-awarded  sponsors  and  those  gi-ant- 
ay  the  U.  S.  committee  also  broke 
n:  Both  Sprint  and  MasterCard 
ned  they  secured  the  rights  to  use 

World  Cup  logo  on  their  plastic 
Is.  A  U.  S.  court  ruled  earlier  this 
'  in  favor  of  MasterCard, 
ecause  U.  S.  organizers  never  had 
To\  over  all  the  Cup  sponsors,  FIFA- 
mged  sponsors  such  as  Coca-Cola  Co. 

MasterCard  saved  most  of  their  ad 


budgets  for  overseas  promotions.  Roth- 
enberg  was  unable  to  get  McDonald's 
Corp.,  another  FIFA  sponsor,  to  join  a 
Cup-organized  soccer  caravan  through 
the  country.  The  organizing  committee 
was  also  miffed,  say  insiders,  when  the 
hamburger  chain  chose  to  promote  the 
movie  The  Flintstones  until  just  days  be- 
fore the  opening  game.  McDonald's, 
which  denies  any  tiff  with  organizers, 
says  it  is  spending  millions  more  than  its 
$15  million  sponsorship  fee  to  promote 
the  games  worldwide.  But,  says  Robert 
G.  Solomon,  president  of  Dakin  Inc.  in 
Woodland  Hills,  Calif.,  "what  was  missing 
all  along  was  the  kind  of  marketing  you 
could  have  gotten  from  a  giant  like  Mc- 
Donald's." Dakin,  which  won  the  sole  li- 
cense to  make  plush-toy  World  Cup 
souvenirs,  now  expects  to  take  in  far 


SHIN  KICKS 


SPONSOR  SNAGS 


►  MasterCard  sues  Sprint  and  organizing  committee,  saying 
it — not  Sprint — has  the  rights  to  use  the  Cup  logo  on  its  plastic 
card.  Court  decides  in  favor  of  MasterCard. 

►  Organizers  consider  banning  beer  at  stadiums  to  help  avert 
violence  but  relent  when  Anheuser-Busch  objects. 


PROMOTIONAL  PROBLEMS 


►  Pele,  the  legendary  soccer  star,  clashes  with  soccer's  top 
official  and  makes  few  U.S.  appearances. 

►  Major  sponsors  such  as  Coke  and  McDonald's  spend  most  of 
their  money  overseas;  Disney  and  organizers  butt  heads. 

►  Bureaucratic  snags  delay  shipping  of  banners  for  cities  and 
approval  of  billboards. 


TICKET  TROUBLE 


►  Red  tape  delays  the  shipping  of  thousands  of  high-priced 
ticket  packages  for  weeks.  ' 

►  Thousands  of  tickets,  sold  to  soccer  federations  overseas  and 
to  U.  5. -based  sponsors,  are  returned  for  lack  of  interest  and 
put  back  on  the  market. 

DATA:  BUSINESSWEEK 


less  than  he  did  from  the  1984  L.  A. 
Olympics. 

Rothenberg  might  have  gotten  a  boost 
from  marketing  master  Walt  Disney  Co., 
but  the  entertainment  behemoth  bowed 
out  of  the  opening  and  closing  ceremo- 
nies because  of  disagreements  over  the 
show.  And  selling  the  games  was  made 
even  more  difficult  when  Capital  Cit- 
ie.s/ABC  Inc.,  which  has  the  U.  S.  free-TV 
rights,  decided  against  any  telecasts  in 
prime  time. 

Still,  organizers  maintain  that  all  but  6 
of  the  52  games  are  sellouts.  The  num- 
bers, however,  are  deceiving.  Tickets 
for  some  games,  such  as  Italy  vs.  Ire- 
land, were  white-hot.  But  many  others, 
scooped  up  early,  came  flooding  back  on 
the  market,  with  ticket  brokers  unable 
to  peddle  them.  A  Cup  spokesman  con- 


cedes that  more  than  100,000  tickets 
came  back  to  the  Cup  organizers  them- 
selves. Some  are  being  turned  back  by 
corporate  sponsors,  which  were  given 
as  many  as  10,000  apiece,  because  they 
couldn't  find  takers.  "We  had  to  guessti- 
mate demand  six  months  ago,"  says  Jim 
Latham,  World  Cup  project  manager  at 
General  Motors  Corp.,  which  will  not 
say  how  many  tickets  it  turned  back. 

In  May,  Cup  organizers  dropped  their 
100,000  tickets  on  the  market,  cutting 
prices  for  many  still  in  circulation.  Tick- 
ets for  games  such  as  the  Belgium-Mo- 
rocco match  in  Orlando  dipi)ed  $15  below 
their  face  value,  while  others  hovered 
near  their  printed  price.  "The  whole 
deal  was  like  trying  to  catch  a  minnow 
in  a  bucket  with  your  bare  hands,"  says 
.James  P.  Graham,  co-chair  of  Dallas'  host 
committee. 

LOST  RICHES.  What's  really 
slipping  away  seems  to  be 
soccer  loot.  Orlando  officials 
now  expect  to  get  about  half 
the  $104  million  Cup  organiz- 
ers had  predicted  for  them, 
while  Dallas  is  looking  at 
barely  one  quarter  of  the 
$266  million  projected.  And 
that's  before  subtraction  of 
such  expenses  as  added  se- 
curity and,  in  the  case  of  Dal- 
las, $150,000  to  house  the 
homeless  in  apartments.  With 
the  lost  revenues  has  been  a 
loss  of  patience  among  some 
officials.  "They  nickled  and 
dimed  us  to  death,"  says  Dal- 
las city  councilman  Chris 
Luna.  "I'm  thoroughly  con- 
vinced that  we  will  end  up 
suing  them  when  all  this  is 
over,"  says  Luna. 

The  larger  question,  how- 
ever, is  what  will  be  the  state 
of  U.  S.  soccer  when  the 
games  are  over.  Rothenberg's 
dream  of  a  j^ro  soccer  league 
is  moving  ahead  haltingly— seven  cities 
have  gathered  pledges  for  5,000  season 
tickets,  less  than  the  10,000  league  orga- 
nizers initially  requested  but  enough  to 
win  initial  franchises.  League  play,  with 
12  teams  and  a  contract  from  ESPN  to 
televise  some  of  the  games,  is  sched- 
uled to  begin  in  April,  1995. 

Things  could  brighten  in  a  hurry,  say 
organizers,  if  a  superstar  on  the  Pele 
level  emerges  to  rivet  America's  atten- 
tion. Better  yet,  a  strong  showing  by 
the  long-shot  American  team  could  galva- 
nize the  country,  much  as  the  U.  S.  hock- 
ey team  did  in  the  1980  Winter  Olym- 
pics. Sure,  it  could  happen.  Just  don't 
bet  your  NFL  season  tickets. 

By  Ronald  Grover  in  Los  Angeles,  with 
Carl  Desens  in  New  York  and  bureau 
reports 
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FISHING  I 


NOT  'SO  MANY  FISH 
THE  SEA' 


As  world  stocks  diminish,  stricter  limits  on  fishing  are  inevitable 


In  April,  Canadian  officials  charged 
into  international  waters  off  New- 
foundland and  impounded  the  Por- 
tuguese-owned trawler  Kristina  Logos. 
In  its  hold  they  found  more  than  50  tons 
of  young  cod— a  violation  of  an  interna- 
tional fishing  agreement.  Canada  has 
banned  catching  cod  and  most  other 
"gi'oundfish"  within  its  own  200-mile  lim- 
it, hoping  to  save  its  once-rich  Grand 
Banks  fishing  gi'ound.  The  April  seizure 
expanded  that  effort,  and  Brian  Tobin, 
Canada's  Fisheries  &  Oceans  Minister, 
promises  more  vigilance.  "We  have  to 
put  aside  our  lust  for  more  and  under- 
stand that  [the  fish]  are  disappearing," 
says  Tobin.  "It  would  be  irresponsible 
not  to  act." 

Today,  fully  one-third  of  the  200  fish- 
eries worldwide  monitored  by  the  U.  N.'s 
Food  &  Agriculture  Organization  (FAO) 
are  depleted  or  being  overfished.  Some 
40%  of  species  the  U.  S.  monitors  are 
too,  while  an  additional  42%  have  lower 
populations  than  needed  to  produce  the 
best  catches.  "We  need  to  rebuild  de- 
pleted stocks  to  provide  long-term, 
healthy  economic  conditions  for  fishing 
communities,"  says  Holland  A.  Schmit- 
ten,  director  of  the  U.  S.  National  Marine 
Fisheries  Service  (nmfs). 
HIGH  STAKES.  This  view  is  prompting  ac- 
tion on  two  fronts.  Short-term,  six  coun- 
tries agreed  last  year  to  stop  pollack 
fishing  for  two  years  in  the  "donut  hole," 
international  waters  in  the  Bering  Sea. 
The  International  Commission  for  the 
Conservation  of  Atlantic  Tunas  has  cut 
1995  quotas  for  Atlantic  tuna  50%  from 
1993  levels.  Salmon  fishing  is  banned 
this  year  off  the  Pacific  Northwest.  And 
in  May,  rules  to  stop  overfishing  off 
New  England  took  effect. 

Meantime,  governments  are  working 
to  lay  the  foundation  for  better  long- 
term  management.  In  August,  delegates 
from  80  nations  will  meet  at  the  U.  N. 
in  New  York  to  forge  an  agreement  for 
harvesting  the  high  seas.  This  summer, 
Congress  is  scheduled  to  reauthorize 
the  Magnuson  Act,  the  law  that  regu- 
lates fishing  in  U.  S.  waters.  Environ- 
mentalists, the  Clinton  Administration, 
and  some  in  industry  will  press  for 


measures  to  strengthen  conservation. 

The  stakes  are  high.  Worldwide,  the 
FAO  estimates,  overfishing  and  poor  man- 
agement lower  the  optimum  revenues 
from  fishing  by  at  least  $15  billion  a 
year.  Since  1989,  too  many  boats  chasing 
too  few  fish  have  kept  the  world  fleet 
operating  at  a  loss,  despite  $54  billion  in 
annual  subsidies.  In  jeopardy  in  the  U.  S. 
are  a  fishing  and  processing  industry 
that  added  $18.5  billion  to  the  gross  do- 
mestic product  in  1992.  Fish  are  also  a 
key  source  of  protein  for  nearly  20%  of 
the  world's  people,  and  essential  for 
maintaining  ocean  ecosystems. 

A  variety  of  factors  has  created  the 


more  effective  nets  have  increased  b 
catch— the  hauling  of  unintended  speci 
that  are  thrown  back  dead.  In  the  GuK 
Mexico  and  the  South  Atlanti 
shrimpers'  bycatch  helps  explain  an  85 
decline  in  snappers  and  groupers  in  tho: 
waters  over  the  past  20  years. 

The  most  serious  problem  may  be  tl, 
surplus  of  boats.  Overcapitalization  h;j| 
created  a  "crazy  race  for  fish,"  says  Jr 
seph  R.  Blum,  executive  director  of  tl| 
American  Factory  Trawler  Assn.  FueU 
by  subsidies,  the  world  fleet  now  totai 
L2  million  boats;  since  1975,  the  numb«j 
of  trawlers  on  the  high  seas  has  ris(,^ 
30%.  With  more  boats,  the  catch  pi 
vessel  falls,  as  do  profits— even  thou| 
prices  soar  (charts).  In  Alaska,  it  no  J 
takes  the  5,000  or  so  boats  that  fish  f 
halibut  just  36  houi's  to  catch  the  limit 
vs.  120  days  in  the  mid-1970s. 

To  make  matters  worse,  quotas  al 
hard  to  enforce,  often  set  too  high,  ar| 
come  too  late.  Although  nmfs  scientisa 
started  advising  the  New  England  Fis^ 
eries  Management  Council— one  of  eig.j 
set  up  under  the  Magnuson  Act— to  c4 
catches  of  gi'oundfish  such  as  cod  ai 


THE  DECLINE  OF 
FISHING  HAULS... 


..HAS  SENT  WHOLESALE 
PRICES  CLIMBING 

kS4.0 


NEW  ENGLAND 
HARVEST  OF  GROUNDFISH 

COO,  HADDOCK,  FLOUNDER, 
AND  OTHERS 
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current  crisis.  Since  1960,  the  total  catch 
of  ocean  fish  and  shellfish  has  risen  66%, 
to  82  million  metric  tons  in  1992.  To 
reach  that  level,  fleets  fish  for  more  spe- 
cies and  catch  younger  fish,  which  cuts 
the  number  of  adults  of  spawning  age. 
Meanwhile,  the  exi^losion  of  people  living 
near  seacoasts  has  damaged  critical  fish 
habitats  and  spawning  gi'ounds  in  estuar- 
ies. Sophisticated  technology,  such  as  so- 
nar, and  the  use  of  factory  ships  continue 
to  make  fishing  more  efficient.  Larger, 


In  Alaska,  5,000  boats 
catch  the  season  limit  in 
halibut  in  just  36  hours 


haddock  in  the  late  1970s,  the  couni: 
refused.  Throughout  the  1980s,  it  tri 
stopgap  measui'es  that  Vaughn  Anthorj, 
NMFS  chief  scientific  adviser  in  Nef 
England,  calls  "window  dressing."  Suf 
enough,  catches  of  groundfish  plungj 
39%  from  1990  to  1993. 

Even  then,  it  took  a  lawsuit  from  efe 
vironmentalists  and  pressure  from  Coi-i 
merce  officials  to  force  the  council  f\ 
act.  The  May  1  plan  includes  a  moratc- 
ium  on  boat  licenses.  It  also  cuts  t? 
number  of  allowed  days  at  sea  by  i 
much  as  50%  over  five  years,  with  tJ 
goal  of  reducing  the  number  of  fish  tti 
en  each  year,  now  70%  of  the  populatic, 
to  30%.  To  ease  the  pain  for  20,000  fi^ 
ers,  some  of  whom  are  sure  to  go  brol. 
the  Commerce  Dept.  has  committed 
million  in  aid,  some  of  which  will  pay  I 
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If  Gary  Thorn  had  an  IBM  PC  Server,  he  could  watch  his  company  grow 
from  five  to  fifty  employees  without  having  to  buy  a  new  server.  Why,  he  could  even  pass 
on  the  savings  to  his  customers.  Now,  there's  an  idea. 


The  IBM  PC  Server  for  small  business. 
Now  available  to  Gary  Thorn. 
And  everyone  else. 


ore  information,  contact 
luinorized  dealer 
our  Personal  Systems 
;enter  at  1-800-772-2227 


nvironment 


low-interest  loans  to  help  restructure 
debt.  It  also  plans  to  mount  a  boat-buy- 
out program.  Even  so,  "the  plan  just 
gets  rid  of  overfishing,  it  doesn't  rebuild 
stocks,"  says  Anthony. 

Other  initiatives  are  aimed  at  that. 
In  the  Gulf  Coast  this  summer,  the 
shrimp  industry  is  testing  nets  that  may 
cut  the  bycatch  of  finfish  50%.  More 
fisheries  are  experimenting  with  indi- 
vidual transferable  ([uotas,  or  iTQs,  to 
limit  entry.  ITQ  systems  allocate  a  share 
of  an  allowable  catch  to  ITQ  holders,  who 
then  can  use  or  trade  the  rights.  Next 
year,  Alaska  will  try  iTQs  in  its  halibut 
and  sable  fisheries.  But  ITQs  are  contro- 
versial, in  part  because  overfishing  is 
still  a  danger.  Without  strong  enforce- 
ment and  limits  on  catches  that  are  low 
enough  to  maintain  fish  poj^ulations,  they 
don't  work. 

DICEY  WATERS.  In  the  meantime,  the  Clin- 
ton Administration  is  pushing  for  chang- 
es in  the  Magnuson  Act:  They  would 
require  the  Commerce  Dept.  to  annually 
report  overfished  stocks,  then  give  the 
management  councils  one  year  to  de- 
sign a  plan  to  stop  overfishing  and  re- 
build stocks.  If  they  didn't.  Commerce 
could.  The  changes  would  also  mandate 
efforts  to  reduce  bycatch,  preserve  crit- 
ical fish  habitats,  and  allow  fisheries 
managers  to  charge  user  fees  to  help 
finance  better  management.  There  will 
certainly  be  debate  over  these  propo- 
sals, but  Commerce  Secretary  Ronald 
H.  Brown  foresees  a  "positive  climate 
for  reauthorization." 

Forging  a  U.  N.  agreement  on  high- 
seas  fishing  will  be  dicier.  Fish  from 
international  waters  are  about  10%  of 
the  world  catch.  Although  some  agree- 
ments exist,  they  are  violated  with  im- 
punity, and  some  20%  of  high-seas  ves- 
sels are  registered  in  countries  that 
haven't  signed.  Canada,  Chile,  environ- 
mentalists, and  some  U.  S.  industry 
groups  want  a  deal  that  includes  quotas 
to  conserve  fishing  stocks  and  "enforce- 
ment mechanisms  so  that  no  nations  can 
escape  them,"  says  Tol)in.  So  far,  though, 
countries  with  large  fleets— Taiwan,  Ja- 
pan—and the  European  Union  have 
balked.  Success,  says  Tobin,  depends  on 
whether  the  European  Union  and  the 
U.  S.  back  quotas  and  enforcement.  By 
late  June,  the  EU's  opposition  seemed 
to  be  softening,  but  the  U.  S.  govern- 
ment hadn't  tipped  its  hand. 

In  the  meantime,  waiting  for  action 
can  be  frustrating  lor  scientists  who  track 
the  fish.  Says  NMFS  liiologist  Anthony:  "I 
hope  we've  learned  oui-  lesson,  so  that 
we'll  manage  ocean  ecosystems  for  fu- 
ture generations  of  fish  and  fishermen." 

Bii  Emily  Smith  in  Neir  York,  irith 
William  C.  Sipnotuh  in  Toronto 


EBB  TIDE 
IN  THE  GRAND  BANKS 


When  explorer  John  Cabot 
discovered  Newfoundland  in 
1497,  the  cod  were  so  plenti- 
ful the  crew  caught  them  in  baskets,  a 
bounty  that  eventually  spawned  hun- 
dreds of  fishing  villages.  But  this  sum- 
mer, the  cod  served  at  Tanker  Inn,  a 
cafe  in  Arnold's  Cove  (pop.  1,400),  was 
caught  by  Russian  trawlers  in  the  Bar- 
ents Sea.  There's  a  Canadian  morator- 
ium on  cod  fishing— and  it's  sinking 
the  province's  economy. 

Decades  of  overharvesting  plus  a 
climatic  shift  that  has  cooled  local  wa- 
ters have  devastated  Newfoundland's 


IDLED  FISHING  BOATS:  UNEMPLOYMENT  HAS  PASSED  30% 


fishing  gi-ounds.  Canadian  cod  catch- 
es plunged  90%  from  1988  to  1993. 
And  biologists  say  the  number  of  ma- 
ture northern  cod  has  fallen  to  1%  of 
the  level  needed  to  sustain  a  healthy 
population.  The  fear  is  that  "this  once- 
rich  fishing  area  may  become  a  ma- 
rine desert,"  says  Brian  Tobin, 
Canada's  Fisheries  Minister.  Late  last 
year,  the  government  extended  its 
1992  ban  on  northern  cod  to  some  oth- 
er species.  And  on  May  31,  it  said  it 
will  arrest  ships  trolling  for  cod  out- 
side its  waters— though  arguably  that's 
going  beyond  international  law. 

Meantime,  the  cod  ban  has  shut 
down  two-thirds  of  the  fishing  industry 
in  Canada's  most  depressed  province. 
Some  30,000  industry  workers  are  idle, 
boosting  unofficial  joblessness  to  30%- 
plus.  In  the  outports,  "there's  nothing 
except  fishing,"  notes  Benedict  Leo- 


nard, 44,  of  Southern  Harbour,  wh^ 
started  in  his  teens.  His  income 
down  70%  since  1991,  to  $15,000,  but 
won't  leave  the  fishery  without 
fight,"  he  says.  "What  else  can  I  dol 
Still,  many  of  Leonard's  comrade 
won't  return  to  the  sea.  No  one  ca 
"tell  you  when  the  cod  are  comin 
back,"  concedes  Walter  C.  Carter,  Nev 
foundland's  Fisheries  Minister.  Eve 
optimists  don't  expect  a  recovery  unt 
the  turn  of  the  century.  And  by  thei 
officials  predict,  fishing  will  suppoi 
only  half  as  many  workers  as  now. 
So  far,  the  outports  have  bee 
saved  by  government  sui 
port  payments,  now  34%  ( 
income  for  the  province 
580,000  residents.  Canad 
is  also  phasing  in  a  $1.5  bi 
lion  program  to  provid 
idled  fish-industry  worker 
$275  a  week  for  up  to  fiv 
years,  plus  training  for  otl 
er  trades.  Newfoundlan 
Premier  Clyde  Wells  als 
plans  tax  moratoriums  fc 
up  to  10  years  to  lure  con 
panies  that  don't  compet 
with  existing  businesses. 

There's  reason  for  hop 
Although  fishing  has  bee 
the  leading  employer,  it 
less  than  10%  of  local  gros 
domestic  product.  Th 
year,  the  economy  ma 
grow  1%,  thanks  to  th 
$4.5  \)\\\\ow  Hibernia  oil  platform.  Som 
4,000  workers  are  building  the  rig,  di; 
for  completion  in  1997.  Meanwhile,  M 
morial  University  of  Newfoundland 
capabilities  in  marine  and  cold-weath( 
research  have  helped  spawn  a  higl 
tech  industry  with  more  than  1,0C 
employees.  And  local  fish  processoi 
are  finding  new  markets— handlin 
Russian  cod  and  preparing  arctic  su 
clams  for  Japan's  sushi  bars. 

The  problems  for  fishers  are  th; 
few  have  high-tech  skills  and  that  mo: 
outports  are  too  isolated  to  attract  ii 
dustry.  "What  do  you  do  if  your  lif^ 
your  family,  and  your  community  ai 
all  linked  to  the  fishery,  but  there  ai 
no  fish?"  asks  Tobin.  One  way  or  a) 
other,  the  island's  traditional  way 
life  is  going  to  go  the  way  of  the  fisl 
By  William  C.  Synionds  in  Arnold 
Cove,  Nfld. 
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ENVIRON 


If  Joaquin  Corr  had  a  ThinkPad  360,  his  warranty' would  be  honored  around  the  world. 

And  anywhere  else  ThinkPads  are  sold. 


The  IBM  ThinkPad  "  360. 
Now  available  to  Joaquin  ('orr. 
And  everyone  else. 


ndustries 


INDUSTRIAL  OUTLOOK  I 


A  SWEET  SURPRISE 
FOR  U.S.  INDUSTRY 


From  semiconductors  to  steel  to  autos,  growth  is  healthy — despite  the  Fed's  rate  hikes 


As  a  company  that  has  logged  $L2 
billion  in  losses  over  the  past 
three  years  and  just  Vjegan  cut- 
ting 15,000  jobs,  Delta  Air  Lines  Inc. 
wouldn't  seem  to  have  much  to  cheer 
about.  Wrong.  Passenger  traffic  is  jet- 
ting ahead  on  Delta's  international  and 
domestic  routes— up  13%  and  4.5%  re- 
spectively in  May.  Better  yet,  Delta  is 
looking  at  double-digit  increases  in  book- 
ings for  the  crucial  summer  travel  sea- 
son, even  for  its  long-troubled  North 
Atlantic  service.  "We  expected  bookings 
to  be  strong,  but  they're  a  lot  better 
than  we  anticipated,"  says  Robert  W. 
Coggin,  Delta's  senior  vice-president  for 
marketing.  "There's  a  lot  of  pent-up  de- 
mand out  there." 

Delta  is  not  alone.  From  semiconduc- 
tors to  steel,  U.  S.  industry  is  finding 
business  sui'prisingly  strong,  despite  four 
interest-rate  hikes  by  the  Federal  Re- 
serve since  February  and  market  jit- 
ters over  the  resurgence  of  inflation. 
Big  manufacturers  such  as  Caterpillar 
Inc.  have  been  running  plants  all-out, 
while  capacity-pinched  Chrysler  Corp. 
is  even  turning  away  orders.  "Economic 
growth  will  continue,"  says  Henry  B. 
Schacht,  chief  executive  of  Cummins  En- 
gine, which  is  experiencing  its  strongest 
demand  in  a  decade. 
REFRAMED  FORECASTS.  To  be  sure,  some 
industries,  such  as  commercial  aircraft 
manufacturing,  remain  in  a  slump.  But 
others  have  discovered  that  business 
will  be  mildly  above  plan,  at  least  for  a 
while.  The  U.  S.  auto  industry  is  expect- 
ed to  produce  up  to  15.2  million  cars 
and  light  trucks  this  year— 500,000  more 
than  forecast  six  months  ago.  And  pro- 
jections of  chip  industry  growth  this 
year  have  been  raised  a  solid  six  points, 
to  20%. 

And  what  of  those  interest-rate  fears 
that  have  so  roiled  the  U.  S.  bond  mar- 
ket? "So  far,  they  haven't  affected  our 
capital-investment  plans,"  says  Marvin 
Burkett,  chief  financial  officer  of  Ad- 
vanced Micro  Devices  Inc.,  which  is 
spending  $1.4  billion  on  two  chip  facto- 
ries in  Texas  and  Japan.  And  while 
would-be  homeowners  may  be  wary, 
higher  rates  haven't  choked  off  the  nas- 


cent recovery  in  commercial  real  estate. 
"Two  months  ago,  [real  estate]  borrow- 
ers were  hesitating,  but  then  the  whole 
market  shifted,  and  people  went  right 
along  with  it,"  says  Richard  C.  Clotfelter, 
president  of  CB  Commercial,  a  big  com- 
mercial real  estate  broker  that  has  seen 
its  sales  jump  more 
than  40%  so  far  this 
year. 

Indeed,     a  new 

BUSINESS  WEEK/Louis 

Harris  &  Associates 
Executive  poll  shows 
that  top  managers  ai-e 
far  from  fearful  of  the 
economic  future  (page 
68).  Fully  90%  of  the 
401  senior  executives 
surveyed  were  opti- 
mistic about  the  out- 
look for  the  U.S. 
economy  in  the  next 
year,  up  from  83%  in 
a  similar  query  last 
December.  Likewise, 
only  half  of  the  execu- 
tives polled  expect 
long-term  interest 
rates  to  increase  over 
the  next  12  months, 
compared  with  two- 
thirds  of  the  respon- 
dents six  months  ago. 

Such  optimism  is 
bolstered  by  some  re- 
cent economic  data.  In- 
dustrial production 
posted  its  12th  consec- 
utive monthly  increase 
in  May.  The  jobless 
rate  fell  0.4%,  to  6%, 
in  May,  while  fii"st-time 
claims  for  unemploy- 
ment benefits  record- 
ed an  unexpectedly 
large  drop  in  early 
June.  Manpower  Inc.'s 
thii'd-quarter  survey  of 
15,0(X)  companies  found 
that  29%  plan  to  hire 
workers  this  summer, 
the  most  bullish  fore- 
cast since  1989.  And 


66  BUSINESS  WEEK/JULY  4,  1 994 


with  strong  activity  in  the  South 
West,  housing  starts  logged  a  surpris  » 
2.6%  increase  in  May,  to  an  annual  r  K 
of  1.51  million  units. 

Evidence  of  continuing  strength 
is  showing  up  in  service  businesses.  ( 
tas  Corp.,  which  provides  uniforms 


8  er 


nillion  American  workers  at  compa- 
such  as  Albertson's  Supermarkets 
Southwest  Airlines  Co.,  is  seeing 
market  expand.  "In  the  last  six 
ths,  for  the  first  time  in  five  years, 
customers  are  growing,"  says  Chair- 
Richard  T.  Farmer, 
he  downside  is  that  after  slashing 
fs  and  shuttering  factories,  many 
.  companies  are  facing  a  capacity 
ich.  As  they  scramble  to  keep  up 
I  surging  industrial  demand,  U.  S. 
Imakers  are  importing  unfinished 
s  from  overseas.  PaineWebber  Inc. 
nates  that  steel  imports  could  reach 
nillion  tons  this  year,  up  from  19.5 
on  last  year. 

uto  capacity  is  tight,  too.  Driven 
high  consumer  demand  and  low 
3  rates,  Detroit  racked  up  stronger- 
i-expected  20%  sales  growth  in  the 
quarter.  Sales  have  cooled  a  bit, 


partly  because  of  a  shortage  of  models 
such  as  the  Chevrolet  Lumina  and 
Ford  Tempo,  which  are  undergoing 
model  changeovers.  Still,  Chrysler 
has  273,000  orders  it  can't  fill  for  1994- 
model  cars  and  trucks.  Overall,  auto 
makers  plan  an  18.9%  increase  in  third- 
quarter  production,  despite  higher  fi- 
nance rates. 

RETAIL  TIGHTROPE.  Bottlenecks  have  al- 
lowed some  industries  wide  latitude  in 
pricing.  Building-materials  giant  USG 
Corp.  has  raised  drywall  prices  in  each 
of  the  past  eight  quarters— for  a  total  in- 
crease of  33%  in  just  two  years.  usG  is 
running  most  of  its  plants  three  shifts  a 
day,  seven  days  a  week.  "For  us  the 
bellwether  is  consumer  confidence,  rath- 
er than  interest  rates,"  says  Vice-Presi- 
dent Matthew  P.  Gonring.  "Confidence  is 
still  high,  and  we  have  not  revised  our 
forecasts  downward." 

The  chance  that 
such  aggressive  price 
rises  might  become 
widespread  is  one  rea- 
son Fed  Chairman 
Alan  Greenspan  and 
U.  S.  bond  markets 
have  been  so  edgy. 
But  import  competi- 
tion and  excess  for- 
eign capacity  should 
keep  most  industries 
from  raising  prices  too 
much.  Steelmakers 
have  announced  a 
modest  3%  price  in- 
crease effective  July  L 
Most  industries  that 
cater  to  consumers 
are  wary  of  price 
hikes,  though.  Recent 
healthy  airline  traffic, 
for  example,  is  due  in 
part  to  a  5.4%  price 
decline  in  May,  the 
largest  one-month 
drop  in  airfares  in  25 
years.  "The  competi- 
tive situation  in  the 
retail  industry  is  such 
that  it's  very  difficult 
to  raise  prices,"  says 
Sears,  Roebuck  &  Co. 
CEO  Edward  A.  Bren- 
nan.  "In  fact,  we're 
seeing  price  deflation 
[on  many  goods]." 

Indeed,  retailers 
and  others  realize 
they  are  walking  a 
tightrope  at  this  stage 
of  the  recovery.  Small 
interest-rate  increases 
have  relatively  minor 
immediate  impacts:  A 
one-percentage-point 
rise  in  finance  rates 


boosts  the  monthly  payment  on  the  typ- 
ical auto  loan  by  only  $7,  according  to 
Salomon  Brothers  Inc.  analyst  Jack  V. 
Kirnan.  But  rising  rates  can  chip  away 
at  consumer  confidence.  And  mortgage 
refinancings,  which  helped  fuel  last  fall's 
spending  binge,  have  slowed  sharply. 
"With  the  refinancing.  ;ame  over,  con- 
sumers are  looking  at  a  less  optimistic 
future  where  they'll  have  to  expand 
their  debts,"  says  First  Chicago  Chief 
Economist  James  E.  Anabel. 

Even  if  consumer  demand  fades  later 
this  year,  many  U.  S.  businesses  can 
look  to  exports  to  pick  up  some  of  the 
slack.  European  Union  economies  are 
expected  to  expand  by  1.6%  this  year, 
after  a  0.3%  contraction  in  1993.  And 
demand  in  Japan  finally  seems  to  be 
picking  up.  "Now  the  stagnant  econo- 
mies of  the  world  seem  lo  be  recover- 
ing—soft recoveries,  but  i  '  overies  nev- 
ertheless—which should  help  U.  S. 
exports,"  figures  Allen  1  Sinai,  chief 
economist  at  Lehman  Bi  others  Global 
Economics. 

Still,  many  worry  that  the  Fed's  ac- 
tion to  head  off  inflation  may  end  the 
party  prematurely.  Such  moves  could 
be  partijcularly  dangerous  next  year, 
when  many  economists  fear  that  lag- 
ging real  income  growth  and  increased 
tax  payments  could  foii-  3  consumers  to 
rein  in  spending.  DRi/M.  Graw-Hill  pre- 
dicts that  real  gross  domestic  product 
gi-owth  could  fall  to  a  slim  1.9%  in  1995. 
"What  keeps  us  out  of  recession  is  that 
the  Fed  hasn't  tightened  too  :nuch,"  says 
DRI  economist  David  A.  Wvs  .  "My  wor- 
ry is  that  if  the  economy  u  engthens  a 
bit  more  and  the  Fed  tightens  too  much, 
we  could  get  a  recession  toward  the  end. 
of  next  year."  Just  as  bad,  the  weaken- 
ing dollar  could  force  the  Fed  to  raise 
rates  sooner  than  warranted  by  the  do- 
mestic economy. 

LESS  TORRID.  For  now,  whok  ale  and  re- 
tail sales  and  other  data  si.ggest  that 
higher  rates  are  slowing  the  economy 
only  slightly.  Sinai  predicts  tliat  growth 
in  GDP  will  average  3.5%  for  1994.  That's 
well  below  the  torrid  7%  GD,  growth  of 
late  1993— but  still  respectal  . 

And  more  sustainable.  "I  ■  ou  have  a 
stable  economy  in  which  turner  p.sy- 
chology  is  good  and  people  i.  el  they're 
going  to  keep  their  jobs,  they  buy 
homes,"  says  Leonai-d  Miller,  chairman  of 
Lennar  Corp.,  Florida's  largest  builder. 
"I  see  it  as  a  good  market  for  home- 
builders— not  for  record  starts,  but  for 
sustainable  growth." 

For  many  U.S.  industries  already 
wowed  by  the  economy's  vigor,  a  sus- 
tained exjiansion  would  be  the  most  wel- 
come surprise  of  all. 

By  James  E.  Ellis  in  Chicago,  with 
Christopher  Farrell  and  Suzanne  Wool- 
ley  in  New  York,  and  bureau  eports 
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Business  Week/Harris  Executive  Poll 


GREATER  EXPECTATIONS 


First,  some  questions  about  the  economy. 


THE  ECONOMY:  GUARDED  OPTIMISM 

■  Overall,  how  would  you 
characterize  your  outlook  for 
the  U.S.  economy  in  the  next 
12  months— would  you  say 
you  are  very  optimistic,  some- 
what optimistic,  somewhat 
pessimistic,  or  very  pessimistic? 


6/94  12/93 

Very  optimistic  8% ...  3% 

Somewhat  optimistic . . .  82% . .  80% 
Somewhat  pessimistic . . .  9% . .  16% 

Very  pessimistic  1%. . .  1% 

Not  sure  0%...0% 


GDP:  GROWING  UP 

■  Compared  with  the  last  12  months, 
do  you  think  the  rate  of  growth 
of  the  gross  domestic  product  will 
go  up,  go  down,  or  stay  the  same 
over  the  next  1 2  months? 


6/94  12/93 

Go  up  44%. .  .25% 

Go  down  18%. . .  .9"/^ 

Stay  the  same  . .  38%. . .  65% 
Not  sure  0%. . . .  1% 


INFLATION:  NOSING  HIGHER 

■  Compared  with  the  last  12 

6/94 

12/93 

months,  do  you  think  the  rote  of 

Go  up  

50% 

.  .40% 

inflation,  based  on  the  CPI,  will 

Go  down  

3%  . 

.  . .  5% 

go  up,  go  down,  or  stay  the 

Stay  the  some 

.  47%  . 

.  .  55% 

same  over  the  next  1 2  months? 

Not  sure  

0%  . 

...  0% 

TREASURY  RATES:  STILL  RISING 

■  Compared  with  where  it  is  right 

6/94 

12/93 

now,  do  you  think  the  30-year 

Go  up  

52% . 

67% 

Treasury  rate  will  go  up,  go  down. 

Go  down 

18% 

. . .  5% 

or  stay  the  same  over  the  next 

Stay  the  same 

.  26% . 

.  .  27% 

12  months? 

Not  sure  

4%  . 

.  . .  1% 

JOBLESSNESS:  SLIGHT  IMPROVEMENT 

■  Compared  with  the  last  12 

6/94 

12/93 

months,  do  you  think  the 

Go  up  

13%  . 

.21% 

unemployment  rate  will  go 

Go  down 

43%. 

. .  34% 

up,  go  down,  or  stay  the  same 

Stay  the  same 

.  44%  . 

.  .  44% 

over  the  next  1 2  months? 

Not  sure  

0%  . 

. .  .  1% 

YOUR  COMPANY 

And  now  some  questions  about  your  expectations  for  your  compa- 
ny over  the  next  12  months.  Please  give  your  best  estimate. 
■  Do  you  think  each  of  the  following  will  increase  or  decrease  be- 
tween now  and  June,  1993? 


Increase  Decrease  Same 

Not 

6/94 

sure 

Sales  

91% 

.  .  5%  . 

.  .  3% 

.  1% 

Full-time  employees  

47% .  . 

27% 

.  25% 

.  1% 

Investment  in  plant  and  equipment  .  . 

.  69% 

10% 

17% 

.4% 

Typical  prices  of  standard  products 

or  services  

58% . 

.  13%  . 

.  28% 

.  1% 

Exports  

57% . 

.  .  4%  . 

.  .  8% 

31% 

Waqes  and  salary  rates  

85% . 

.  .  2%  . 

13% 

.  0% 

Health-care  costs  per  employee  

70% 

.  14%  . 

.  15% 

.  1% 

Investment  in  research  &  development. 

.  54% . 

.  12%  . 

26% 

.  8% 

PROFITS,  PROFITS,  EVERYWHERE.. 


6/94 


■  Did  your  company  make  a 

Yes  

 94% 

profit  in  1993,  or  not? 

No  

 6% 

Not  sure   

 0%! 

...AND  MORE  TO  COME 

6/94 

■  [If  yes,]  do  you  think  your 

Increase  

 S3y, 

profits  will  increase  or  decrease 

Decrease  

 9%, 

in  1994  compared  with 

Same  

 5y< 

1993  profits? 

Not  Sure  

 y/. 

HEALTH-CARE  REFORM:  THUMBS  DOWN 

■  If,  as  a  result  of  health-care  reform,  ail  employers  except  the 
smallest  are  required  to  provide  health  insurance  for  their  full-time 
employees,  would  that; 

6/94 

Be  better  for  your  company  than 
the  system  we  have  now,  or  not? 
Help  your  company  control  its 
health-care  costs,  or  not? 
Discourage  your  company  from 
hiring  new  employees,  or  not? 
Act  as  a  net  drag  on  the 
U.S.  economy,  or  not? 


FOREIGN  SALES:  EVEN  BETTER 

■  Over  the  next  1 2  months,  do 
you  think  that  your  foreign 
sales  will  be  a  higher  or  lower 
percentage  of  your  total  sales, 
compared  with  the  past  1 2 
months? 


Would 

Wouici 
not  c 

No 

^ange 

Not 

sure  1 

13%  . 

. . 69%.  . . 

11%. 

■  ■  7%j 

14%.  . 

. .  73% 

5%. 

.  .  8% 

30% . . 

. .  62% 

3%. 

. .  5% 

79% . 

.  .  16% 

0%. 

•  • 

6/94 

12/9:| 

.55%, 


Higher  . . 

Lower  8% 

Same  10% 

No  overseas 

sales  .26%. 


.  49%! 

.  .  7% 


Not  sure  1%  3% 


GREENSPAN'S  GRADE:  B+ 

■  How  would  you  rate  the  job 
Alan  Greenspan  and  the  Federal 
Reserve  are  doing— excellent,  pretty 
good,  only  fair,  or  poor? 


Excellent  16%.i 

Pretty  good  58% 

Only  fair   24% 

Poor   2% 

Not  sure  0% 


FED  POLICY:  OVERWHELMIHG  SUPPORT 

■  As  you  might  know,  since  the  first  6/94 

of  the  year  the  Federal  Reserve         Too  aggressive   31% 

Board  has  acted  to  raise  interest  Not  aggressive  enough  . .  4% 

rates  four  times.  Do  you  think  the       About  right  65% 

Federal  Reserve's  interest-rate  policy  Not  sure  0% 

has  been  too  aggressive,  not 
aggressive  enough,  or  about  right? 


Edited  by  Mark  N.  Vamos  and  Michele  Galen 


Survey  of  401  senior  executives  drown  from  the  BUSINESS  V^EEK  1000. 
Interviews  were  conducted  June  1-10,  1994,  for  BUSINESS  WEEK  by 
Louis  Harris  &  Associates  Inc.  Prior  poll  was  of  402  senior  executives  o 
the  BUSINESS  v^EEK  1000,  conducted  on  Dec.  10-20,  1993. 
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INDU; 


\  WICK  5>immons,  utu  Kruaentiai  ^jecuriiies  / 


We  provide  training  for  all  of  our  brokers,  from  our  hand-picked  recruits,  to  our  seasoned  veterans. 


 §  

We  train  them  in  everything  from  retirement  planning  to  growth  investing. 


^  

The  title  financial  advisor  must  be  earned.  It's  not  just  businesscard  decor. 


 ?  

We  tell  our  FA's,  "Have  the  guts  to  admit  when  you  don't  have  an  answer,  then  go  get  it." 


 §  :  

With  a  support  team  of  analysts,  researchers,  and  other  experts,  our  FA's  can  find  an  answer. 


9  

As  a  broker,  I  learned  to  put  clients  before  commissions.  That's  the  cornerstone  of  our  training  program. 


 ?  

At  this  firm,  we  believe  that  training  isn't  just  a  seminar  or  two.  Training  is  a  way  of  life. 


Prudential  Securities  (& 

Prudential  Securities  today.  It  starts  with  straight  talk. 
To  speak  to  a  broker  call  800-654-5454. 
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OGILVY'S 
BIG  BET  ON 
BIG  BLUE 


■  For  Chairman  Charlotte  Beers,  the  new  account 
has  helped  silence  critics  who  say  she's  out  of  her 
depth.  But  can  her  focus  on  "brand  stewardship"  see 
IBM  through  its  wrenching  self-transformation? 


Will  it  make  up  for  lost  clients? 

Charlotte  Beers  was— to  put  it  mild- 
ly—in a  bind.  Several  months  ago, 
David  Ogilvy,  the  legendary 
founder  of  Ogilvy  &  Mather  Worldwide 
Inc.,  sent  the  ad  agency's  chairman  a 
memo  suggesting  she  hire  a  worldwide 
creative  director  for  the  agency.  Ogilvy— 
who  just  turned  83,  doesn't  fly,  and  lives 
in  a  12th  century  French  chateau— pro- 
posed himself  tor  the  job. 

Beers,  the  first  head  of  Ogilvy  to 
come  from  outside  the  agency's  ranks, 
knew  he  wasn't  a  serious  candidate.  But 
she  has  tried  to  give  him  a  role  in  the 
agency.  Recently,  for  example,  she 
scheduled  a  board  meeting  at  his  castle 
and  gave  the  former  chairman  a  chance 
to  address  the  senior  executives.  In  this 
case,  however,  Ogilvy  says  she  ignored 
his  proposal.  Ogilvy,  who  adds  that  he  is 
a  fan  of  Beers,  now  laughs  off  the  whole 
episode:  "I'm  rather  relieved  she  never 
accepted  the  suggestion." 

It's  clear  David  Ogilvy  bears  no  ill 
will  toward  Beers.  But  two  years  into 
her  job,  the  58-year-old  Beers  is  still 
struggling  to  put  her  stamp  on  a  shop 
steeped  in  the  legacy  of  its  founder  and 
his  successors.  "I  get  letters  from  five 
ex-CEOs,"  says  Beers  ruefully,  "At  times, 
it  makes  it  very  difficult  to  steer  the 
course  because  I  have  a  lot  of  sophisti- 
cated second-guessing." 
"KIND  OF  SPOOKY."  The  second-guessing 
isn't  likely  to  end  soon.  On  May  24, 
Ogilvy  landed  the  biggest  new  assign- 
ment in  advertising  history:  the  world- 
wide account  of  IBM,  with  billings  of 
$400  million  to  $500  million.  But  almost 
immediately,  Ogilvy  lost  its  other  high- 
tech clients:  It  resigned  both  Compaq 
Computer  Corp.'s  $40  million  account  in 
Europe  and  Microsoft  Corp.'s  $70  million 
worldwide  account.  Its  direct-marketing 
arm  lost  Hewlett-Packard  Co.  and  Intel 
Corp.  Most  damaging,  AT&T  pulled  $100 
million  in  billings,  primarily  in  direct 
marketing  (table,  page  73). 

The  IBM  victory  may  also  be  less  than 
it  seems.  One  Big  Blue  insider  says  the 
company  has  sharply  curtailed  its  1994 
marketing  budgets  in  the  U.S.  and  over- 


seas. As  a  result,  he  says,  IBM's  world- 
wide billings  are  closer  to  $200  million. 
Even  if  IBM  were  to  pay  Ogilvy  a  his- 
toric 15%  commission  on  billings— almost 
unheard  of  these  days— that  would  gen- 
erate revenues  of  only  $30  million.  By 
contrast,  the  agency  pulled  in  revenues 
of  $38  million  on  the  AT&T,  Compaq,  and 
Microsoft  accounts,  according  to  one  in- 
sider. What's  more,  IBM  is  undergoing 
the  most  wrenching  restructuring  in  its 
history.  "It's  kind  of  spooky,"  says  a  top 
Ogilvy  executive. 

Beers  won't  disclose  what  IBM  is  pay- 
ing Ogilvy.  But  agency  insiders  insist 
the  compensation  will  more  than  offset 
lost  revenue.  And  anyway,  says  Beers, 
IBM's  billings  are  bound  to  grow:  "I'm 
betting  personally  on  [Chairman]  Lou 
Gerstner's  vision  for  this  company,"  she 
says.  Indeed,  few  rivals  on  Madison  Av- 
enue fault  Beers  for  gambling:  "If  you 


have  a  great  deal  of  confidence  that  yl 
can  pull  it  off,  you'd  be  crazy  not  I 
consider  it,"  says  John  Doig,  a  fornJI 
Ogilvy  executive.  I 

For  Beers,  who  became  the  highe; 
ranking  woman  in  advertising  when  s 
joined  Ogilvy  in  April,  1992,  the  IBM  w 
is  also  a  way  to  silence  critics  who  s\\ 
she  has  produced  more  press  than  pr| 
its.  Before  IBM,  Ogilvy  had  scored  f<| 
new  business  victories  under  Beers  a 
lost  one  big  account,  Hardee's  Food  S; 
tems  Inc.  Several  top  creative  and  < 
count  executives  departed.  And  riv; 
say  Beers  failed  to  revive  the  agenc; 
lackluster  creative  image. 

Ti'ue,  Beers  did  lure  back  some  bh 
chip  clients  that  had  left:  American  i 
press.  Shell,  and  Pond's.  Ogilvy  sa 
that— plus  increased  spending  by  its  m 
tinational  clients— boosted  the  agenc;n 
worldwide  revenue  by  5.3%  in  19m 
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for  EIS  and  Beyond 


The  SAS  "  System  is  a  new  concept 
ui  client/server  software.  It 
delivers  mission-critical  data  to  the 
desktops  of  every  decision  maker . . . 
and  then  lets  you  turn  data  mto  mean- 
ingful information.  Your  servers  not 
only  dole  out  your  data  but  serve  up 
compute  resources  as  well.  Millions  of 
records  can  be  summarized,  and  just 
the  results  delivered  to  the  desktop. 
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The  world's  leading  infor- 
mation delivery  system 
provides  easily  customized 
menus.  Decision  makers  at 
every  level  can  drill  down 
through  your  vast  informa- 
tion reservoir,  determine 
critical  success  factors, 
forecast  trends,  and  more. 
Hundreds  of  applications 
for  analyzing  data  and  for 
generating  reports  are 
right  at  your  fingertips. 


Sales  Activities 


The  SAS  System's  exclusive 
MultiVendor  Architecture "  means 
you  can  share  data  and  applications 
(or  parts  of  applications)  across 
all  your  hardware.  Applications  run 
where  it  makes  most  sense  to  run 
them . . .  allowing  you  to  maximize 
use  of  all  your  computing  resources 
while  protecting  your  existing 
applications  investment. 

Call  us  today  at  919-677-8200  for 
a  free  video,  plus  details  about  a  free 
software  evaluation. 
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SAS  Institute  Inc. 
Phone  919-677-8200 
Fax  919-677-8123 
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Enterprise  Wide  Infomnation  Delivery 

SAS  IS  .1  registered  trademark,  and  .MultiVendor  Architeetnre  a  trademark,  iif  SAS  Institute  liic  Copyright  'v  1993  by  SAS  Institute  Inc 
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arketin 


(Ogilvy's  British  parent,  WPP  Group  PLC, 
won't  disclose  the  unit's  revenue  or  prof- 
it figures).  But  Advertising  Age  maga- 
zine estimates  that  Ogilvy's  revenue 
dropped  2%,  to  $740  million,  on  hillings 
of  $5.8  billion. 

Beers  says  she  could  have  boosted 
revenue  further  but  decided  early  on 
not  to  chase  new  business  because  she 
wanted  to  shore  up  existing  relation- 
ships. That  certainly  helped 
with  AmEx.  Yet  Ogilvy 
has  continued  to  have  trou- 
bles with  other  key  clients. 
Compaq,  for  example,  fired 
the  agency  from  its  U.  S. 
business  in  late  1991,  and 
relations  between  the  two 
grew  increasingly  sour.  A 
year  ago.  Beers  says,  the 

company  canceled  a  meet-  But  pUlHug  the 

ing  with  her  after  she 
had  flown  to  its  Houston 
offices.  Compaq  declines 
comment. 

AT&T  is  another  sore 
point:  Agency  insiders  say 
they  didn't  expect  the  com- 
pany to  react  so  negatively 
to  the  IBM  announcement. 
In  a  bid  to  salvage  the  ac- 


■  Ogilvy  didn't 
expect  AT&T's 
reaction  to 
the  IBM 
announcement. 


account  "wasn't 
done  out  of 
pique, "  says 
AT&T's  Dick 
Martin 


count,  Ogilvy  even  offered  to  set  up  a 
separate  subsidiary  within  WPP  to  handle 
AT&T.  But  in  the  end,  the  company  de- 
cided IBM  was  an  insurmountable  con- 
flict. "This  wasn't  done  out  of  pique," 
says  Dick  Martin,  vice-president  for  cor- 
porate advertising  at  AT&T. 

Still.  Martin  doesn't  deny  that  AT&T 
had  been  gi'owing  steadily  less  enchant- 
ed with  Ogilvy.  In  the  last  several 
months,  Ogilvy  lost  bids  for 
both  its  consumer  long-dis- 
tance account  and  a  new 
direct-marketing  assign- 
ment. Well  aware  of  their 
fraying  ties  to  AT&T  and 
Compaq,  Ogilvy  executives 
felt  pursuing  IBM  was  a  risk 
worth  taking.  "You  have  to 
stop  and  ask:  'Is  this  a 
growing,  long-term  relation- 
ship?' "  says  Rochelle  Lazar- 
us, who  runs  Ogilvy  North 
America  and  was  a  key 
player  in  the  agency's 
supersecret  talks  with  IBM. 

Much  of  Ogilvy's  success 
with  IBM,  and  with  its  oth- 
er clients,  will  hinge  on 
Beers's  strategy  for  the 
agency,  which  she  calls 


"brand  stewardship."  For  18  month; 
Beers  has  pushed  the  concept  tirelessl 
in  speeches  to  clients.  Stripped  of  it 
somewhat  pretentious  vocabulary,  bran 
stewardship  basically  says  an  agenc 
must  determine  the  "character"  of 
brand  before  it  can  effectively  promot 
it.  To  do  that,  it  must  figure  out  wht 
role  the  brand  plays  in  the  consumer 
life  and  self-image. 

Some  former  Ogilvy  executives  derid 
brand  stewardship  as  patently  obviou; 
But  after  some  resistance.  Beers  say 
80%  of  Ogilvy's  multinational  clients  no\  j 
use  it  to  develop  their  advertising.  I-Cra'J 
Cieneral  Foods  Inc.  and  AmEx  are  partii  i 
ularly  enthusiastic  adherents.  Beers  h£' 
even  put  the  strategy  on  tape,  and  on' 
IBM  executive  told  Beers  he  jogs  with  \ 
Walkman  playing  it. 

GLOBAL  BRANDPRINT.   In   IBM  S  cas( 

brand  stewardship  will  mean  collectin 
reams  of  data  from  marketing  execi 
fives  at  the  company.  Beers  says  th 
process  has  already  began.  She  hopes  t 
develop  a  so-called  "brandprint"  for  IB 
in  the  next  several  months.  Ogilvy  ma 
roll  out  its  first  commercials  for  tb 
company  by  September,  although  Bt  ci 
says  it  will  take  longer  to  develop  a  gli : 
bal  image  campaign.  | 
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printers.  In  tact,  leadinj^  printer  man- 
ufacturers otter  over  500  Adobe 
PostScript  printers.  Adobe  PostScript 
is  your  assurance  of  the  highest-quali- 
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OS/2',  Macinto.shn  or  UNIX".  So  if 
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spile  brand  sLew- 
ip's  lofty  ring,  IBM 
.bly  ought  to  wor- 
)re  about  mundane 
;  such  as  whether 
•<f  can  crank  out  ads 

Johannesburg  to 
nki  within  a  few 
IS.  The  agency  says 
1  ramp  up  by  reas- 
ig  staffers  who 
id  on  Compaq,  Mi- 
lt, and  AT&T.  Beers 
she  hasn't  chosen 
xount's  top  manag- 
et.  But  executives 
to  the  agency  say 
d  D.  McGee,  who 
Ogilvy's  Los  An- 

office,  will  super- 
:he  account,  while 
1  Putter,  chairman 
South  Africa  office, 

already  works  for 
will  be  creative 
or. 

ilvy's  far-flung  out- 
are  one  of  its  great  strengths.  But 
at  and  former  executives  question 
veil  Ogilvy  will  be  able  to  coordi- 
those  offices  in  devising  a  global 
lign  for  IBM.  For  one  thing,  sever- 
3gilvy's  veteran  worldwide  account 


WAS  IT  WORTH  IT? 


The  accounts  Ogilvy  &  Mather  lost  to  get  IBM  were  probably  already  at  risk. 
But  it  will  be  a  challenge  to  keep  IBM,  too. 

1  lOST 

Billings 

Client 

The  inside  line 

3>  1 UU  million 

AT&T 

Ogilvy's  star  was  fading  at  AT&T  before 
IBM.  The  phone  giant  had  passed  over  the 
agency  when  it  moved  its  long-distance  ser- 
vice account  to  FCB/Leber  Katz. 

$40  million 

COMPAQ 

(Europe) 

Compaq  pulled  its  domestic  account 
from  Ogilvy      years  ago  and  gave  it  to 
Ammiroti  &  Puris. 

$70  million 

MICROSOFT    The  software  maker  had  begun  a  review  for 
a  second  agency. 

WON 

$400-$500  million 

IBM 

Ogilvy's  international  network  is  reputed  to 
be  the  jewel  that  lured  Big  Blue.  The  biggest 
question  mark  may  be  the  client:  Will  IBM — 
after  years  of  indecision  and  turmoil — be 
able  to  decide  what  its  brand  stands  for? 

DATA:  BUSINESSWEEK 


managers  have  departed— most  recently, 
John  Blaney,  who  managed  Unilever.  G. 
Kelly  O'Dea,  president  of  worldwide 
client  service,  says  the  exits  merely  re- 
flect a  changing  of  the  guard. 

Then  there's  Beers  herself:  Before 


Ogilvy,  she  was  chairaian 
of  Tatham  RSCG,  a  mid- 
sized Chicago  agency.  At 
one  of  her  first  Ogilvy 
staff  meetings.  Beers  ad- 
mitted she  is  no  interna- 
tionalist—joking that 
she'd  better  find  El  Sal- 
vador on  the  map  before 
making  her  first  trip  to 
Ogilvy's  office  there. 

Supporters  of  Beers 
dismiss  as  envy  any 
charge  that  she  is  out  of 
her  depth.  Martin  Sor- 
rell,  the  CEO  of  WPP  who 
hired  Beers,  says  rivals 
made  the  same  com- 
ments about  Burton  J. 
Manning,  the  successful 
chairman  of  Ogilvy's  sis- 
ter shop,  J.  Walter 
Thompson  Co.,  when  he 
took  the  helm  in  1987. 
"While  David  Ogilvy  is 
irreplaceable,"  he  says, 
"Charlotte  shares  many 
of  his  qualities."  As  Beers  takes  on  the 
challenge  of  her  career  with  IBM,  she'd 
better  hope  that  Ogilvy's  legendary  luck 
is  one  of  them. 

By  Mark  Landler  and  Jonathan  Berry 
in  New  York 
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INVESTIGATIONS! 


AFFIRMATIVE,  YES 
—BUT  IS  IT  FAIR? 


Efforts  to  get  minorities  into  the  muni-bond  business  may  be  backfiring 


"Investment  banking 

should  not  be 
a  welfare  program" 


At  first  glance,  it  seems  an  un- 
likely partnership.  To  underwrite 
a  $409  million  water-and-sewer 
bond  issue  for  Florida's  Dade  County 
last  December,  Merrill  Lynch,  the  na- 
tion's largest  brokerage,  with  $1.1  billion 
in  surplus  capital  and  36,500  employees, 
agi'eed  to  share  lead  underwi"iting  duties 
and  fees  with  AIBC  Investment  Services 
Corp.,  which  at  the  time  had  six  em- 
ployees and  $65,000  in  capital.  Although 
AIRC  didn't  sell  a  single  bond,  it  earned  a 
sweet  $350,000  for  its  role  in  the  deal. 

How  did  AIBC  pull  off  such  a  coup? 
The  main  reason:  AIBC  is  52%  owned  by 
Wilfredo  Gort,  a  Hispanic  and  a  Miami 
City  Commissioner.  Such  is  the  way 


business  often  gets  done  as  more  and 
more  cities  and  states  adopt  affirmative- 
action  programs  in  awarding  municipal- 
bond  underwriting  business. 

For  tiny  securities  firms  like  AIBC, 
minority  requirements  work  wonders  on 
the  bottom  line.  Both  Dade  County  Fi- 
nance Director  Edward  Marquez  and 
Merrill  say  AIBC  worked  hard  on  the 
deal  at  every  stage,  and  aibc  has  since 
moved  to  increase  its  capital  and  staff- 
ing. But  in  Miami,  its  work  did  not  con- 
sist of  selling  bonds,  the  traditional  duty 
of  co-managers.  Rather,  says  aibc  Senior 
Vice-Pi-esident  William  R.  Burdette,  aibc 
coordinated  the  transaction  with  the  nine 
other  participating  minority  firms.  And 


it  played  another  role,  he  sa 
referring  to  Miami's  effort 
spread  muni-bond  work  amo 
minority-owned  firms:  winn 
the  deal  in  the  first  place.  " 
helped  put  Merrill  at  the  top' 
the  list"  of  bids,  says  Burdet 
To  critics,  arrangements  si 
as  the  Florida  deal  are  politii  ^' 
ing  the  securities-underwrit 
business  and  undermining 
market's  efficiency.  Over 
past  decade,  affirmative-acti 
programs  have  helped  establ 
a  healthy  cadre  of  more  tlj 
two  dozen  minority-  and  womif 
owned  securities  firms  able 
compete  with  the  major  ia 
Street  firms  that  had  a  lo  fi 
standing  lock  on  public  finan 
With  staffs  of  several  dozen  jpi 
capital  bases  of  $1  million 
more,  they  possess  the  exp 
tise  to  play  important  roles 
bond-underwriting  syndicate.'! 
NEW  BREED.  Yet  more  recen 
the  growing  number  of  reciuij 
ments  for  minority  participa 
in  bond  deals  has  attracte 
new  breed  of  small  firms.  M; 
of  them  are  independent 
growth-minded.  But  others 
pear  to  be  little  more  than  tl 
ly  capitalized  shells  set  up  iia 
well-connected  individuals,  || 
fronts  set  up  by  bigger  firms.  Th  I 
firms  are  winning  spots  in  underw 
ing  syndicates  mainly  because  h 
underwriters  are  required  to  include 
nority-owned  firms.  Other  new  fir 
have  the  expertise  and  capital  to  oper 
independently— but  even  these  firms 
also  often  partly  owned  by  major  fin 
Major  firms  often  use  their  links  to 
minority  firms  to  secure  underwri 
l)usiness. 

The  small  firms  are  taking  signifii 
business  away  fi'om  established  minoi 
firms  and  threatening  their  ability 
generate  the  capital  they  need  to  par 
ipate  in  bigger  deals  and  expand  i 
new  financial  services.  And  the  pr 
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s  j^etting  worse.  While 

and  local  muni  deals 
he  main  locus  of  affir- 
/e-action  programs, 
are  also  being  adopted 
deral  agencies  such  as 
lesolution  Trust  Corp. 
n  other  areas  of  gov- 
ent  finance, 
tablished  companies 
;ion  whether  a  well- 
ing social  policy  is  in 
rewarding  those  with 
za\  connections  rather 
underwinting  knowhow. 
!l  F.  Siebert,  who  owns 
)wn  New  York-based 

frets  that  front  and 
operations,  estimated 
arket  experts  at  over 
;he  150  to  300  minor- 
raed  firms,  "are  going 
m  it  for  everybody." 
idds:  "It  ends  up  clos- 
)me  doors  to  us." 
(St  observers  agree 
overall,  policies  to  en- 
ge  minority  securities 

have  been  very  suc- 
il.  Small  minority-owned  finris  usvd 
ve  a  tough  time  breaking  into  the 
business,  which  generates  fees  ex- 
ng  $1  billion  a  year.  But  now  gov- 
s  and  mayors  in  over  20  cities  and 
;  have  enacted  rules  to  spread  busi- 
among  firms  owned  by  women  and 
■ities.  For  smaller  firms  just  getting 
;d,  "it's  a  matter  of  life  and  death," 
Norma  Yaeger,  founder  of  Yaeger 
al  Markets  Inc.  in  Los  Angeles, 
lifornia  has  led  the  way.  It  was  one 


BOOSTING  MINORITY  f  IRMS 


FEDERAL  AGENCIES 


Resolution  Trust  Corp.  and  the  Government 
tional  Mortgage  Assn.  both  require  that  a 
tion  of  their  business  of  issuing  mortgage- 
:kecl  securities  be  handled  by  minority-  and 
nan-owned  firms. 


STATE  AND  LOCAL  GOVERNMENTS 


ny  municipal-bond  issues  must  be  underwritten  in 
t  by  minority-  and  woman-owned  underwriting 
IS.  Atlanta,  for  example,  allocates  underwriting 
&  to  African-American-owned  firms,  3%  to  wom- 
owned,  2%  to  Hispanic-owned,  and  1%  to  Asian- 
led.  Others,  such  as  Dade  County  and  New  York 
must  simply  aim  for  minority  inclusion. 


STATE  AND  LOCAL  PENSION  FUNDS 


ne  municipal  pension  funds,  such  as  the  Illinois  In 
\men\  Board  and  the  California  Public  Employees 
rement  System,  must  use  minority-owned  firms  to 
nage  a  part  of  their  assets.  A  few  must  also  use 
lority  firms  to  execute  some  trades. 

DATA:  BUSINESS  WEEK,  NATIONAL  ASSOCIATION  Of  STATE  TREASURERS 


(il  the  first  states  to  set  fee-sharing  tar- 
gets for  each  muni  issue:  15%  for  minor- 
ity-owned firms,  5%  for  woman-owned, 
and  3%  for  disabled  veterans.  Last  year, 
these  firms  earned  $6.3  million  through 
bond  sales,  the  highest  ever  in  the  pi"o- 
gram's  five-year  history. 
"THE  RIGHT  THING."  Other  Strong  advo- 
cates include  Florida,  Georgia,  Illinois, 
New  York,  Washington,  D.  C,  and  Chica- 
go. "The  efforts  are  not  only  appropri- 
ate, they  are  the  right  thing  to  do,"  says 
Francisco  L.  Borges,  a  for- 
mer Connecticut  treasui'er 
and  managing  director  of 
Financial  Guaranty  Insur- 
ance Co. 

Muriel  Siebert  &  Co., 
the  country's  oldest  securi- 
ties firm  owned  by  a  wom- 
an, is  among  the  best- 
known  beneficiaries  of  mi- 
nority set-asides.  Started 
in  1967  as  a  retail  broker- 
age operation,  the  concern 
has  become  a  significant 
underwriter  in  the  past 
eight  years.  Last  year,  Sie- 
bert underwrote  pieces  of 
bond  issues  that  totaled 
$19  billion,  according  to  Se- 
curities Data  Co. 

Black-owned  operations 
also  have  made  strides. 
The  country's  largest  mi- 
nority firm— Pryor,  McClen- 
don.  Counts  &  Co.— was 
senior  manager  on  $1.8  bil- 
lion in  inuni  underwritings 
last  year.  In  the  past  three 


years,  the  Philadelphia  firm 
doubled  to  60  professionals. 
It's  running  neck  and  neck 
with  San  Francisco's  Grigs- 
by  Brandford  &  Co.,  which 
senior-managed  deals  worth 
$L7  billion  in  1993.  W.  R. 
Lazard  &  Co.,  though  shak- 
en by  its  founder's  death 
from  a  cocaine-and-alcohol 
overdose,  is  the  largest 
black-owned  money  manag- 
er, with  $2.8  billion  under 
management. 

The  established  minoi'ity 
firms  are  increasingly  going 
head-to-head  with  a  bumper 
crop  of  fledgling  films,  some 
of  them  tied  to  major  Wall 
Street  firms.  Says  Robert 
B.  Lamb,  a  management 
professor  at  New  York  Uni- 
versity's Stern  School  of 
Business  and  the  author  of 
an  upcoming  study  of  mi- 
nority-owned firms:  "Estab- 
lished minority  firms  are 
now  faced  with  an  unlevel 
playing  field  where  bigger 
firms  are  doing  linkups  with  tiny  or 
weak  fii"ms  they  can  control." 

Some  leading  Wall  Street  firms  aren't 
helping  matters.  In  managing  muni  syn- 
dicates, major  Street  firms  often  prefer 
to  deal  with  small  minority-owned  firms 
to  keep  total  control  of  the  deal.  Rather 
than  give  a  strong  minority  player  the 
full  15%  of  the  deal  to  meet  a  state  man- 
date, a  lead  manager  may  bring  in  10  lit- 
tle firms  and  give  each  1.5%  of  the 
bonds.  Lacking  staff  and  expertise,  some 
tiny  firms  often  just  turn  over  bonds  to 
the  majority  partners  and  split  the  com- 
missions. "Investinent  banking  should 
not  be  a  welfare  progi-am,"  gi-ipes  Napo- 
leon Brandford,  co-chairman  of  Grigsby 
Brandford. 

There  are  similar  patterns  in  trading 
by  minority  firms.  To  meet  state  and 
local  mandates,  some  public  pension 
funds  must  allocate  to  minority  firms  a 
portion  of  their  brokerage  business.  Yet 
in  many  cases,  a  pension  fund  will  allow 
a  major  firm  to  handle  the  business  for 
a  minority  fii-m.  Major  firms  readily 
commit  to  such  an  arrangement  because 
it  wins  them  the  lion's  share  of  the  busi- 
ness. "The  minority  firms  will  literally 
get  checks  in  the  mail  for  trades  they 
weren't  aware  occurred,"  says  the  head 
of  a  large  minority  firm. 

In  many  cases,  minority-  and  woman- 
owned  fiiTns  have  financial  links  with  ma- 
jor firms,  which  typically  help  both  par- 
ties get  business.  Wlieat,  First  Secmities 
Inc.  recently  invested  in  Jackson  Secur- 
ities, founded  by  Atlanta's  former  mayor, 
Maynard  H.  Jackson.  A  Wheat  spokes- 
person says  only  that  "it  was  an  invest- 
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ment  opportunity."  After  leaving  the  San 
Antonio  mayor's  office,  Henry  G.  Cisneros 
founded  his  own  money-management  firm 
with  a  15%  investment  from  Criterion 
Investment  Management  Co.,  a  Houston 
firm  managing  $11  bilhon  in  assets.  Cri- 
terion CEO  Terence  S.  Ellis  says  it  "just 
seemed  like  a  good  idea."  Cisneros  re- 
signed after  becoming  Clinton's  Secre- 
tary of  Housing  &  Urban  Development. 
Goldman,  Sachs  &  Co.  provided  a  subor- 
dinated $1  million  line  of  credit  to  Arte- 
mis Capital  Group  Inc.,  a  firm  founded  by 
five  former  Goldman  women  professionals 
and  one  other  woman.  A  Goldman 
spokesman  says  they  wanted  to  support 
"a  new  business  where  the  principals 
were  former  employees." 

A  major  firm's  goal  in  these  arrange- 
ments is  often  to  help  get  a  struggling 
young  firm  off  the  ground,  which  can 
give  the  patron  firm  a  public-relations 
boost.  But  it  also  can  help  the  larger 
firm  financially.  Since  Merrill  Lynch 
trader  John  0.  IJtendahl,  who  is  black, 
struck  out  on  his  own,  Merrill  has  po- 
nied up  seed  money  of  $3  million  and  a 
$9.9  million  line  of  credit— and  become 
an  owner  of  10%  to  25% 
in  Utendahl  Capital  Part- 
ners, according  to  a  Se- 
curities &  Exchange  Com- 
mission filing.  Utendahl 
specializes  in  underwrit- 
ing U.  S.  agency  secur- 
ities. After  just  a  year, 
Utendahl  has  $13.8  million 
in  assets  and  surplus  cap- 
ital of  $12.2  million. 

Merrill  and  Utendahl 
won't  disclose  what  Mer- 
rill earns  on  its  invest- 
ment. But  Merrill  is  join- 
ing forces  with  Utendahl 
to  help  underwrite  an  up- 
coming $2  billion  issue  by 
the  Government  National 
Mortgage  Assn.,  which 
gives  spots  to  minority 
firms.  The  two  have  also 
teamed  up  on  RTC  issues. 
Utendahl  declined  com- 
ment. "We  wanted  to  help 
one  of  our  employees," 
says  a  Merrill  spokesman. 

Ju.st  how  independent  minority  firms 
are  in  these  arrangements  is  less  than 
clear.  Last  December,  Ronald  E.  Blay- 
lock,  a  founding  Utendahl  partner,  decid- 
ed to  split  off  on  his  own.  To  help  set 
him  up.  Bear,  Stearns  &  Co.  bought 
roughly  25%  of  R.  E.  Blaylock  Partners 
and  has  supplied  about  $10  million  in 
capital.  Bear  Stearns  units  handle  Blay- 
lock's  securities  clearing  and  books  and 
records.  The  relationship  already  is  pay- 
ing off  for  both  firms.  Blaylock  and  Bear 


Some  of  the  tiny  firms 
helped  by  affirmative  action 
are  little  more  than  fronts 
for  Wall  Street  giants 


Stearns  have  teamed  up  in  syndicates  to 
underwrite  two  Chrysler  Financial  Corp. 
asset-backed  issues  totaling  $1  billion, 
and  they  will  be  co-leaders  on  a  $1  bil- 
lion RTC  offering  in  a  few  months.  And 
the  firm  already  has  21  employees,  about 
75%  women  and  minorities.  "Bear 
Stearns  has  no  day-to-day  say  in  the 
operation  of  my  business,"  Blaylock  says 
emphatically.  But  "let's  just  say  I  listen 
when  an  investor  speaks,"  he  jokes.  A 
Bear  Stearns  spokeswoman  says:  "Blay- 
lock is  independent." 

Some  established,  independent  minor- 
ity firms  dislike  these  arrangements. 
"You  have  a  minority  firm  competing 
against  one  of  the  major  firms  on  Wall 
Street  that,  in  effect,  is  cloaked  in  a  mi- 


THEBIGPUYERS  | 

Fiscal  1993 

Firm 

Underwriting 
principal  amount* 
Billions 

Assets 
Millions 

Retoined 
eorninjs 

Millions 

Surplus 
copitol 

Millions 

ARTEMIS  CAPITAL 

Woman-owned 

$53.5 

$4.6 

$0.3 

1.5 

PRYOR,  McCLENDON,  COUNTS  &  CO.  c 

Black-owned 

10.0 

6.4 

3.2 

GRIGSBY  BRANDFORD 

Black-owned 

36.9 

9.8 

2.5 

3.7 

W.R.  UZARD 

Black-owned 

33.2 

6.4 

0.1 

1.2 

MURIEL  SIEBERT  &  CO. 

Woman-owned 

19.4 

12.1 

3.3 

3.4 

SAMUEL  A.  RAMIREZ  &  CO. 

Hispanic-owned 

16.9 

4.9 

2.4 

1.8 

REINOSO  &  CO. 

Hispanic-owned 

16.7 

6.4 

4.7 

5.3 

'Total  value  of  municipal  bond  issues  in  which  fimis  participated  as  a  member  o 
OAIA.  SECURITIES  DATA  CO,  SECURITIES  i  EXCHANGE  COMMISSION 

underwriting  syndicate 

nority  status,"  complains  Harold  E. 
Doley  Jr.  of  Doley  Securities  Inc. 

The  most  questionable  arrangements 
involve  some  nonminority  firms  whose 
ties  to  a  minority  firm  are  so  tight  that 
the  two  are  virtually  indistinguishable. 
At  issue:  just  who  benefits  from  busi- 
ness that  public  officials  are  trying  to 
award  to  minority  firms. 

One  example  is  Gallegos  Institutional 
Investors  Corp.  in  San  Francisco,  which 
was  founded  three  years  ago  as  a  minor- 


ity securities  trading  firm  and  whii 
does  business  with  such  clients  as  tl 
San  Francisco  public  pension  funds  u 
der  minority-allotment  provisions.  Tl 
two  well-connected  Hispanic  owner 
Norman  W.  Berryessa  and  Herman 
Gallegos,  have  a  two- thirds  stake  in  tl 
firm.  But  Gallegos  Institutional  operat 
as  an  extension  of  its  33%  investor,  M 
Clurg  Capital  Corp.  McClurg  collec 
fees  from  Gallegos  for  back-office  wor 
McClurg  President  David  G.  McClu 
and  his  wife,  who  are  not  minoriti 
are  two  of  five  employees  at  Gallegi 
which  operates  from  McClurg  Capi 
offices.  "Somebody  has  to  do  the  gr 
work.  I  didn't  want  to  set  up  an  adm: 
istrative  operation,"  says  Berryessa,  t 
firm's  chief  executive.  He  says  the  fiij 
"is  not  a  front.  We're  fully  qualified. 
PASSIVE  ROLE?  Last  November,  Jefferi 
&  Co.,  a  Los  Angeles-based  brokerag 
set  up  WilMams  Capital  Group,  a  tradi 
firm  run  by  Christopher  J.  Williani 
who  is  still  a  Jefferies  employe 
Jefferies  has  a  39%  stake  in  Williai 
Capital,  which  sublets  space  in  Jefferii 
Manhattan  office  building,  and  execut 
Williams  Capital's  tradi 
Williams,  who  is  bla< 
says  Williams  Capital 
licits  business  as  a  mim 
ity  firm  and  claims  t 
Jefferies  investment 
passive.  "We  only  hav( 
clearing  relationship, 
says.  "Any  firm  that  Y. 
an  outside  investme 
interest  is  taking  grt 
pains  to  insure  th 
the  minority  firms  8 
independent."  Jeffer: 
CEO  Frank  E.  Baxt 
describes  it  as  "stric 
an  arm's-length  busiml 
relationship." 

Momentum  is  buildi 
to  curb  arrangements  tl 
critics  feel  undermine 
firmative-action  rul 
Federal  agencies  alrea 
screen  carefully.  But  st; 
and  local  governments  ; 
only  just  starting  refon 
A  recent  Chicago  or 
nance  requires  minority  firms  to  subi 
muni  bid  proposals  that  include  proof 
their  firms'  minority  ownership  and 
curities  qualifications.  "To  do  a  bond  d<^ 
you  have  to  be  competent  and  be  ableBj 
do  the  work,"  says  Maria  Pappas,  a  C(l 
County  (111.)  commissioner.  "lncom« 
tence  should  not  be  rewarded."  UniS 
advantages  shouldn't,  either.  il 
By  Michael  Schroeder  and  Keith  f 
Alexander,  with  LeaJi  Nathans  Spirof 
New  York  and  bureau  reports  \ 
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nt  ARBS,  IT'S  NOT  THE  '80s 
•BUT  HEY,  IT  AIN'T  BAD 


1  the  deal  mill  in  high  gear,  risk  arbitrageurs  are  rolling  again 


just  a  few  weeks, 
lareholders  of  Viacom 
ic.  and  Paramount  Corn- 
nations  Inc.  will  finally 
one  of  the  biggest  and 

contentious  takeover 
!S  in  years.  In  the  1980s, 
fights  were  richly  re- 
ing  to  risk  arbitrageurs, 
;avvy  sorts  who  invest 
mpanies  once  a  buyer 
s  an  offer. 

t  for  all  the  hoopla  over 
nount— a  much-glamor- 
)idding  wai-  between  Vi- 
and QVC  Netwoi-k  Inc.— 
leal  has  delivered  the 
little  return  and  quite 
bly  losses.  That's  be- 
many  of  them  acquired 
nount  at  prices  as  high 
.  The  deal  is  now  worth 
,han  78. 

MONEY.  Don't  cry  for 
,rbs,  however.  Business 
;ter  than  it's  been  since 
merger  craze  of  the 
.  The  takeover  boom  of 
)ast  year  has  provided 
tment  opportunities  and 
lade  it  easier  for  arbs  to 

money.  Equally  impor- 
in  drawing  new  investors  are  the 
it  shakeouts  in  the  stock  and  bond 
:ets.  "The  beauty  of  arbitrage  is 
returns  have  little  correlation  with 
tock  or  bond  market,"  says  Howard 
nan,  managing  director  of  Mesirow 
meed  Strategies,  which  offers  ad- 
on  alternatives  to  traditional  stock 
)ond  investing. 

bs  estimate  that  today  there's 
where  between  $3  billion  and  $4 
n  invested  in  deals,  down  from  as 
1  as  $18  billion  a  decade  ago.  As  al- 
,  the  money  is  mainly  in  private 
lerships— where  investors  have  to 
lit  $1  million  or  so— and  in  securi- 
irms'  proprietary  trading  accounts. 
:here  is  one  door  to  arbitrage  that 
len  to  investors  of  more  modest 
IS.  The  Merger  Fund  is  the  only 
lal  fund  dedicated  to  merger  arbi- 
J,  and  the  minimum  investment  is 
lO  (page  78). 

)t  everyone  calls  risk  arbitrage  by 
ame  anymore.  Some  prefer  "event- 
in"  investing,  figuring  risk  arbitrage 


might  dredge  up  unwanted  connotations 
left  over  from  the  days  of  corporate 
raiders  and  insider  traders. 

There's  no  great  mystery  in  what  an 
arb  does.  When  a  takeover  is  announced, 
the  arb  buys  the  stock  of  the  target 
company,  which  will  usually  sell  at  a 
few  dollars  below  the  offering  price  be- 
cause of  the  risk  that  the  deal  may  col- 
lapse. If  the  deal  goes  through,  as  most 
do,  the  arb  may  earn  only  a  5%  return 
on  the  investment.  But 
if  it  takes  only,  say, 
three  months,  that 
works  out  to  a  nifty 
20%  a  year.  "We  per- 
form a  risk-transfer 
function,"  explains  Guy 
P.  Wyser-Pratte  of 
Wyser-Pratte  &  Co.,  a 
third-generation  arbi- 
trageur. "We  provide 
liquidity  that  allows 
shareholders  to  sell 
near  the  takeover 
price  without  incumng 
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the  risk  that  the  deal  falls  through." 

Arbitrage  partnerships  don't  have  to 
report  their  numbers  to  the  public.  But 
consultants  who  dig  for  numbers  find 
impressive  ones.  International  Adviso- 
ry Group  Inc.,  a  Nashville  firm  that 
matches  investors  with  money  managers, 
reports  that  during  the  1988-93  period, 
the  average  returns  for  arb  partnerships 
ranged  from  10.4%  in  1990  to  49.2%  in 
1988  (chart).  The  arbs'  aver- 
age for  the  period  was  23.7% 
vs.  14.8%  for  the  Standard  & 
Poor's  500-stock  index.  In  the 
first  quarter  of  1994,  the  arbs 
were  barely  in  the  black,  but 
they  were  still  well  ahead  of 
the  market. 

Despite  the  good  returns, 
even  big-name  arbs  are  run- 
ning a  lot  less  money  now 
than  they  did  10  years  ago. 
During  the  1980s,  Wyser- 
Pratte  was  responsible  for  as 
much  as  $1  billion,  half  of  it 
on  margin,  when  he  ran  Pi^u- 
dential  Securities  Inc.'s  arbi- 
trage operation.  He  went  off 
on  his  own  in  1991  when  Pi'u- 
dential,  like  some  other  big 
firms,  dropped  the  business. 
Today,  he  runs  $250  million 
and  is  beating  the  bushes  for 
more.  So  is  George  A.  Kell- 
ner  of  Kellner,  Dileo  &  Co.,  a 
$1  billion  arb  manager  in  the 
1980s  who  nms  just  $140  mil- 
lion today. 

While  rising  interest  rates 
can  wreak  havoc  on  stocks 
and  bonds,  the  returns  to  ar- 
bitrage are  unaffected.  That's 
because  when  arbs  buy  a 
takeover  stock,  they  will  generally  pay  a 
price  that  allows  them  to  earn  some 
multiple  of  short-term  interest  rates, 
such  as  two  to  four  times  the  T-bill  rate, 
or  2.5  times  the  prime  rate.  If  interest 
rates  go  higher,  the  arbs  bid  less  for 
the  stocks.  If  rates  fall,  arbs  will  pay 
more  and  thus  accept  a  lower  return. 
TAME  SPENDING.  Still,  the  takeover 
mavens  have  to  work  harder  and 
smarter  to  earn  the  returns  to  which 
they  have  been  accus- 
tomed. True,  the  "deal 
flow"  is  up  substantial- 
ly—$242  billion  in  an- 
nounced transactions  in 
1993,  a  61.7%  increase 
over  1992,  according  to 
Securities  Data  Co. 
And  1994  deals  so  far 
are  coming  in  at  1993's 
heady  pace. 

But  the  buyers  of 
companies— even  when 
they're  in  a  bidding 
contest— are  not  spend- 
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ing  wildly.  It's  a  far  cry  from  the  1980s, 
when  making  money  in  takeovers  was  a 
lay-up.  "When  a  deal  was  announced, 
all  you  had  to  do  was  to  take  a  large  po- 
sition in  the  stock,  lever  it  up  [borrow 
money  to  buy  more],  and  wait  for  the 
bidding  to  begin,"  says  Kellner  some- 
what wistfully. 

Today's  buyers  are  mainly  other  com- 
panies in  the  industry  who  know  the 
value  of  what  they're  buying.  They're 
willing  to  pay— but  just  so  much.  For 
instance,  Martin  Marietta  Corp.'s  $55-a- 
share  offer  for  Grumman  Corp.  put  the 
defense  contractor  into  play  and  drew  a 
$60  counteroffer  from  Northrop  Corp. 
But  Grumman  stock  ran  up  to  $65,  as 
some  speculated  that  Martin  Marietta 
would  boost  its  offer.  It  didn't. 
Northrop  eventually  paid  $62  a  share 
for  Grumman. 

Today's  deals  also  have  less  cash  and 
more  securities.  That,  in  part,  is  what 


Takeover  mavens  have  to 
work  harder  and  smarter 
than  before 


tripped  up  the  arbs  on  Paramount.  Via- 
com paid  $107  a  share  for  51%  of 
Paramount's  stock,  but  is  paying  for  the 
rest  with  a  hodgepodge  of  difficult-to- 
price  debentures  which  can,  at  the  com- 
pany's option,  be  converted  into  pre- 
ferred stock.  Says  Kellner:  "That 
package  changed  the  dynamics  of  the 
arbitrage  business." 

COSTLY  DELAYS.  The  Clintonites  are  also 
far  more  concerned  with  antitrust  and 
regulatory  issues  posed  by  takeovers 
than  recent  GOP  Administrations.  In- 
deed, regulatory  actions  helped  to  sink 
the  huge  Bell  Atlantic  Corp. -Tele-Com- 


munications Inc.  merger  in  Februai 
Even  if  the  takeovers  are  ultimatt 
approved,  delays  can  be  costly.  Fr 
Green,  portfolio  manager  of  the  Meig 
Fund,  estimates  that  he'll  earn  a  2) 
annual  rate  of  return  if  AT&T's  acqui 
tion  of  McCaw  Cellular  Communicatic 
Inc.  is  completed  by  September.  But  t 
return  could  drop  to  less  than  L'2% 
the  deal  drags  on  to  yearend. 

With  more  cost-conscious  acquire 
more  complicated  payout  structures,  a 
a  more  difficult  regulatory  environme 
even  the  arbs  are  lowering  their  exi)( 
tations.  Says  consultant  Mark  S.  Dstr 
of  Graystone  Partners:  "From  here 
out,  we  think  the  major  arbitrage  m; 
agers  will  earn  steady  10%-to-20% 
nualized  returns."  That  may  not 
1980s-like  results.  But  in  today's  sh 
markets,  such  returns  would  be  man 
from  heaven. 

By  Jeffrey  M.  Laderman  in  New  Y(. 
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A  MUTUAL  FUND  THAT  LETS  YOU  BE  AN  ARB 


A 


rbitrageur  Fred  Green  took 
over  the  management  of  a 
L$10.5  million  mutual  fund  in 
1989,  renamed  it  the  Merger  Fund, 
and  gave  it  the  mission  of  investing 
in  takeovers  after  deals  were  an- 
nounced. Under  his  tutelage,  this 
fund— the  only  mutual  fund  of  its 
kind— has  always  made 
money.  Still,  by  the  end 
of  1992,  the  Merger  Fund 
only  had  $1  million  more 
than  when  Green  start- 
ed. 

Last  year,  when  merg- 
er activity  started  to  pick 
up,  so  did  the  fimd's  re- 
turn-up 17.7%.  And  this 
time,  investors  took  no- 
tice. Today,  the  no-load 
Merger  Fund  has  $85 
million  in  assets,  more 
than  triple  what  it  had 
in  December.  Some  $2 
million  a  week  is  pouring 
in.  It's  up  3.2%  for  the 
year  so  far,  which  doesn't 
sound  like  much  until  you 
consider  that  most  mutu- 
al funds  are  in  the  red. 

What's  pulling  in  the  money  is  the 
fund's  unique  character.  "We  have  a 
beta  of  zero,"  says  Green,  "which 
means  the  fund  is  largely  insensitive  to 
the  fluctuations  of  the  stock  market." 
The  Merger  Fund  is  a  lot  less  risky 
than  other  equity  funds.  Morningstar 
Inc.,  which  tracks  and  rates  mutual 


funds,  figures  the  Merger  Fund  has 
the  third-lowest  risk  rating  of  1,970 
fimds.  Some  financial  advisers  are  rec- 
ommending the  Merger  Fund  to  add 
balance  to  a  portfolio. 

Green  says  he  runs  the  fund  just 
the  way  he  runs  the  $45  million  in  pri- 
vate accounts  that  his  firm.  West- 


THE  MERGER  fUND'S  TOP  HOLDINGS 


June  20 
stock  price 

Tokeover 
value* 

Estimated 
dose 

Annualized 
rate  of  return 

McCAW  CELLULAR  COMM. 

$52.13 

$55.88 

SEPT.  '94  23% 

KEMPER 

59.25 

62-64 

OCT. 

17 

ADIA  SERVICES 

35.50 

40.00 

SEPT 

46 

BANCFLORIDA 

28.50 

30.00 

SEPT 

19 

SYNTEX 

23.00 

24.00 

JULY 

39 

GERMANTOWN  SAVINGS  BANK 

60.50 

62.00 

SEPT. 

10 

BALTIMORE  BANCORP 

19.88 

20.75 

oa. 

13 

GERBER  PRODUaS 

51.13 

53.00 

SEPT. 

15 

PSI  RESOURCES 

21.75 

22.63 

SEPT. 

12 

ALDUS 

23.75 

29.33" 

AUG. 

118 

'Estimated 


**78Subiect  to  possible  renegotiation 
mk  WESTCHESTER  WPITAL  MANAGEMENT  INC 


Chester  Capital  Management  Inc.,  man- 
ages. He  and  co-manager  Bonnie  L. 
Smith  are  conservative.  They  spread 
their  investments  among  40  deals.  And 
like  most  arbs,  they  also  hedge  their 
positions  whenever  possible  by  short- 
selling  the  acquirers'  stock.  Six  of  the 
fund's  top  10  holdings,  including  Mc- 


Caw Cellular  Communications,  Adi 
Services,  and  BancFlorida,  are  hedge 
(table). 

The  Merger  Fund's  portfolio  no' 
holds  many  of  the  better-know 
takeover  targets— Kemper,  Gerbe 
Products,  and  Syntex.  But  it  also  hs 
Aldus  Corp.,  a  graphics  software  con 
pany  that  Adobe  Sy; 
tems  Inc.,  a  competito: 
wants  to  buy.  With  A 
dus  selling  at  $23.75 
share  and  its  estimate 
deal  value  surpassin 
$29,  many  arbs  ar 
shunning  the  stocl 
There's  a  lawsuit  by  Al 
sys  Corp.,  whose  sof 
ware  Aldus  sells,  and  p 
tential  antitrus 
problems  as  well. 

"The  market  says  th 
deal  is  no  slam  dunki 
says  Green.  But  he  bi' 
lieves  the  problems  wi; 
be  resolved,  possibl' 
with  a  small  reduction 
Adobe's  offer.  But  ev 
if  that  happens,  Gree 
expects  Aldus  will  en 
up  "an  extremely  profitable  deal." 

Successful  fimds  usually  attract  co 
petitors.  But  Green  says  he's  not  wo 
ried.  "I've  got  a  15-year  record  in  a 
bitrage."  Right  now,  that's  somethin 
most  mutual-fund  companies  don 
have. 

By  Jeffrey  M.  Lcderman  in  New  Yffi. 
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The 


hMnmy 


integrated. 


Will  be  up 


Dial  calls  with  voiir  voice. 


.et  your  computer 
I'ork  the  phones. 


Where  does  your  business  want  to  go? 
And  what  do  you  want  to  do? 

Want  to  roll  out  a  better  way  to  work 
in  over  70  countries,  without  leaving  head- 
quarters? Go  to  a  conference,  right  now. 
on  the  other  side  of  the  country?  Pop  up 
information  on  your  customers,  the 
second  you  take  their  calls? 
With  a  little  help,  you  can.  AT&T 
Global  Business  Communications 
Systems  can  give  you  the  communi- 
cations equipment  and  support  to  do  all 
these  things  today.  And  we  can  take  your 
systems  and  make  them  do  things  you 


never  imagined.  Because  the 
future  is  about  turning  what's 
possible  into  what's  real.  Working 
the  way  you  want  to.  instead  of  how 
you  have  to.  An\1ime.  anw  here. 

You  can  make  great  things  happen 
for  your  lousiness.  Starting  now.  Just  call 
AT&T  at  1  800  325-7466,  ext.  382. 


AW  Where  innovation  leads, 


AT&T 


©1994  tSSS 


BY  GENE  G.  MARCIAL 

'THE  POT 
IS  BOILING 
FOR  KEMPER' 


Who  would  dare  defy  General 
Electric  in  its  hot  pursuit  of 
Kemper? 

A  number  of  big  financial-service 
companies,  that's  who.  "The  pot  is  boil- 
ing for  Kemper,"  says  one  arbitrageur 
at  a  major  Wall  Street  investment 
bank,  "because  the  new  bidders  include 
Merrill  Lynch,  Chubb,  and  Travelers." 

Kemper,  which  put  itself  on  the 
block  after  ge's  bid,  is  expected  to  set 
a  July  1  deadline  for  all  bidders.  And  it 
hopes  to  announce  their  names  right 
after  July  4,  says  a  corporate  insider. 

From  the  way  Kemper's  stock  has 
been  trading,  says  the  arbitrageui',  it  is 
clear  the  Chicago  insurance,  broker- 
age, and  mutual-fund  company  has  re- 
ceived other  bids  that  well  exceed  GE's 
offer  of  $60  a  share.  The  stock  is  trad- 
ing at  around  59,  which  suggests  that 
the  offer  will  simply  become  the  floor 
price  in  a  bidding  war  they  expect  will 
flare  up.  A  key  Kemper  attraction,  an- 
alysts say,  is  that  it's  one  of  the  na- 
tion's largest  investment  managers, 
with  assets  of  $65  billion. 

One  insider  says  the  July  1  dead- 
line will  give  the  Kemper  board  a 
chance  to  assess  the  bids  before  the 
Aug.  22  annual  shareholders'  meeting. 
Kemper's  board  unanimously  turned 
down  an  unsolicited  GE  offer  in  March 
to  buy  the  company  at  $55  a  share. 
GE  then  raised  it  to  $60.  Even  so, 
Kemper's  board  stayed  adamantly 
against  the  GE  offer.  "The  market," 
says  one  arb,  "believes  GE  will  raise 
the  ante  to  $63  to  $65  when  it  be- 
comes convinced  there  are  other  big 
players  in  the  game." 
GOOD  CATCH.  Michael  Lewis,  a  senior 
analyst  at  Dean  Witter  Reynolds,  is 
also  high  on  Kemper.  He  believes  the 
takeout  price  "will  be  $65  to  $70  at 
least."  With  Kemper's  asset-manage- 
ment, insurance,  and  mutual-fund  oper- 
ations, Merrill  would  become  an  even 
larger  financial-service  giant.  A  Merrill 
spokesman  declined  comment. 

Chubb  is  a  major  insiu-er  that  under- 
writes property,  casualty,  life,  and 
health  insurance.  Kemper's  insurance, 
real  estate,  and  mutual-fund  businesses 
would  complement  Chubb's  existing  as- 
sets. A  spokeswoman  declined  com- 
ment. And  Travelers,  formerly  Primer- 


KEMPER  MAY  BE  SET 
FOR  ANOTHER  CLIMB 


STOCK  PRICE 

i 


1 1 1 1 1  I  1 1 1 1 1 


DEC.  24,  '93 
▲  DOLLARS 


JUNE  21,  '94 


DATA:  BLOOMBERG  FINANCIAL  MARKETS 


ica,  which  offers  insurance,  consumer 
lending,  and  investment  services, 
would  find  Kemper's  operations  a  big 
boost  for  its  sales  and  earnings.  A 
spokeswoman  says  the  company  won't 
comment  on  rumors. 


CENTOCOR:  NOT  YET 
IN  RECOVERY 


Although  most  biotech  stocks 
have  been  badly  beaten  up 
over  the  past  two  years,  Cento- 
cor  has  managed  to  stay  aloft  at 
around  12,  where  it  has  been  trading 
since  December.  Of  late,  Centocor 
seems  to  have  gotten  a  shot  in  the 
arm,  which  gave  analysts  reason  to 
raise  their  estimates.  "But  watch  out," 
warns  investment  adviser  Evan  Sturza. 
He  expects  the  stock  to  skid  to  7. 

Sturza,  editor  of  Sturza's  Medical 
Investment  Letter,  notes  that  analysts' 
renewed  optimism  was  due  to  the  re- 
cent vote  by  a  Food  &  Drug  Adminis- 
tration panel  to  approve  Centocor's 
ReoPro,  an  experimental  drug  to  pre- 
vent blood  clots  during  coronary  angio- 
plasty surgery.  Sturza  contends  that, 
contrary  to  some  analysts'  expecta- 
tions, the  FDA  move  won't  necessarily 
produce  earnings  for  Centocor,  which 
has  been  in  the  red  for  the  past  four 
years.  He  says  that  the  approval  is 
"limited  and  conditional"  and  that  Cen- 
tocor will  have  to  complete  further 
studies  to  validate  its  claim  on  the  effi- 
cacy of  the  drug.  These  costly  stud- 
ies, Sturza  says,  will  prevent  Cento- 
cor from  becoming  profitable  next  year. 

According  to  Sturza,  the  bulls'  esti- 
mates that  it  will  make  33$  to  83$  a 


share  in  1995  are  "just  wrong."  t 
notes  that  Centocor's  marketing  pa 
with  Eli  Lilly  stipulates  that  each  ge 
50%  of  Centocor's  earnings.  So  whate 
er  Centocor  will  make  from  ReoP: 
will  have  to  be  split  with  Lilly,  anywy 
says  Sturza,  who  sees  Centocor  conti 
uing  to  post  losses.  Centocor  CEo  D 
vid  Holveck  contends,  however,  th 
Sturza  is  way  off.  Holveck  sees  Cent 
cor  making  money  next  year. 


A  PURE  PLAY 

ON  THE  INTERNET? 


Keeping  up  with  the  Internet 
that  fast-growing  worldwide  w( 
connecting  computer  networ 
used  by  some  20  million  people— is 
easy  task.  Some  people  connect  wr 
the  Internet  through  Mecklermedia, 
technology  publishing  company  that  c( 
tain  money  managers  regard  as  a  pu 
play  on  the  Internet. 

Mecklermedia  publishes  magazin- 
that  cater  to  emerging  informal  k 
technologies.  Its  chief  periodical 
Internet  World,  with  a  circulaticjn  : 
100,000  that's  projected  to  double  1 
yearend— up  sharply  from  just  20,0( 
six  months  ago.  In  addition,  Meckle 
media  publishes  CD-ROM  World  and  V\ 
tual  Reality  World. 

Internet  World  provides  informatic 
on  ways  of  linking  with  the  Interne 
Users  gain  access  to  the  networks  ai 
databases  of  users  such  as  universitie 
libraries,  governments,  and  business 
worldwide,  cd-rom  World  is  all  abo 
applying  technology  using  a  laser 
read  data  recorded  on  a  disk.  Virtu 
Reality  reports  on  technologies  that 
users  participate  in  three-dimension 
environments  generated  by  computet 
Now  at  10,  "Mecklermedia's  stock 
just  starting  to  reflect  the  vast  bu; 
ness  opportunities  in  Internet."  sa; 
hedge-fund  manager  Brian  Warnt 
general  partner  at  Performance  Caj 
tal,  who  has  lieen  accumtilating  shart 
Another  big  stakeholder:  Omega  A 
visors,  headed  by  Leon  Cooperman. 

Warner  notes  that  Mecklermedia 
launching  in  September  an  on-lii 
shopping  mall  and  yellow-page  direct 
ry  for  shoppers,  in  combination  wi 
such  companies  as  Digital  Equipme 
and  General  Motors'  Electronic  Da 
Systems.  So  Warner  sees  the  comp 
ny's  earnings  soaring  next  year  to  8' 
a  share  on  revenues  of  $16  million, 
from  1994's  estimated  5<P  on  revenu 
of  $8  million.  The  stock,  he  says,  cou 
double  in  a  year. 
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Fir 


shades  of  success. 


Color  Me  Beautiful  works  with  hundreds  of 
colors.  IBM  helped  them  enhance  one:  Green. 


Five  years  ago,  at  our  first  meeting 
with  Steve  DiAntonio,  President  of  Color 
Me  Beautiful,  he  told  us  quite  frankly: 

"We're  in  the  cosmetics  business, 
not  the  technology  business." 

Five  years  later,  with  a  40%  annual 
increase  in  sales  and  cash  flow,  Steve  and 
his  company  are  turning  others  in  the 
industry  a  soft  shade  of  envious  green. 

Back  when  Color  Me  Beautiful  out- 
grew their  computer  system,  they  began 
interviewing  technology  vendors. 

And  no,  IBM  was  not  the  most 
expensive.  In  the  words  of  Lee  Nelson, 
CFO,  ''We  shopped  around.  Not  only 
were  they  very  competitive,  but  the  guys 
from  IBM  talked  about  tailoring  a  system 


for  our  specific  situation.  Others  wanted 
to  take  a  more  off-the-shelf  route." 

Ibgether  with  Color  Me  Beautiful, 
we  developed  a  business  plan  that's  being 
followed  to  this  day.  It  involves  managing 
inventory,  electronic  order-writing,  point- 
of-sale,  plus  all  distribution  and  delivery. 

"'The  best  part,"  Lee  adds,  ""is  that 
if  I  have  a  question  or  a  problem,  I  make 
a  single  phone  call  and  IBM  is  thc^re." 

No  matter  what  ymir  favorite  color  is, 
we  and  our  Business  Partners  can  help 
you  stay  very  much ...  in  the  black. 

For  a  free  booklet  on  how  technol- 
ogy can  help  growing  

businesses,  call  us  at  = 

1  800  IBM- 6676,  ext.  638.  Sz=:=^-h 
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COMPUTERS  I 


FOR  ACER,  BREAKING  UP 
IS  SMART  TO  DO 


It  sees  faster  growth  abroad  by  "deconstructing"  itself 


ew  businessmen  have  worked  hard- 
er to  make  Taiwan's  products  re- 
spectable than  Stan  Shih.  Chair- 
man of  Acer  Inc.,  Shih  has  built  the 
Taiwanese  company  from  a  small  PC 
doner  into  a  giant  in  18  years.  Along  the 
way,  Shih  received  considerable  help 
from  Taiwan's  state-run  banks.  So  when 
a  Taiwanese  agency  put  up  a  billboard 
at  Washington's  Dulles  Airport  to  kick 
off  a  Taiwan  image-building  campaign,  it 
seemed  natural  to  feature  Acer's  new 
notebook  computer. 

For  Shih,  though,  patriotism  has  its 
limits.  At  the  urging  of  his  U.  S.  execu- 
tives, who  want  to  downplay  Acer's  Tai- 
wan origins,  he  decided  to  have  nothing 
more  to  do  with  the  campaign.  Why? 


from  semiconductor  and  peripherals 
manufacturing  to  PC  assembly  and  sales 
(chart).  By  building  a  global  string  of 
companies  capable  of  raising  their  own 
funds,  Shih  hopes  to  generate  the  cash 
and  connections  needed  to  quadruple 
Acer's  sales,  to  $8  billion,  in  six  years. 

But  Shih  is  convinced  he  can't  reach 
that  milestone  as  a  maker  of  thin-margin 
PCs.  Instead,  he  wants  Acer  to  be  one  of 
the  world's  highest-volume  producers  of 
key  components  and  design  services, 
both  to  Acer  assembly  plants  overseas 
and  to  such  big-name  companies  as  Ap- 
ple Computer,  Canon,  and  Fujitsu. 

Trouble  is,  the  group's  overseas  sub- 
sidiaries have  a  different  agenda:  push- 
ing sales  of  Acer's  own  brands.  So 


float  shares  of  marketing  arms  in  t 
U.  S.,  Mexico,  and  Singapore  in  19 
Acer  will  keep  stakes  of  anywhere  fi-( 
19%  to  40%,  which  in  most  cases  woi 
allow  it  to  retain  control. 

Giving  Acer  units  financial  indep< 
dence  from  Taipei,  Shih  believes,  is 
sential  if  they  are  to  have  adequate  c; 
ital.  He  hopes  to  raise  as  much  as  $: 
million  by  publicly  listing  Acer  Amer 
Corp.,  whose  sales  of  PCs  and  serve 
soared  75%  in  1993,  to  $433  million,  a 
are  expected  to  surge  an  additional  4' 
this  year. 

BOTTLENECKS.  But  Acer  America  is 
likely  to  soar  as  a  public  company  ur 
it  can  deliver  profits,  too.  It  lost  an  e; 
mated  $48  million  in  the  past  two  ye; 
because  of  inventory  bottlenecks 
the  $94  million  acquisition  in  1990  of 
tos  Computer  Systems  Inc.,  a  pioneer 
maker  of  microcomputers  that  now  s( 
servers.  In  1994,  Acer  America  will 
lucky  to  break  even.  Indeed,  the  A( 
empire's  profitability  is  not  impressi' 
All  told,  the  group  reported  $77  mill: 
in  profits  last  year  on  sales  of  $1.9  1 
lion.  That  was  a  58%  improvement  oa 
1992,  but  still  only  a  3.5%  aftertax  m 
gin.  And  80%  of  the  earnings  came  fri 


ACER'S  MAJOR  COMPONENTS 


COMPUTER  PRODUaS 

PCs,  MOTHERBOARDS,  SERVERS 


I 

ACER  AMERICA  ' 

DESKTOPS,  NOTEBOOKS,  PCs 

$600 

PERIPHERALS  ' 

MONITORS,  PRINTERS,  EAX  MACHINES 

$500  ■ 

SEMICONDUCTORS 

MEMORY  CHIPS 

TOTAL  ESTIMATED 
1994  SALES 

^2  .36  BIUION 

$288  1 

ACER  LABS 

CUSTOM-DESIGNED  CHIPS 

m 

0  300 
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With  the  island's  reputation  for  low-end 
products,  he  says,  "even  bankrupt  com- 
panies in  Silicon  Valley  have  better  im- 
ages than  Taiwan  companies." 

Shedding  his  company's  Taiwan  iden- 
tity is  just  part  of  the  sweeping  changes 
Shih  is  planning  as  he  prepares  Acer 
for  global  computer  warfare.  He  wants 
to  "deconstruct"  the  comjiany,  selling  off 
majority  stakes  in  21  different  business 
units  in  Asia  and  North  America  ranging 


where  does  Shih  invest— marketing  or 
development  of  high-tech  components? 
The  solution,  he  says,  is  to  turn  his  inte- 
grated empire  into  a  "federation"  of 
stand-alone  units.  Key  component  divi- 
sions will  remain  in  Taiwan,  but  over- 
seas affiliates  that  assemble  and  sell  PCs 
will  be  listed  on  local  stock  exchanges 
and  run  by  local  managers.  This  year,  he 
will  spin  off  the  peripherals  and  PC-dis- 
tribution units  in  Taiwan.  He  plans  to 


a  memory-chip  joint  venture  with  Te:3| 
Instruments  Inc. 

Nevertheless,  Acer  is  surviving  the  3 
shakeout.  According  to  Inteniational  D| 
Corp.,  Acer  was  No.  10  in  U.  S.  compu< 
sales,  shipping  83,000  PCs  in  this  ye£^ 
first  quarter.  Acer's  growth  in  the  U.  S§ 
led  by  its  $1,500  Acros  PC,  with  sales-f 
nearly  20,000  a  month,  compared  wl^ 
fewer  than  4,000  in  early  1992.  OiXjt 
gi'owth  areas:  servers  and  notebook  f| 
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INFORMATION  PROCt: 


NE](T  QUARTER'S  PROJECTIONS. 

You  want  the  ideal  color  printer.  The  one  that  will  help  you  turn  mission-critical  presentations 
into  missions  accomplished. 

You  want  the  KODAK  ColorEase  PS  Printer  The  PC  Editor's  Choice  award-winner  that 
comes  fully  loaded  with  all  you  need  to  output  persuasive  and  powerful  overhead  transparen- 
cies and  prints.  Easily,  and  in  no  time  at  all. 

We're  talking  complete  compatibility  with  your  Macintosh  Computer  or  Windows 
Software.  True  ADOBE  POSTSCRIPT"  Level  2  Language  built  in.  A  plug-in  module 
for  Adobe  Photoshop  Software.  Optional  Ethernet  capabilities.  And  a  one-year,  posisckipi 
on-site  manufacturer's  warranty. 

Not  to  mention  over  7  6  million  colors,  superb  resolution,  and  UltraColor  Software 
from  Kodak,  which  gives  you  great  color  the  first  time.  And  every  time.  All  from 
your  desktop.  At  a  price  you  can  afford. 

^  Call  800  344-0006  (800  465-6325  in  Canada)  today  for  a  free 

output  sample  and  dealer  information.  Never  before  has  a  color  printer 
been  able  to  do  so  much,  so  fast.  For  so  little. 


IN  BUSINESS, 
ONE  GOOD  1URN 
DESERVES  ANOIHER. 


The  Skip  Barber  Racing  School's 
unique  corporate  and  business 
programs  are  available  ^ 
coast-to-coast  J 
and  are  the  ^^SMI 
fastest  way  to 

make  a  lasting       ^^^^  mrl^  i 
impression.  ^^^^ 


Use  our  Formula  Ford  Racing  and  BMW  Driving  Schools  to 
develop,  motivate  and  reward  your  employees... 

and  to  entertain  your  customers.  s 


So  do  your  employees 
and  your  customers  a 
good  turn.  Call  today 
for  a  complete 
|[  turnkey,  highly 

'       flexible  program 
tailored  to  your 
company's  needs. . 


203-824-0771 


I 
I 
I 
I 
I 
I 
I 
I 


Teaching  you 
to  take  control. 


where  sales  are  expected  to  triple, 
10,000  per  month,  by  yearend. 

For  other  Acer  divisions,  moi 
raised  in  local  capital  markets  will  h 
increase  the  group's  role  as  a  one-s 
sourcing  shop.  Acer  Peripherals  Ii 
the  world's  seventh-largest  producer 
color  monitors,  will  double  capacity, 
million  units  annually,  with  new  plant; 
China  and  Taiwan.  Meanwhile,  the  jc 
venture  with  Texas  Instruments  is  bi: 
ing  a  $460  million  plant  to  produce  i 
16-megabyte  memory  chips. 
TIGHT-FISTED.  To  vault  into  the  top 
of  computer  makers,  however,  A 
needs  to  overcome  its  two  bigg 
weaknesses— marketing  and  distri 
tion.  Although  Acer's  machines  are 
ten  praised  for  their  quality  and  pr 
few  top  U.  S.  corporations  are  cust< 
ers.  Moreover,  less  than  5%  of  Am 
can  PC  consumers  have  heard  of 
name.  One  big  reason  is  Acer's  $14 
lion  advertising  budget— a  fraction 
the  $250  million  that  Compaq  Compi 
Corp.  spends.  Says  Bruce  Stephen,  ii 
director  of  PC  hardware:  "They  are 
ing  to  have  to  turn  the  volume  up 

"Even  bankrupt  companie 
in  Silicon  Valley 
have  better  images  than 
Taiwan  companies" 

they  will  continue  to  be  drowned  o 
Despite  griping  by  American  mar 
ers,  Acer  has  been  reluctant  to  inves 
advertising.  But  plans  to  sell  60% 
Acer  America's  stock  to  the  public  cc 
help.  "We  would  invest  most  of  the  \ 
ceeds  in  marketing  and  service,"  s 
Acer  America  President  Ronald  Chw 
While  Acer  slugs  it  out  in  the  U 
however,  its  contract-manufacturing  b 
ness  at  home  is  thriving.  Acer's  Tai\ 
factories  have  landed  large  order? 
make  desktop  and  notebook  PCs  for 
pie,  Fujitsu,  and  NEC.  Such  work  is 
pected  to  account  for  more  than  40? 
overall  sales,  compared  with  32%  in  1 
But  whether  Acer's  size  will  guar 
tee  success  for  its  brands  in  the  U.  S. 
mains  in  doubt.  Sales  are  spread  acr 
a  number  of  market  segments,  and  A 
isn't  among  the  leaders  in  any  of  th 
Still,  Shih  is  betting  that  Acer  Ame 
can  make  money  in  a  variety  of  c 
puter  markets.  One  big  edge  is  t 
Acer  can  use  its  own  factories— not 
contractors— for  a  reliable  supply  of 
expensive,  Taiwan-made  compone 
That's  one  Taiwanese  connection  A 
isn't  about  to  abandon. 

By  Pete  Engardio  in  Hong  K 
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Obody  has  a  longer  walk  to  SCnOOl.  Motorola  is  proud  to  sponsor  the  1994 

Western  Open,  benefitting  the  Evans 
Scholarship  Foundalioa  This  year, 
because  of  the  Evans  Scholarship,  over 
800  caddies  from  across  the  country  will 
get  where  they  want  to  go.  To  college,  ,, 


)on't  miss  the  oldest  event  on  the  PGA  Tour.  The  Motorola  Western  Open  can  be  seen  on  USA  Network  Thursday, 
Line  30  and  Friday  July  1,4:00 -6:00  p.mEDT,and  on  CBS  TV  Saturday,  July!  and  Sunday,  July  3,4:00-6:00  pmEDT. 


)  and  Motorola  are  Irademarks  of  Motorola,  Inc.  ©1994  Motorola,  Inc, 


WONDER  CHIPS 

HOW  THEY'LL  MAKE  COMPUTIHG  POWER  ULTRAFAST  AHD  ULTRACHEAP 


They've  just  rolled  that  old  PC  out  of  your  office  and 
brought  in  your  new  toy— the  latest  model  based 
on  Intel  Corp.'s  jazzy  new  100-megahertz  Pentium 
microprocessor.  It  is,  you  have  to  admit,  a  pretty 
amazing  piece  of  work.  There,  in  a  $4,000  box, 
sits  the  processing  power  of  a  1988-vintage  Cray 
Y-MP  supercomputer  from  Cray  Research  Inc.— plus  a  lot  of 
neat  stuff  that  big  systems  never  had,  including  a  CD-ROM  disk 
drive  and  stereo  speakers. 

What  gives  your  Pentium  PC— or  a  new  Macintosh  based  on 
the  PowerPC  chip  from  Motorola  Inc.— such 
amazing  power  is  the  culmination  of  decades 
of  progress  in  the  science  of  chipmaking. 
The  microprocessors  and  memory  chips  that 
make  these  machines  multimedia  marvels 
are  the  latest  proof  of  what's  known  as 
Moore's  Law.  Intel  Chairman  Gordon  E. 
Moore  observed  30  years  ago  that,  by 
shrinking  the  size  of  the  tiny  lines  that  form 
transistor  circuits  in  silicon  by  roughly  10% 
a  year,  chipmakers  unleash  a  new  generation  of  chips  every 
three  years— with  four  times  as  many  transistors.  In  memory 
chips,  this  has  quadrupled  the  capacity  of  dynamic  random-ac- 
cess memories  (drams)  every  three  years.  In  microprocessors, 
the  addition  of  new  circuits— and  the  speed  boost  that  comes 
from  reducing  the  distance  between  them— has  improved  per- 
formance by  four  or  five  times  every  three  years  since  Intel 
launched  its  X86  family  in  1979. 

After  a  dozen  generations  of  such  multii)lication,  chip  perfor- 
mance has  snowballed 

WHY  SMALLER 
MEAHS  BIGGER 

the  transistor  shrivels,  the  capacity  of  memory 
chips  will  soar,  and  ultrafast  new  microprocessors 
will  make  today's  supercomputers  seem  like  snails 


TRANSISTORS  WILL  SHRINK 
TO  JUST  0.1  MICRON  ACROSS 
BY  2G08-SO  TINY  YOU'D  NEED 
A  STRING  OF  2,500  TO  CIRCLE  A 
HUMAN  HAIR 


into  today's  mind-blowing  speeds  and  capacities.  And  wha 
astounding  is  that  the  cost  of  this  ever-increasing  pert 
mance  is  forever  going  down.  Take  a  486-class  personal  co 
puter,  the  kind  you  can  pick  up  at  the  local  warehouse  ch 
Among  the  microprocessor  and  drams  and  the  other  chips 
side  it,  you  get  roughly  100  million  transistors  that  pack 
wallop  of  an  IBM  3090  mainframe  from  1985.  Yet  the  PC  co 
less  than  $1,000.  You  can't  buy  100  million  of  anything  else 
so  little.  That  many  sheets  of  toilet  paper  would  run  m( 
than  $100,000.  This  miracle  of  economics— "free"  computi 
power— created  the  PC  revolution  and 
tally  changed  the  electronics  industry. 

But  the  revolution  has  barely  start 
Compared  with  what's  coming,  the  mi 
cles  that  chipmakers  have  so  far  deliver 
like  clockwork  will  seem  like  child's  pi 
The  compounding  effect  of  Moore's 
has  now  brought  semiconductors  to 
brink  of  a  series  of  leaps  that  withir 
decade  will  yield  by  far  the  most  power 
computers  ever— and  profoundly  affect  scores  of  other  electr 
ic  products  as  well,  ranging  from  mainframe-caliber  U 
phones  to  intelligent  TVs.  The  results  will,  over  the  next 
years,  change  many  aspects  of  everyday  life. 

Call  it  gigachip  technology— chips  with  a  billion  mim 
transistors  connected  by  a  maze  of  circuitry.  The  capacity 
memory  chips  has  already  climbed  from  1  million  bits  to 
megabits  since  1985,  or  from  30  pages  of  typed  text  to  5 
But  by  2005,  a  memory  chip  should  hold  4  billion  bits  (gi 
bits).  That's  almost  as  much  as  all  the  text  in  two  sets  of 


DRAM  CAPACITY 

In  bits  of  data— and  equivalent  text  in 
Encyclopaedia  Britannica  volumes 

MICROPROCESSOR  SPEED 

A  chip's  "heartbeat"  governs  how  fast 
it  can  process  software  instructions 

SMALLEST  FEATURE  SIZE 

Width  of  the  thinnest  circuit  line 
or  transistor  element 

DATA:  SEMICONDUOOR  INDUSTRY  ASSN  , 
COMPANY  REPORTS,  BUSINESS  WEEK 
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lopaediu  Britannica.  And  when  64-gigabit  memories  ar- 
round  2011,  they'll  store  a  small  library:  27  Britannicas. 
-eover,  the  ability  to  lay  a  billion  transistors  on  a  chip 
eld  killer  microprocessors.  As  the  transistor  count  on  mi- 
ps has  climbed  from  2,300  in  1971  to  a  few  million  today, 
icroprocessor  has  breezed  past  the  minicomputer  and  the 
■ame.  Today,  Dig-ital  Equipment  Corp.'s  Alpha  chip  is 
aster  than  the  processor  in  a  Cray  Y-MP.  "And  we  don't 
lything  slowing  down  these  trends,"  says  Richard  J. 
gs worth,  dec's  manager  of  advanced  semiconductor 
pment.  Gigaprocessors,  he  adds,  "will  allow  you  to  do 
never  thought  of  before." 

3  what?  Personal  Grays  could,  for  instance,  run  any 

ire,  regardless  of  which  type  of  computer  it  was 

n  for.  In  other  words,  a  single  desktop  machine  in 

lay  be  able  to  emulate  any  desktop  ever  built.  If  you 

le  interface  of  a  Macintosh  but  prefer  the  spread- 
handling  of  Lotus  1-2-3  on  a  PC,  you'll  be  able  to 

!o\iv  cake  and  eat  it,  too.  Similarly,  gigachips  would 

mough  transistors  to  play  multiple  roles  and  turn  a 

iter  printer  into,  say,  a 

-fax-modem-printer.  So 

nies  that  have  carved  out 

markets  could  face  new 

titors,  big  and  small. 

VE  SHRINKING.  Starting 

\  2005,  second-  and  third- 

ition  gigachip  technology 

;uff  unprecedented  com- 

ons  of  computing  hard- 

nto  miniature  boxes.  The 

p-andkids  of  today's  prim- 

ersonal  digital  assistants, 

:ample,  may  fuse  main- 
power,  a  cellular  video- 

,  and  a  wireless  fax-mo- 

1  a  flip-open  housing  the 

■  a  deck  of  cards.  They'll 

eap  enough  that  every 

and  briefcase  will  have 

ir  hopping  on  the  Infor- 

1  Superhighway— to  keep 

.h  Wall  Street,  home,  and 

ffice.  And  order-taking 
systems  that  now  me- 
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chanically  intone,  "Press  1  for  informa- 
tion . . ."  could  get  smart  enough  to 
understand  spoken  questions— and  an- 
swer so  articulately  that  it  will  be  tough 
to  tell  if  you're  talking  to  hardware  or 
fellow  "wetware." 

There  will  be  lots  more  wonders. 
Smart  TVs  will  keep  track  of  your  view- 
ing preferences  and  suggest  new  pro- 
grams, so  you  needn't  surf  through  500 
channels.  Libraries  will  house  digital 
books  that  update  themselves  by  using 
the  global  Internet  to  communicate  with 
other  libraries  and  databases  that  cover 
the  latest  developments  in  science,  the 
arts,  and  business. 

BETTER  BRAINS.  Ultimately,  gigabit  tech- 
nology could  even  lead  to  silicon  brains 
at  least  as  intelligent  as  humans.  "The 
potential  of  the  computer  is  way,  way  be- 
yond human  potential,"  says  Hugo  de 
Garis,  a  researcher  who  last  year  moved 
to  the  Human  Information  Processing 
Research  Lab  in  Kyoto,  Japan.  The  hu- 
man brain  has  about  10  quadrillion  syn- 
apses, or  connections  between  neurons, 
adds  de  Garis,  "but  this  is  trivial"  next  to 
the  computer  he  plans  to  build.  It  would 
have  billions  of  times  more  silicon  "synap- 
ses," each  far  faster  than  the  brain's. 

All  this  and  more  will  be  possible— 
once  process  engineers  nail  down  meth- 
ods for  cranking  out  gigachips  economi- 
cally. Getting  to  the  first  gigabit  gener- 
ation in  2002  will  require  only 
evolutionary  improvements  in  produc- 
tion equipment,  but  it  will  take  some 
groundbreaking  new  technology  to  go 
much  further.  Around  2005,  chipmakers 
will  hit  the  limit  of  light's  ability  to  print 
microscopic  lines  on  silicon.  To  make 
smaller  transistors,  they'll  have  to  per- 
fect ways  to  do  the  job  with  X-rays  or 
electron  beams. 

Neither  approach  will  be  cheap.  That's 
why  chip  producers  also  will  be  going 
all-out  to  trim  the  costs  of  wafer-fabrica- 
tion plants— the  hermetically  sealed  fac- 
tories where  chips  are  etched  in  sau- 
cer-size silicon  disks  known  as  wafers.  If 
a  wafer  fab's  price  hits  $2  billion  by 
2000,  as  expected,  chip  prices  may  have 
to  increase  faster  than  performance— re- 
versing the  effects  of  Moore's  Law.  The 
semiconductor  industry  would  do  almost 
anything  to  avoid  that  (page  90). 

In  the  meantime,  researchers  aren't 
waiting  to  dream  up  ways  to  use  giga- 
chip  power.  Computer  scientists,  for  ex- 
ample, are  pursuing  completely  new 
kinds  of  software.  Already  emerging  are 
such  glimmers  as  "evolutionary"  pro- 
grams and  genetic  algorithms  that  im- 
prove themselves  with  age  and  intelli- 
gent software  agents  that  roam  the 
electronic  globe  hunting  down  answers 
to  questions  both  practical  and  pro- 


found—from "What's  the  cheapest  fare  I 
can  get  to  Seattle?"  to  "What  is  a 
quark?" 

Scientists  believe  these  and  other  one- 
time fantasies  will  become  reality  over 
the  next  two  decades,  triggering  uphea- 
vals in  business  and  society.  "People 
don't  reahze  how  fast  these  things  are 
going  to  come,"  says  Thomas  N.  Theis, 
manager  of  semiconductor  physics  re- 
search at  IBM's  Research  Div. 

If  silicon  becomes  as  pervasive  and 


SOME  GIGACHIP 
iHilESTONES  TO  lOOK  FOR 

-  r  _    Monster  microprocessors  will 
2002       turn  PCs  into  "personal  Grays." 
They'll  run  any  software,  re- 
gardless of  which  type  of  PC  the  program 
was  written  for. 

.    Smart  TVs  will  keep  track  of 
p:  your  past  viewing  preferences 
'     and  suggest  new  programs  that 
dovetail  with  your  personal  tastes. 

.    Telephones  willincorporote 
one-chip  mainframes  that  in- 
stantaneously  translate  for  call- 
ers who  speak  different  languages. 

Computers  will  become  so 
'^'2011!)^  smart— and  even  humanlike— 

that  they'll  begin  usurping  entire 
corporate  departments,  such  as  account- 
ing and  logistics. 


as  smart  as  researchers  envision,  the 
workplace  may  undergo  changes  that 
could  make  today's  downsizings  seem 
trivial.  "We're  going  to  have  a  big  im- 
pact on  industry— essentially  decentraliz- 
ing it,"  predicts  Mark  C.  Melliar-Smith, 
chief  technical  officer  of  AT&T  Microelec- 
tronics, the  telecom  giant's  chipmaking 
arm. 

The  reason:  Networks  of  $1,500  com- 
puters with  the  powers  of  today's  $15 
million  supercomputers  will  make  it  pos- 
sible to  do  almost  any  white-collar  task 
anywhere.  The  costly  technologies  now 
found  only  at  headquarters,  such  as  vid- 
eo-conferencing systems,  will  become 
standard  features  in  all  PCs.  "We'll 
squeeze  it  onto  one  chip,  and  it'll  be- 
come a  consumer  prod- 
uct," says  Melliar- 
Smith.  Then  there  will 
be  no  economic  ratio- 
nale to  maintain  large 
central  offices.  And 
that  will  change  the 
nature  of  management. 


IN  2005,  NEW  CHIP  PLANTS 
WILL  CHURN  OUT  100,000 
TRANSISTORS  A  WEEK 
FOR  EVERY  MAN,  WOMAN,  AND 
CHILD  ON  EARTH 


Such  transformations  are  goin 
sweep  through  other  institutions  as 

D.  Raj  Reddy,  dean  of  Carnegie  M' 
University's  Computer  Science  Sc' 
worries  about  the  education  syst 
ability  to  prepare  itself,  let  alone 
dents,  for  the  new  world.  "There's  £ 
chance  that  the  university  as  we  kn( 
will  cease  to  exist  in  50  years,"  m 
Reddy. 

Restructuring  will  hit  especially 
in  the  electronics  industry,  says  I 

E.  Eastman,  a  vice-president  at 
Research  Div.  Apart  from  the  Jap 
giants,  only  a  few  makers  of  comp 
and  other  electronics  gear— IBM, 
Hewlett-Packard,  and  Siemens— ac 
ly  produce  their  own  chips  today, 
it's  almost  certain  that  even  fewer 
do  so  in  the  future,  given  the  stagg 
costs  of  semiconductor  plants. 

That  could  pose  serious  challeng 
builders  of  electronics  systems: 
chips  won't  be  just  components 
product— they'll  be  a  product  searc 
for  a  box.  Chips  already  represer 
much  as  75%  of  the  hardware  vah 
some  computers,  and  that  will 
"With  more  and  more  value  headin 
the  silicon,"  says  Michael  J.  Attard 
IBM  senior  vice-president  who  run 
Blue's  microelectronics  business,  e 
one  else  is  going  to  get  squeezed, 
gins  are  going  to  get  tighter,"  say 
C.  SilveiTnan,  advanced  technologies 
keting  manager  at  Hewlett-Packar 
NOT  JUST  INTEL  INSIDE.  At  the  same 
gigachip  technology  could  undo  I 
near-monopoly.  Because  a  gigachij 
have  enough  transistors  to  acco 
date  the  guts  of  multiple  micropr 
sors,  it  will  be  possible  to  create  a 
performance  chip  that  uses  just  a  1 
its  silicon  to  emulate  the  old  Inii  i  < 
and,  therefore,  remain  compatible 
existing  software  while  offering  lai 
ter  performance. 

Developing  such  a  chameleon  chi 
all  the  major  non-Intel  designs  is 
goal  of  the  Open  Microprocessor 
tems  Initiative  (OMi),  a  $270  miUior 
ropean  Commission  project  involvir 
teams  from  100-odd  companies  and 
versify  labs.  OMl's  initial  focus  is 
duced  instruction-set  computing 
chip  able  to  run  software  designed 
half-dozen  microprocessors,  includinj 
Motorola/IBM  PowerPC,  Sun  Micr 
terns'  Sparc  design,  Advanced  RISC 
chines'  ARM  chip 
the  Transputer 
from  SGS-Thom; 
Inmos   Div.  Bv 
wouldn't  take  mu 
empower  cham( 
chips  to  act  as 
microprocessors 
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ind  to  run  standard  PC  software. 
i],  of  course,  isn't  going  to  take 
ing  down.  Recently,  for  exampile,  it 
forces  with  HP  to  develop  a  hy- 
lip  that  will  lift  the  technologies  of 
Intel's  X86  family  and  HP's  Rise 
1  to  new  levels  of  performance, 
ntel's  next-century  chips  could  of- 
heir  own   emulations  of  rival 

IS. 

imately,  the  market  for  top-end 
)rocessors  might  plateau— not  be- 
of  the  overwhelming  powers  of 
lips  but  because  of  something 


assistant  can  pinpoint  his  location  on  a 
floor  plan  in  an  emergency.  In  an  on- 
line world,  this  concept  could  reach 
everywhere— including  the  home.  AT&T 
Bell  Laboratories  already  has  a  proto- 
type of  HumaNet,  where  a  futuristic  liv- 
ing room  is  studded  with  ceiling  sen- 
sors and  equipped  with  remote- 
controlled  gadgets,  including  a  TV  wall. 
And  everything  responds  to  verbal 
commands. 

That  points  up  another  major  trend  in 
gigachip  computing:  Making  machines 
easy  to  use  by  endowing  them  with  hu- 


"ubiquitous  computing."  It  is  a 
3t  envisioned  by  Mark  Weiser, 
;er  of  the  computer  science  lab  at 
Corp.'s  Palo  Alto  Research  Center 
1.  With  information  networks 
ivhere  and  devices  such  as  dirt- 
telecomputer  tablets,  convention- 
ms  of  PCs  will  be  largely  passe, 
r  believes.  With  every  networked 
ter  in  the  world  on  call,  you  could 
Tibbie  what  you  want  on  a  digital 
md  the  request  will  zip  into  the 
rk  and  search  out  a  suitable  com- 
Most  of  the  overhead  would  be  in 
;twork,  so  the  digipads  scattered 
i  the  office  and  home  could  use 
eneration  silicon,  making  them  as 
as  pocket  calculators. 
Bed,  in  the  gigachip  era,  today's 
;hips,  including  Pentium,  will  be 
Ddities.  That  will  make  ubiquitous 
iting  practical.  For  example,  PARC 
erimenting  with  "active  badges,"  a 
;  card  with  a  built-in  transmitter. 
RC,  these  constantly  relay  signals 
sors  in  the  ceiling,  so  that  Weiser's 


ULTRAPOWERFUL  CHIPS  WILL  HELP  CARNEGIE 
MELLON'S  SHAFER  BUILD  A  COMPUTER  THAT 
CAN  'SEE'  AND  DISTINGUISH  SHAPES 

manlike  senses— fluid  speech,  a  good  ear, 
keen  vision.  IBM  calls  the  concept  "natu- 
ral computing"  and  has  set  up  a  separate 
unit  to  tackle  near-term  applications,  in- 
cluding speech  recognition  in  the  first 
models  of  its  upcoming  Power  Personal 
Systems  line  of  PCs. 
ENORMOUS  JOB.  The  idea  is  to  end  tech- 
nological tyranny  for  good:  Machines 
will  no  longer  dictate  how  people  must 
use  them,  but  instead  adapt  to  each 
user.  If  you  don't  like  using  a  mouse, 
you  could  point  to  an  icon  on  the  screen 
to  start  your  spreadsheet.  Building  com- 
puters that  people  can  deal  with  almost 
as  naturally  as  with  another  person  is 
essential  if  the  Information  Superhigh- 
way is  to  be  as  publicly  usable  as  the 
telephone  system.  It'll  be  an  enormous 
programming  job,  says  Larry  Raviner, 
director  of  information  principles  re- 


search at  Bell  Labs.  But  when  it's  done, 
"the  whole  world  is  going  to  change." 

The  first  barrier  to  fall  may  be  speech- 
recognition.  "We've  been  working  on 
speech  for  20  years,"  says  Michael  L. 
Dertouzos,  director  of  Massachusetts  In- 
stitute of  Technology's  computer  science 
lab,  "and  it's  finally  bearing  fruit."  In  10 
years,  even  handheld  computers  will 
understand  ordinary  speech— and  15 
years  hence,  predicts  AT&T's  Melliar- 
Smith,  a  pocket  computerphone  will  in- 
stantaneously translate  conversations  be- 
tween people  speaking  different 
languages.  Today,  he 
adds,  it  takes  a  file-cab- 
inet-size translation  sys- 
tem to  manage  a  few 
hundred  words. 

But  those  tricks  of 
the  software  engineer's 
art  won't  be  possible 
unless  the  semiconduc- 
tor industry  clears  its 
own  near- term  hurdle: 
the  end  of  optical  li- 
thography. Since  Sili- 
con Valley's  earliest 
days,  chips  have  been 
printed  the  same  way 
as  photos:  by  shining 
light  through  a  nega- 
tive, or  mask.  At  first 
it  was  visible  light,  but 
lately  it's  been  with 
more  precise  ultravio- 
let (uv)  light.  Last 
year,  svG  Lithography 
Systems  Inc.,  a  division 
of  Silicon  Valley  Group 
Inc.  in  San  Jose,  Calif., 
unveiled  equipment 
that  uses  uv  light  to 
print  0.35-micron  lines,  which  soon  will 
be  the  industry  standard  for  producing 
64-megabit  DRAMs. 

The  key  to  stretching  optical  lithogra- 
phy into  the  next  century  is  "deep-uv" 
light.  Emitted  by  an  excimer,  or  pulsing, 
laser,  deep-uv  light  could  print  lines  as 
skinny  as  0.15  micron.  That's  sufficient, 
says  Hisashi  Hara,  general  manager  of 
an  advanced-technology  lab  at  Toshiba 
Corp.,  to  produce  1-gigabit  chips.  It's 
doubtfu'  that  optical  methods  can  go  be- 
yond this,  although  Shoichiro  Yoshida, 
executive  vice-president  of  Nikon  Corp., 
the  leading  supplier  of  lithographic  sys- 
tems, hints  that  novel  light-emitting  ma- 
terials might  do  the  trick.  "There  are 
some  possibilities,"  he  says,  "but  I  can't 
discuss  them." 

Still,  nobody  believes  that  optical  tech- 
nology will  work  beyond  the  4-gigabit 
level,  which  is  expected  to  be  reached  in 
2005.  Something  else  will  be  required 
to  produce  0.1-micron  features.  That's 
so  teensy  that  if  such  transistors  were 
silicon  pearls,  you  would  need  a  string  of 
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2,500  of  them  to  circle  a  human  hair. 

The  most  promising  candidate  is  elec- 
tron beams.  Theoretically,  an  E-beam 
system  can  produce  lines  as  wispy  as 
0.02  microns  wide,  which  would  take 
chipmakers  beyond  2025— to  chips  with 
trillions  of  transistors.  The  hangup  is 
that  E-beams  write  circuit  lines  with 
what  amoimts  to  a  high-tech  quill  pen. 
Since  a  256-megabit  DRAM's  circuitry 
will  be  eciuivalent  to  a  street  map  of 
the  entire  world,  "you  can  do  only  one 
wafer  per  hour"  with  an  E-beam,  says 
Masao  Fukuma,  senior  manager  of  NEC 
Corp.'s  Microelectronics  Reseai"ch  Lab. 
CATCHING  HEAT.  That's  far  short  of  to- 
day's output  of  60  wafers  an  hour.  Cor- 
nell University's  National  Nanofabrica- 
tion  Facility  is  working  with  IBM  on  a 
system  that  uses  a  gi'id  of  E-beam  emit- 
ters to  write  the  same  pattern  on  multi- 
ple chips  simultaneously.  NNF  Director 
Harold  Craighead  lielieves  this  process 
could  etch  50  wafers  an  hour.  "We're 
getting  encouraging  results,"  he  says. 


"but  we're  many  years  from  a  proto- 
type production  tool." 

Around  2011  comes  the  real  make-or- 
break  point,  when  transistors  are  ex- 
pected to  dive  below  0.1  microns.  These 
little  critters  would  switch  on  and  off 
so  fast  they'd  generate  enough  heat  to 
melt  holes  in  the  silicon  unless  the  chips 


AROUND  2020,  COMPUTERS 
COULD  BECOME  AS  POWERFUL  AS 
THE  HUMAN  BRAIN-AND  BY  2040 
MAY  VASTLY  OUTSTRIP  IT 


are  cooled  with  a  refrigeration  system. 
So  either  computers  will  ,grow  big  again, 
which  would  boost  costs  and  slash  mar- 
ket potential,  or  chipmakers  will  have  to 
switch  to  a  totally  new  breed  of  micro- 
switch— ultratiny  quantum  transistors. 

These  would  exploit  the  weird  world 
of  quantum  dynamics,  where  electrons 


become  waves  that  defy  the  law 
standard  physics,  enabling  one  quan 
transistor  to  do  the  work  of  sev( 
"That's  what's  neat  about  quantum  t 
sistors,"  says  Mark  A.  Reed,  a  profei 
of  electrical  engineering  at  Yale  Uni 
sity.  By  swapping  a  quantum  device 
several  ordinary  transistors,  circuit 
sity— and  heat— could  be  reduced  enc 
to  avoid  the  need  for  refrigeration. 
TERA  FIRMWARE.  Fujitsu,  Hitachi, 
Texas  Instruments  are  among  the  c 
makers  making  strides  in  quantum 
tronics.  Late  last  year,  Tl  unveiled  ar 
perimental  circuit  with  17  quan 
transistors  that  do  the  work  of  40 
ventional  devices.  If  it  all  works 
16-trillion-bit  (terabit)  memory  chips 
conceivable  by  the  mid-to-late  20 
One  such  monster  would  hold  6,667 
of  the  Epxyclopaedia  Britannica. 

On  the  other  hand,  researchers 
mit,  it's  also  conceivable  that  quan 
chips  won't  ever  be  economical  for  n" 
market  products.  In  that  event,  the 


WILL  WE  KEEP  GETTING  MORE  BITS  FOR  THE  BUCK? 


For  three  decades,  the  computer  and 
semiconductor  industries  have 
thrived  on  the  confounding  econom- 
ics of  chipmaking.  Every  three  years,  the 
cost  doubles  for  "wafer  fabs,"  the  ultra- 
clean  factories  that  fabricate  chips  on  sil- 
icon wafers:  It  now  stands  at  $1  billion. 
Yet  the  big  investments  have  paid  off  by 
making  possible  still-tinier  circuitry  that 
further  slashes  the  cost  of  computing. 
With  chipmakers  delivering  four  times 
the  processing  speed  and  memory  capac- 
ity at  roughly  the  same  price  every  three 
years,  the  market  has  been  gobbling  sili- 
con like  teenagers  scarfing  potato  chips. 

All  this  might  change,  however,  when 
the  cost  of  a  world-class  fab  climbs  to  $2 
billion  around  the  year  2000.  Chipmakers 
won't  be  able  to  recover  their  invest- 
ments unless  they  at  least  hold  the  line 
on  prices— and  prices  might  have  to  rise 
faster  than  performance.  This  would  be  a 
radical  break  in  chip  economics.  Com- 
modity chips  such  as  dynamic  random-ac- 
cess memories  (drams)  "have  always  cost 
just  a  few  dollars,  regardless  of  their 
increased  density,"  notes  Craig  R.  Bar- 
rett, Intel  Corp.'s  chief  operating  offi- 
cer. But  when  there's  a  $2  billion  in- 
vestment to  recoup,  "you  can't  sell  them 
at  $5  and  make  money." 

Sticker  prices  have  sometimes  in- 
creased in  the  past,  but  the  extra  cost 
has  always  been  more  than  offset  by 
performance  gains.  In  1982,  Intel's  hot- 
test microprocessor  was  the  286.  It  was 


rated  at  1  million  instructions  per  second 
(mips)  and  cost  $360.  Compare  that  with 
the  Pentium,  which  Intel  launched  last 
year.  It  cost  $950,  but  pumped  out  100 
mips.  So  the  per-mips  cost  was  only 
$9.50— a  97%  plunge  over  11  years. 

To  compensate  for  rising  inve.stment, 
chipmakers  normally  crank  up  out])nt 
and  spread  the  added  expense 
over  a  larger  number  of  chips. 
That's  why  the  size  of  silicon  wa- 
fers that  end  up  getting  sliced 
into  dozens  of  chips  has  edged  up 
steadily  since  the  1970s,  from  2 
inches  to  6  and  even  8  inches 
now— with  12  inches  coming  soon 
and  16-inch  wafers  due  around 
2000.  These  platter-size  disks  will 
hold  four  times  as  many  chips  as 
today's  biggest  wafers,  which  in 
the  case  of  16-megabit  drams  is 
212  chips  per  8-inch  wafer,  accord- 
ing to  Texas  Instruments  Inc.  But 
even  16-inch  wafers  may  not  pre- 
serve traditional  pricing  trends. 
GIGA-BETS.  Chipmakers  doubt  that 
a  modest  increase  in  prices  will 
dramatically  dent  chip  demand, 
but  that's  not  certain.  And  the 
uncertainty  makes 


qualms.  "Everyone  pushed  ah 
didn't  worry  what  the  systei 
would  use  it  for,"  says  Hisashi  H 
eral  manager  of  an  advanced  ch 
Toshiba  Corp.,  "because  it  was  s( 
that  they'd  find  a  way  to  use 
billion-buck  sums  seem  to  pu; 
l)utton  that  wasn't  tripped  at  5 


many  producers 
queasy.  Japan's 
chipmakers  used  to 
cough  up  capital 
even  during  reces- 
sions    with  no 


AS  FABS  CLIMI 
TO  $2  BILUON, 
COST  CONTAIN- 
MENT BECOMES 
ALUMPORTANT- 
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le  incredible  shrinking  transistor 
it  finally  end  in  the  2010s. 
/en  so,  gigachips  will  by  then  have 
ished  such  an  explosion  of  cheap 
3uting  power  that  the  world  will 
r  be  the  same.  In  addition  to  artifi- 
speech,  artificial  vision  is  coming. 
,y's  approach  is  limited  because  it 
ires  a  computer  to  identify  an  im- 
by  comparing  it  against  a  library 
;tored  images. 

HOLLINGSWORTH 


AND  WAFER:  GIGA- 
CHIPS 'WILL  ALLOW 
YOU  TO  DO  THINGS 
NEVER  THOUGHT 
OF  BEFORE' 


new  research 
lises  machine-vi- 
systems  as  ver- 
B  as  the  eye- 
i  biosystem. 
V  Steven  Shafer, 
tor  of  Carnegie 
m  University's 
)rated  Imaging  Lab,  the  key  is  a 
er  understanding  of  the  physics  of 
jption:  How  the  brain  analyzes  tex- 

color,  and  reflectivity  to  extract 
ling  from  all  the  visual  data  that 
lit  our  eyes.  That's  why  his  lab  is 
med  floor-to-ceiling  with  objects  of 
rent  shapes,  textures,  and  colors. 


Shafer  conceived  the  first  physics- 
based  theory  for  machine  vision,  called 
the  Dichromatic  Reflection  Model,  in 
1984,  and  it's  used  in  the  self-steering 
vehicle  that  CMU  built  for  the  Pentagon. 
But  Shafer  figures  he's  still  a  decade 
from  his  ultimate  goal:  "A  computer  that 
can  identify  objects  when  it  doesn't  have 


any  notion  of  what  it's  looking  at." 

Meanwhile,  machines  will  be- 
gin getting  perhaps  the  most  val- 
uable sense  of  all:  common  sense. 
The  trouble  with  computers  is 
that  they  take  everything  so  liter- 
ally. Send  a  note  to  the  company 
librarian  asking  for  data  on  the 
"plasitics"  industry,  and  you'll  no 
doubt  get  what  you  want.  F*ut  the 
same  request  to  a  computer  data- 
base, and  it  probably  will  find 
nothing.  To  make  computers  less 
"brittle,"  a  team  led  by  Douglas  B. 
Lenat,  an  artificial-intelligence  pi- 
oneer at  Microelectronics  &  Com- 
puter Technology  Corp.,  the 
Austin  (Tex.)-based  electronics 
industry  consortium,  has  been 
stuffing  a  database  with  everyday 
knowledge— not  the  facts  that  fill  ency- 
clopedias, but  the  grounding  you  need  to 
comprehend  what  an  encyclopedia  says. 
Lenat  expects  to  launch  the  first  com- 
monsense  software  product  next  year. 

When  all  these  artificial  senses  get 
combined  in  gigachip  sy.stems,  comput- 


previous  tab  for  a  fab.  For  the 
years,  capital  budgets  in  Ja- 
;  either  frozen  or  trimmed— 
-  lack  of  satisfactory  answers  to 
■justification  questions, 
strings  are  now  loosening  some- 
.  the  industry  still  isn't  adding 
ew  capacity.  Currently,  there 
dd-class  fabs  around  the  globe, 
ulates  that  by  decade's  end,  22 
1  be  needed  just  to  support 
1  the  PC  business.  Murray  A. 


Goldman,  senior  vice-president  of  Motoro- 
la Inc.'s  chip  division,  pegs  the  total  need 
at  twice  that  number.  If  they're  right, 
shortages  could  compound  any  price 
hikes  dictated  by  higher  investments. 

Put  it  all  together,  and  cost  contain- 
ment is  becoming  chipmaking's  No.  1 
priority.  Consultant  G.  Dan  Hutcheson, 
president  of  VLSI  Research  Inc.,  figures 
just  cutting  corners  could  squeeze  costs 
by  perhaps  20%.  For  instance,  instead 
of  using  gold  piping  to  make  sure  no 
contaminants  leach  from  the  pipes  into 
the  ultrapure  chemicals  used  to  process 
wafers,  Hutcheson  argues  that  standard 
pipes  with  space-age  filtering  could  do 
the  job. 

PREFAB  FABS.  Many  other  alternatives 
are  being  explored,  with  most  chipmak- 
ers  hunting  for  a  magic  recipe  that 
would  trim  their  investment  increments 
by  at  least  30%.  NEC  Corp.  is  working  on 
a  convertible  factory.  It  would  consist 
of  three  modules,  each  producing  a  dif- 
ferent chip  generation.  Every  three 
years,  the  oldest  module  would  be 
opened  up  and  renovated  for  making  the 
latest  chips.  Sematech  Inc.,  the  chip- 
industry  consortium  in  Austin,  Tex.,  and 
Semiconductor  Equipment  &  Materials 
International,  a  trade  association,  are 
championing  so-called  cluster  tools,  a  con- 
cept pioneered  by  equipment  maker  Ap- 
plied Materials  Inc.  All  production  tools 
would  have  a  standard  connection  that 
plugs  into  a  central  hub,  where  robots 
would  shuffle  wafers  from  one  process  to 
the  next.  Heretofore,  every  supplier  has 
had  its  own  interface,  and  integrating 
everything  was  a  costly  engineering  task. 


The  most  radical  idea  comes  from  Tl. 
Working  under  a  Defense  Dept.  contract, 
the  Dallas  chip  giant  has  developed  a 
$30  million  setup  that  it  says  can  match 
the  productivity  of  a  $1  billion  fab.  It's 
dubbed  mmst,  short  for  Microelectronics 
Manufacturing  Science  &  Technology, 
and  it  reinvents  the  production  of  mi- 
crochips almost  from  the  ground  up.  For 
instance,  instead  of  processing  wafers  in 
batches  of  two  dozen,  mmst  handles  them 
one  at  a  time— bringing  "just-in-time" 
principles  to  wafer  fabrication.  "We  have 
processed  wafers  in  less  than  three 
days,"  slashing  the  usual  cycle  time  by  as 
much  as  85%,  boasts  Tl's  Robert  Doering, 
director  of  the  mmst  program.  Toshiba's 
Hara  expects  the  concept  of  single-wafer 
processing  to  spread,  if  only  because  16- 
inch  wafers  will  hold  so  many  chips  that 
only  DRAMS  and  a  few  other  high-vol- 
ume chips  can  justify  being  batched. 

If  all  the  work  to  prune  the  cost  of 
wafer  fabs  pays  off— and  especially  if  Tl's 
mmst  concept  takes  hold— the  21st  centu- 
ry could  open  with  a  hectic  period  of 
small  startups  turning  out  innovative 
chips.  But  if  that  doesn't  happen,  Amer- 
ica's small  chipmakers  will  still  be  in  de- 
mand, says  Michael  G.  Borrus,  co-director 
of  the  Berkeley  Roundtable  on  the  Inter- 
national Economy.  In  the  coming  age  of 
one-chip  products,  he  says,  clever  de- 
signs will  be  in  greater  demand  than 
ever— especially  if  the  cost  of  perfor- 
mance starts  to  increase. 

By  Otis  Port  in  New  York,  with  Neil 
Gross  in  Tokyo,  Robert  Hof  and  Richard 
Brandt  in  San  Francisco,  and  Peter  Bur- 
rows in  Dallas 
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The  Top-Performing 
CA  Tax-Free  Money  Fund 


4.81' 

Tax-Equivaleni 
Yield' 


Fidelity's  Spartan  *  California  Municipal  Money 
Market  Portfolio  offers  income  free  from  fedenil  and  stiite 
taxes'  and  uses  Fidelity  s  Spartiui  Approach'-'  to  give  investors 
a  way  to  eiim  iiiglier  viekLs  tlirougli  lower  costs.'  And,  accord- 
ing to  Upper  Analytical  Services,  Inc,  the  fund  ranked  #1 
of  51  CA  Tax-Free  Money  Market  Funds  based  on  total 
return  for  the  12  months  ended  4/30/94.  PiLst  perfonnance 
is  no  guariuitee  of  future  results. 

For  more  complete  information,  including  charges  and  expenses,  call 
for  a  free  prospectus.  (Minimum:  $25,000.) 

Call  1-800-544-3898  24  Hours 


2.74'- 

Current  Yield' 
{V27/94) 


Fideliiy 


Investments^ 


Read  the  pro^peclus  carefully  before  investing  or  sending  money  .  'A  portion  of  income  may  be  subject  to  state  taxes 
and  tlie  federal  alternative  minimum  ta.\.  Transactions  may  reduce  your  yield.  Annualized  historical  yield  for  the 
"-day  period  ended  S/27/O-i.  Ta.\-equivalent  yield  is  b;tsed  on  the  1944  combined  effective  federal  and  California  in- 
come tax  rate  of  43.04%.  If  Fidelity  had  not  reimbursed  hmd  expenses,  the  current  and  tax-equiv;dent  yields  would 
have  been  2.4')%  and  4.37%,  respectively.  Hxpense  reimbursements  may  be  revised  at  any  time,  at  which  time  the 
fund's  vield  will  go  down.  Yield  varies,  kn  investment  in  the  fund  is  not  insured  or  guaranteed  by  the  I  .S  govern- 
ment, and  there  is  no  assurance  that  a  $  1 .00  share  price  will  be  mainl;uned.  Fideht\  Distributors  Corporation. 


You  atrive,  feeling  both  iissiired  and  inspired  by  clear  blue  skies 
iind  f  'ennont's  Green  Mountains.  Should  you  explore  or  absorb? 

You  defer  to  your  senses  and  choose  your  place  in  the  sun. 


Your  stinrise  walk  together  brought  it  all  back. 
He  even  asked  to  join  you  for  aerobics. 

You  lose  doubles  6-4  and  are  both  s't/ll  s»iiling. 


You  feel  reneiued,  relaxed  and  whole.  Everything  is  better, 
inside  and  out. 


Life  is  good. 


Please  call  1-800-451-8686 

or  contact  your  travel  professional. 
Rates  from  ''89*      person/per  night/ 
double  iKcupanty.  Inquire  about  our  special 
Spa  and  Tennis  Packages,  featuring 
our  world  renowned  Tennis  Program. 

Taxes  and  gratuilk-s  L-vrni  Now  throii^'h  ( Krntjer  V,  !';'j4. 


TOPNOTCH 

AT  STOWE 
RESORT  AND  SPA 

Vermont's  Premier  Four  Star,  Four  Diamond  Resort. 

P.O.  Box  145X.On  the  Mountain  Road,  Stowc,  \T  (15672 
802-253-858.S   Fax:  802-253-9263 


ers  a  decade  from  now  may  becomet 
adept  as  people  at  interpreting  ambij 
ous  instructions  and  dealing  with 
certainty.  Augmenting  these  capabilit 
with  software  agents,  evolutionary  si 
ware,  and  other  AI  technology  co 
make  it  possible  to  automate  mt 
white-collar  jobs.  Agents  can  lean 
person's  habits  and  routines,  then  ca 
out  the  tasks  on  their  own.  The  fi 
generation  isn't  all  that  intelligent.  ] 
with  gigachip  power,  a  future  agi 
that  you  repeatedly  dispatch  to  fe 
on-line  news  about  China  might  dec 
to  explore  the  network  and  look 
other  sources  of  data  that  have  escaj 
your  notice. 

Somewhere  down  the  line,  perh^ 
as  early  as  the  first  decade  of  the  2 
century,  the  number  of  transistors  o 
cluster  of  chips  will  reach  a  critical  m 
that  would  make  so-called  emergent 
havior  inevitable.  That's  the  inher 
tendency  of  any  dynamic  system,  gi 
sufficient  complexity,  to  begin  exhibit 
self-organization  and  rudimentary  int 
gence.  It  might  happen  spontaneou 
but  probably  it  will  be  by  design. 


When  transistor  density 
reaches  critical  mass,  will 
intelligence  emerge? 


dozen  research  groups  in  the  U.  S 
Europe  are  intent  on  fashioning  sili 
brains  more  powerful  than  the  hur 
version.  One  team,  the  Brain  Bull 
Group,  was  founded  early  last  year 
de  Garis  at  the  Human  Information  I 
cessing  Research  Lab,  part  of  Jap: 
Advanced  Telecommunications  Resee 
Institute.  In  collaboration  with  Nip 
Telegraph  &  Telephone  Corp.'s  nanoe 
tronics  lab,  he  hopes  to  create  a  sup 
or  silicon  brain  "within  10  years." 

For  now,  superhuman  sihcon  brj 
remain  science  fiction.  But  the  res 
these  gee-whiz  developments  are  pr( 
sure  bets.  Chips  with  the  required  p 
er  will  almost  certainly  be  produ 
over  the  next  decade  or  so.  So  w 
you  log  onto  a  network  to  join  a  "vir 
work  team  in  2010,  you  may  not  be 
to  tell  which  co-workers  are  flesh-£ 
blood  and  which  are  silicon.  Compu' 
can't  get  any  friendlier  than  that. 

By  Otis  Port  in  New  York,  with  j 
Gross  in  Tokyo,  Robert  Hof  in  San  F 
Cisco,  and  Gary  McWilliams  in  BosU 


For  information  on  reprints  of  this  Special  Report 
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Business  Week  Reprints,  P.O.  Box  457,  Mights 
N  J,  08520 
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"I  VIEW  PLANNED  GIFTS  A  BIT  LIKE  ORGAN 
DONATION  —  LEAVING  SOME  PART  OF  YOU  THAT 
CAN  IMPROVE  OR  EVEN  SAVE  THE  LIVES  OF  OTHERS 

AFTER  YOU'RE  GONE," 

-  A  50-YEAR-OLD  KIDNEY  TRANSPLANT  RECIPIENT 

AND  National  Kidney  Foundation  Planned  Giving  Donor 


The  National  Kidney  Foundation  brings  help  and 
hope  to  20  million  Americans  suffering  from 
kidney  and  urinary  disease. 


■or  information  on  how  to  plan  a  gift  or  bequest  contact  tlie 
National  Kidney  Foundation  •  30  East  33rd  Street  •  New  Yorlc  • 
W  10016  •  1-800-622-9010 


National  Kidney 
Foundation 


am  TO  LOOK  LIKE  A 

HARD-NOSED,  PENNY- 
PINCHING  TIGHTWAE 

TO  YOUR  CFO  WHILE  LOOKING  LIKE 
A  KIND,  GENEROUS  BENEFACTOR 
TO  EVERYONE  ELSE. 


Its  a  classic  case  of  betwixt  and 
betiveen.  A  rock  and  a  hard 
place.  Jekyll  and  Hyde,     On  the  one 
hand,  you  know  that  quality  health  care  is  an 
important  part  of  attracting  and  keeping  good 
people.  But  you  also  know  that  wasting  money 
can  shorten  ymir  own  career  <^  So  what's  a  bene- 
fits manager  to  do,  other  than  wring  his  or 


her  hands  ?  Call  Blue  Cross  of  California. 

Last  year,  we  were  able  to  save  our  custom- 
ers over  $900  million  through  discounts 
and  programs  such  as  our  Claims  Key""  service. 
With  Claims  Key,  we  look  at  three  months' 
worth  of  your  claims  and  give  you  a  side-by - 
side  comparison  of  how  we  could  have  saved 


i 


*CaUforniaCare  Health  Plans  and  Blue  Cross  of  Calircirnia  are  Independent  Licensees  of  the 


Blue ' 


Cross 


Association.  ®  is  a  registered  mark  of  the  Blue  Cross  Association.  @'  is  a  registered  mark  of  the  WellPoinI 


you  more  money  than  your  present  carrier 
did.  ( One  example:  Claims  Key  just  saved 
a  leading  department  store  chain  $760,000 
in  only  ten  months.)  =^  And  programs  like 
our  Medical  Group  Score  Card  provide 
an  individualized  review  of  over  123  medical 
groups  and  15,000 physicians  affecting 
over  2  million  patients.  And  our  Centers  of 
Expertise  program  identifies  hospitals  that 


qualify  as  experts  in  specific  procedures  rang- 
ing from  heart  transplants  to 
kidney  transplants.  <^  So 
call  your  broker  or  a 
Blue  Cross  Group  Saks 
office.  We  can  show  you  how  to  satisfy  everyone. 
Without  developing  an  identity  crisis. 

CaliforniaCare'Health  Plans 
#[  Blue  Cross  of  California 


'I  lllii.-  C:ri>ss  of  Calil.ii  rii,!.  O  mi  Blue  ( IroNs  of  California. 


<j> 


aw  Courses 
Are  Limited  To 
12  Stodents, 
But  Our 
Classroohs  Are 
Quite  Urce. 


People  who've  taken  our  courses  say  they  learned  more  about  themselves  in  that 
one  week  than  they  had  in  years.  Which  isn't  too  surprising,  when  you  consider  that  we 
have  incredibly  qualified  instructors.  Limited  groups.  A  challenging  curriculum. 
And  whether  you  backpack,  sail,  canoe  or  even  dogsled,  our  classroom  settings  just 
can't  be  beat.  So  call  1  -800-243-8520  and  we'll  send  you  a  free  color  catalog  today. 

A  nonprofit,  nondiscriminatory  organization  celebrating  over  50  years  of  excellence  in  education  worldwide 
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Outward  Bound 

The  AuvtfJiURE  LALIu  A  LIFEIIME 


^veloDments  to  Watc 


BY  RUTH  COXETER 


L  SHAGGY  FUZZYIOOT  BEES 
TO  THE  RESCUE  OF  ALMOHDS? 


California's  almond 
growers  face  a  labor 
shortage:  too  few  honey 
bees.  Bees  responsible 
for  pollinating  a  crop 
worth  nearly  $1  billion 
have  been  hurt  by  pred- 
atory mites  and  disease. 
To  save  the  almonds, 
500,000  bee  colonies  had 
to  be  brought  in  from 
out  of  state  last  winter. 
And  almond  acreage  is 
increasing  because  of 
crop  failures  in  Spain. 
!  answer  to  the  shortage  of  honey  bees  could  be  putting 
kinds  of  bees  to  work.  U.S.  Agriculture  Research  Ser- 
cientists  are  studying  the  use  of  so-called  pollen  bees, 
are  less  versatile  than  honey  bees  because  they  pollinate 
ertain  plants  and  don't  produce  much  wax  or  honey.  One 
sing  candidate  is  the  blue  orchard  bee,  which  pollinates 
ds,  apples,  and  stone  fruits  such  as  peaches.  An  ad- 
re  is  that  pollen  bees  won't  mate  with  Africanized  bees, 
are  difficult  to  manage.  The  next  step  is  breeding  com- 
il  quantities.  Bumblebees,  carpenter  bees,  and  shaggy 
oot  bees  are  other  contenders. 


!E  WATEH  WITH  A  LIHLE  HELP 
M  THE  SUH 


;earchers  at  the  University  of  Texas  at  Arlington  have  a 
■ight  idea  for  cleaning  and  disinfecting  water:  use  the 
'heir  process,  called  solar-assisted  disinfection,  destroys 
ia  and  contaminants  by  exploiting  a  chemical  reaction  be 
ultraviolet  light  and  titanium  dioxide,  a  white  pigment 
in  everything  from  paint  to  sunscreen, 
led  to  the  water,  titanium  dioxide  acts  as  a  photo  cata- 
plitting  beams  of  ultraviolet  light  into  wavelengths  that 
y  bacteria  and  chemicals  by  oxidation.  Minutes  later,  the 
im  dioxide  is  filtered  out  and  reused.  Currently,  the 
que  could  be  used  by  campers  or  the  military  in  remote 
But  chemists  Krishnan  Rajeshwar,  Sanjay  Basak,  and 
:olleagues  see  broader  applications.  They  hope  to  use  the 
IS  to  destroy  tough  targets  like  algae,  Giardia  lambia,  or 
■)sp(mdium,  the  protozoa  that  recently  plagued  Milwau- 
water  supply. 


SE  BAHDAGES  CAH  MAKE 
UTILITY  POLES  FEEL  HEW  AGAIH 


U.  S.  has  somewhere  between  200  million  and  300  mil- 
a  wooden  utility  poles— roughly  one  for  every  American, 
oles  last  only  30  to  40  years  on  average  and  are  difficult 
pose  of  because  they  are  treated  with  undesirable  sub- 
;s  such  as  creosote.  Plus,  replacing  them  costs  several 
md  dollars  apiece.  That's  a  market  opportunity  for  com- 
;  such  as  Osmose  Wood  Preserving  Inc.  in  Buffalo,  N.Y., 
are  Industries  Inc.  in  Conyers,  Ga.,  and  Fox  Industries 
1  Baltimore,  which  make  systems  for  repairing  old  poles. 


PoleCare  makes  FiberTect,  a  glass-fiber  bandage  that 
wraps  around  weakened  poles  from  three  feet  below  the  soil 
line  to  three  feet  above.  A  phenolic  resin  similar  to  the  resin 
in  plywood  is  rolled  on  between  the  wraps.  PoleCare  says  the 
bandage  makes  poles  stronger  than  new  and  more  fire-resist- 
ant, extending  their  life  by  about  25  years.  Fox's  system  in- 
volves a  glass-fiber  jacket  that  goes  loosely  around  a  pole.  The 
gap  between  the  pole  and  the  jacket  is  filled  with  epoxy 
resin.  Both  companies'  treatments  start  around  $400  per 
pole.  Osmose,  the  industry  leader,  also  offers  a  glass-fiber  sys- 
tem. But  Senior  Engineer  Nelson  G.  Bingel  says  the  cheapest 
solution  is  a  simple  steel  truss. 


MAKIHG  PCs  POWER-MISERS 

BY  CUniHG  THE  JUICE  TO  THEIR  BRAIH 


So-called  power  management  is  common  in  portable  comput- 
ers. The  idea  is  to  prolong  battery  life  by  cutting  off 
power  to  the  disk  drive  and  display  if  the  keyboard  hasn't 
been  used  for  a  few  minutes.  But  PicoPower  Technology  Inc., 
a  three-year-old  company  in  San  Jose,  Calif.,  argues  that  it's 
more  efficient  to  regulate  power  based  on  what  the  machine- 
not  the  user— isn't  doing. 

PicoPower  has  developed  a  chip  that  peeks  inside  the  micro- 
processor to  keep  tabs  on  what's  going  on  in  there.  When  the 
"brain"  chip  launches  an  operation  that  involves  waiting  an 
eyeblink  for  some  result,  PicoPower's  chip  instantly  cuts  the 
power— then  restores  it  a  split  second  before  it's  time  to  re- 
sume the  operation.  Since  any  PC's  processor  twiddles  its 
thumbs  most  of  the  time,  PicoPower  President  Robert  H.J. 
Lee  says  his  patented  approach  reduces  power  consumption  by 
an  average  of  70%.  Trimming  power  that  much  also  means  a 
significant  reduction  in  heat,  which  can  help  desktop  PCs  with 
hot-running  microprocessors  such  as  Intel  Corp.'s  Pentium 
keep  their  cool.  So  PicoPower's  market  isn't  just  laptops. 
That  may  explain  why  the  startup  has  been  snatched  up  for 
$60  million  in  stock  by  Cirrus  Logic  Inc.  in  Fremont,  Calif. 


A  BRIGHT  IDEA  FOR  WRITIHG 
MESSAGES  OH  THE  HIGHT  SKY 


Ever  write  in  the  air 
at  night  with  spark- 
lers? The  fiery  light 
burns  a  temporary  im- 
age into  your  retina. 
Yokohama-based  Avix 
Inc.  has  used  the  same 
effect  to  make  a  baton 
for  police  that  etches 
nighttime  warnings  in 
thin  air.  The  battery- 
powered  device  fools 
your  eyes  with  32  light- 
emitting  diodes  (leds). 
The  baton  is  held  verti- 
cally and  swept  from  side  to  side.  It  creates  an  image  in 
horizontal  stripes  the  same  way  a  skywriting  aii-plane  does,  ex- 
cept with  flashes  of  light  instead  of  smoke  puffs.  It  could  be 
used  to  write,  say,  "stop"  in  Japanese  or  English. 

Osaka  police  are  testing  the  baton,  vhich  will  be  marketed 
by  Mitsubishi  Corp.  at  $115  a  pop  in  sets  of  50.  So  far,  each  ba- 
ton writes  only  one  message,  since  the  letters  are  hard-wired 
into  the  chip.  Avix  hopes  to  make  one  that  offers  a  choice.  It's 
also  developing  a  16-led  version  for  motorists  and  partyers. 


!.  TECHNOLOGY 
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BEYOND  YIELD:  BEHING 
ON  BOND  'DURATIONS' 


The  rout  in  the  bond  mar- 
ket earlier  this  year  left 
investors  feeling  shaky. 
And  just  as  nerves  were  start- 
ing to  steady,  continuing  weak- 
ness in  the  dollar  prompted 
talk  of  another  Federal  Re- 
serve interest  rate  hike.  Nev- 
ertheless, bond  prices  have 
fallen  so  sharply  that  you  may 
be  entertaining  the  notion  of 
buying  again.  If  so,  looking  be- 
yond yield  to  understanding 
a  bond's  "duration"  can  come 
in  handy.  With  things  as  un- 
stable as  they  are,  a  lot  of 
pros  advise  leaning  toward 
shorter  durations. 

Duration  is  the  measure 
money  managers  use  to  evalu- 
ate bond  risk.  It  can  help  you 
limit  your  losses  if  interest 
rates  rise  or  help  you  decide 
which  of  two  bonds  with  simi- 
lar yields  and  maturities  is  the 
riskier.  It  can  also  be  used  to 
compare  the  volatility  of  mutu- 
al funds.  Duration  isn't  a  fac- 
tor if  you  hold  bonds  to  ma- 
turity, but  sometimes  you 
have  to  cash  out  early.  And  if 
you're  in  a  mutual  fund,  there 
is  no  set  maturity  to  hold  to. 
So  with  a  lot  of  savings  going 
into  bond  funds,  duration  is 
especially  important.  "Now, 
when  the  best  of  the  bull  mar- 
ket in  bonds  is  behind  us, 
everyone  is  looking  at  dura- 
tion to  invest  defensively," 
says  Marilyn  Cohen,  director 
of  fixed  income  at  L&s  Advis- 
ors in  Los  Angeles. 

The  duration  of  a  bond  or 
bond  fund  is  an  estimation  of 
how  long  it  will  take  you  to 
recoup  your  investment.  It's 
a  lot  more  precise  than  ma- 
turity because  it  takes  into  ac- 
count the  amount  of  the  cou- 
pon, how  fi"equently  you  get 
paid,  and  the  price  of  the 
bond.  It's  calculated  by  multi- 
plying the  present  value  of 
each  bond's  payment  by  the 


number  of  years  in  whicl 
payment  is  offered,  the 
viding  the  sum  of  these  1); 
price  of  the  bond. 

The  coupon  payments 
given  decreasing  value 
cause  inflation  makes  a  ( 
today  worth  more  than  ii 
future.  Thus  the  sooner 
get  the  money  back,  the 
valuable  it  is.  Since  the  ■ 
of  the  payments  decrt 
over  time,  duration  is  up 
shorter  than  maturity.  On 
cejjtion:  zero-coupon  bi 
Smce  you  get  no  money 
before  maturity,  their  dur 
equals  their  maturity. 
VOLATILITY.  The  longer 
money  is  out  on  loan, 
more  at  risk  it  is.  So  the 
er  the  coupon,  the  fastei; 
get  your  money  back  an^ 
lower  the  duration.  The  I 
the  coupon,  the  longei 
duration.  Compare  two  1 
with  identical  yields  to  n 
ity  of  7.59%  and  similai 
tiH'ities:  A  22-year  Tre; 
sellmg  at  $963.20  with  ;i 
pon  of  7.25%  has  a  dui'ati 
1U.66  years,  while  a  2] 
Treasury  at  $1,378.60  w 
coupon  of  11.25%  has  a 
tion  of  9.4  years.  Thu^ 
second  bond  with  th'  1 
duration  would  be  the  1 
bet  if  rates  were  to  ri  -c- 

Duration  also  can  r 
how  much  the  value  n\ 
bond  or  fimd  will  chan^  1 
interest-rate  swings  of  W  ^ 
sis  points  or  less.  If  a  bo; 
fund  has  a  duration  olf 
years,  a  1%  rise  in  rate 
lower  the  price  by  5%..  It 
fall  1%,  the  bond's  prin 
rise  5%.  Therefore  the  \-i 
the  duration,  the  gi-eau 
volatility  of  your  bond's 
A  20year  zero  will  lose  . 
its  value  if  rates  rise  . 
if  rates  drop,  you  could  i  i 
20%  capital  gain. 

So  if  you  think  the  oil' 
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es  is  still  clouded,  buy 
with  short  durations;  if 
ink  rates  will  fall,  buy 

with  long  durations, 
he  past  two  years,  when 
Zdhen  thought  interest 
had  bottomed  out,  she 
id  the  duration  in  her 
pal-bond  portfolios  fi'om 
25  years.  "If  my  munis 
25,  then  a  1%  move 
affect  the  portfolio  by 
than  4.25%,"  she  says, 
ng  that,  "every  month 
iter  when  you  get  your 
ent,  you're  not  shocked 
lur  pnncipal  is  exposed." 
I  bond  fund  managers 
te  an  average  duration 
he  durations  of  many 

"The  vast  majority  of 
ands  have  very  specific 
)n  targets,"  says  San- 
•agg,  managing  director 
idard  &  Poor's  mutual- 
rating  group.  In  fact, 
srs  often  trade  to  main- 
^ven  duration, 
ipanies  that  track  the 
nance  of  mutual  funds, 
3  Morningstar  and  Lip- 
lalytical  Services,  have 


Event 

Price 

Yield  Duration 

INFLATION  RISES 

Foils 

Rises  Foils 

BOND  AGES 

Moves  toword 
por 

Moves  toward  Foils 
shorter-term  rotes 

BOND  IS 
DOWNGRADED 

Usuolly  foils 

Usually  rises      Usually  foils 

CALL  BECOMES 
LIKELY 

Usually  moves 
toword  coll  price 

Moves  toword  Foils 
shorter-term  rates 

PRINCIPAL  PAYMENT  Foils 

Rises            Rises  slightly 

COUPON  PAYMENT 

Foils 

Rises            Rises  slightly 

PREPAYMENT  RATE 
RISES 

Moves  toword 
par 

Moves  toward  Foils 
shorter-term  rotes 

DATA:  LEHMAN  BROTHERS  INC. 


added  a  duration  calculation 
to  income  funds.  A  fund's  du- 
ration may  also  shed  light  on 
a  manager's  strategy.  If  the 
firnd  is  supposedly  invested  in 
intermediate  Treasuries  of  5 
to  7  years  and  the  company 
tells  you  the  duration  is  11, 
you  know  something's  wrong 
because  the  duration  can't  be 
longer  than  the  matui-ity,  says 
Stan  Carnes,  chief  portfolio 


strategist  for  the  financial-ser- 
vices unit  of  Lehman  Broth- 
ers. It  may  signal  that  the 
fund  is  boosting  returns  by 
adding  riskier  long-term  bonds 
or  mortgage-backed  securities 
to  the  mix. 

If  you  can't  find  a  fund's 
duration,  caU  the  company  and 
ask.  "I  get  calls  all  the  time 
for  updates,"  says  Robert  Au- 
waerter,  manager  of  Van- 


guard's taxable-bond-fund  port- 
folios. Bond  funds,  unlike  in- 
dividual bonds,  never  mature, 
but  they  do  allow  you  to  keep 
your  money  invested  at  a  spe- 
cific target  duration. 

While  duration  may  be  the 
best  measiu^e  of  bond  risk,  it's 
far  from  perfect.  It  only  calcu- 
lates price  volatility  in  re- 
sponse to  interest  rates,  not 
total  return  based  on  income, 
says  Ron  Ryan,  whose  Ryan 
Labs  in  New  York  researches 
fixed-income  securities.  And 
as  rates  are  constantly  chang- 
ing, so  does  duration,  although 
it  doesn't  change  a  lot. 

Dm-ation  can  be  applied  to 
high-yield  callable  bonds  and 
mortgage-backed  securities, 
but  it  can  get  pretty  obtuse 
with  complex  debt  securities. 
It's  really  best  applicable  to 
Treasuries  and  to  high-grade 
coiporate  and  municipal  bonds. 
If  you  stick  to  such  bonds  or 
funds  that  invest  in  them,  it 
should  be  a  helpful  aid  in  the 
quest  for  yield  and  a  discrimi- 
nating ally  in  safeguarding 
your  investments.  Pam  Black 


hen  life-insurance 
agents  call,  one  of  their 
elling  tools  is  the  illus- 
,  that  daunting  set  of 
rs  that  estimates  how 
:he  cash  value  of  a  pol- 
11  increase  each  year, 
ouble  is,  the  estimates 
ually  based  on  current 
s.  So  if  interest  rates 
u  can  owe  more  money 
len  you  think  your  pol- 
)aid  in  full. 

andful  of  insurers,  in- 
^  Phoenix  Home  Life, 
ingland  Mutual,  Connec- 
[utual,  and  Manufactur- 
e,  are  trying  to  correct 
)blem  with  more  realis- 
closure  materials.  The 
lustrations  show  what 
;y  would  be  worth  if 
which  determine  how 
Y  cash  builds,  remain 
ne,  rise,  or  drop. 
;r  changes  include  high- 
?  a  policy's  guaranteed 
im  value,  clearly  stat- 
it  the  projections  aren't 
teed  and  asking  consu- 
0  sign  a  statement  say- 
ley  understand  what 
!  buying.  Phoenix  sim- 
illustration  language. 


Insurance 


LIFE  INSURANCE: 
THE  REAL  BOnOM  LINE 


substituting  "payment"  for 
"premium"  and  providing  def- 
initions for  terms  such  as 
"cash  value"  and  "dividends." 

The  revisions  come  in  the 
wake  of  recent  problems  at 
Metropolitan  Life  and  Pruden- 
tial involving  the  sale  of  life 
insurance  and  other  invest- 
ment products.  "The  concern 
surrounding  Met  and  Pru  has 
persuaded  insurers  that  more 
disclosure  is  in  their  best 
interest,"  says  Phoenix  CEO 
Robert  Fiondella. 
ON  GUARD.  Still,  insurers 
could  go  further  by,  say,  dis- 
closing commissions  paid  to 
agents  and  other  charges  that 
factor  into  a  policy's  cost,  says 
Keith  Maurer,  president  of 
Fee  for  Service,  a  Tampa  in- 
surance brokerage.  He  says 
many  of  the  new  illustrations 
are  still  too  confusing. 

Various  industry  groups 
are  also  promoting  change. 


The  Nation- 
al Association 
of  Insurance 
Commissioners  is 
proposing  laws  to 
require  insurers  to 
show  projections  of 
cash  accumulation 
based  on  past  per- 
formance. But  that  , 
could   backfire  if 
past  high  interest  ^^^^k 
rates  boost  project- 
ed  cash  values  too 
much. 

The  National  Association  of 


Life  Underwriters  (nalu), 
an  agents'  trade  group,  is  rec- 
ommending that  companies 
base  expected  cash  appre- 
ciation on  rates  1%  lower 
than  current  ones  at  the 
time  the  policy  is 
written.   It  also 
wants  companies  to 
warn  consumers 
when  an  in- 
surer's invest- 
ment portfolio 
is  earning  less 
than  the  illustrat- 
ed rate.  Manufac- 
turers Life  has  imple- 
mented   some  NALU 
proposals. 

Buyers  of  whole  or  uni- 
versal life  insurance,  mean- 
time, need  to  fix  a  sharp  eye 
on  illustrations.  Ask  the  agent 
what  assumptions  were  made 
to  come  up  with  cash-growth 
estimates.  And  ask  how  well 
the  insurer  has  met  its 
projections.  The 
more  information 
you   have,  the 
smarter  your 
purchase  deci- 
sion    will  be. 
Chris  Roush 
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ersonal  Business 


William  H.  Reaves  has  rvit- 
nessed  all  kinds  of  markets  in 
the  47  years  he  has  been  follow- 
ing utility  stocks.  As  head  of 
W.  H.  Reaves  in  Jersey  City, 
he  manages  more  than  $1.1  bil- 
lion in  assets  for  a  number  of 
institutional  clients.  Over  the 
past  30  years,  Reaves  has  best- 
ed the  total  return  of  the  Stan- 
dard &  Poor's  500-stock  index 
by  about  4%  on  average.  Last 
July  1,  Reaves  began  managing 
Strong  American  Utilities 
Fund.  Soon  after,  higher  inter- 
est rates  and  other  unwelcome 
sparks  began  short-circuiting 
electric  utility  stocks. 
The  affable  South 
Carolina  native  re- 
cently discussed  the 
state  of  electric  util- 
ities with  business 
week's  Edward  C. 
Baig. 


Q  This  is  a  particu- 
larly tough  time  for 
electric  utilities.  What 
will  it  take  to  turn 
this  group  around? 


Smart  Money 

TALKING  UTILITIES  WITH 
A  GUY  WHO'S  PLUGGED  IN 


A  Most  electric  utilities  will 
remain  financially  strong. 
These  companies  have  good 
cash  flow  and  [no  major]  con- 
struction needs  and  really 
good  management.  You  have 
to  slim  down  to  a  few  really 
strong  horses  that  you  have 
great  confidence  in.  You  also 


progress  support,  meaning 
they  can  collect  a  return  in 
their  rates  during  the  con- 
struction period,  scana  is  an- 
other good  company  building  a 
plant  and  getting  work-in- 
progress  support. 

For  many  other  companies, 
just  because  they're  out  of  fa- 


LIGHTING  UP  YOUR 
PORTFOLIO? 


A  The  electric-utility 
group  is  so  much  out 
of  favor  now  that  it's 
hard  to  remember 
how  popular  it  was  [last  sum- 
mer]. Actually,  when  a  gi"oup 
is  very  much  out  of  favor,  the 
pickings  start  to  get  pretty 
good.  If  interest  rates  continue 
on  an  upward  trend,  it's  go- 
ing to  be  a  tough  climate.  If 
rates  decline,  people  would  be 
rather  surprised  at  how  nicely 
utilities  can  snap  back.  At 
present,  we  have  about  25% 
in  electrics,  46%  in  telephones, 
5%  in  gas  stocks,  18%  in  ener- 
gy, and  the  rest  in  cash. 

Q  One  potential  threat  is  that 
some  states  are  considering  let- 
ting big  electrical  customers 
buy  poiver  from  any  producer. 

A  There  are  going  to  be  some 
fundamental  changes  in  the  in- 
dustry structure.  Some  of 
these  changes  can  add  financial 
risk  to  certain  companies.  It 
is  likely  to  develop  over  years, 
and  strong  companies  can  take 
advantage  of  opportunities. 

Q  Which  companies  do  you 
like? 


REAVES:  BETTING  ON  A  FEW  "STRONG  HORSES 


Stock  price 

mm 


BOSTON  EDISON 

$26y4 

6.6% 

DUKE  POWER 

36 

5.2 

PUBLIC  SERVICE 
ENTERPRISE  GROUP  25>4 

8.5 

SCANA 

4414 

6.3 

SOUTHERN  COS. 

m 

6.2 

TECO  ENERGY 

5.2 

A  I  think  everybody  was 
prised.  What  FPL  did  wa 
honorable.  Here  is  a  com 
that  says:  "We  are  finant 
healthy.  So  we're  going  tc 
rifice  our  own  sharehol 
and  use  a  lot  of  that  to 
back  shares  and,  having 
that,  show  you  a  5%  ean 
gain  and  encourage  peop 
hope  for  a  dividend  inci 
of  about  5%  next  Februai 
That's  smoke  and  mir 
If  this  trend  is  picked  u 
any  significant  [number  oi 
ers],  then  I  guess  this  indi 
will  sell  below  book  val 
certainly  hope  r 
do  not  expeci 
[Reaves  did  ai 
pate  the  dividen 
announced  on 
16  by  SCEcorp, 
holding  compan; 
Southern  Califc 
Edison.] 


Yield 


DATA:  W.H.  HEAVES  SCO. 


have  to  recognize  that  when 
a  market  decline  happens,  the 
good  and  bad  fall  together.  So 
you  can  make  a  shift  from  this 
one  to  that  one  and  add  to 
your  potential. 

We're  investing  long-term 
with  Duke  Power,  Southern, 
and  TECO  Energy.  We're  confi- 
dent they  can  continue  to  com- 
pound values  at  an  advanta- 
geous rate.  TECO  and  Duke 
[were  such]  superior  compa- 
nies that  we  basically  couldn't 
afford  to  own  them.  So  when 
the  decline  came,  and  the  good 
and  bad  fell,  we  said:  "Thank 
you  very  much." 

You  need  companies  that 
are  reasonably  regulated  and 
have  rate  structures  and  eco- 
nomics in  good  shape.  Unless 
something  comes  out  of  left 
field— inflation,  major  cost  up- 
heavals—you can  get  by  fine 
and  benefit  by  cutting  costs. 
Southern  and  Duke  are  in  that 
category.  TECO  is  building  a 
state-of-the-art,  low-cost,  effi- 
cient power  plant  and  getting 
what  we  call  good  work-in- 


vor  doesn't  mean  you  have  to 
hide  under  your  desk.  Pubhc 
Service  Enterprise  Group's 
rate  structure  is  sound.  Bos- 
ton Edison  is  another  one  in  a 
good  position.  If  you  have  a 
company  like  Public  Service 
that  yields  8.5%,  you  can  take 
a  big  slam  in  the  marketplace 
and  your  dividend  bails  you 
out. 

Q  Were  you  surprised  that 
Florida  Power  &  Light  cut  its 
dividend  even  when  the  compa- 
ny was  relatively  healthy? 


Worth  Noting 

■  CLEAN  AIR.  Based  on  enthu- 
siastic response  from  passen- 
gers and  flight  attendants, 
United  Airlines  has  extended 
its  test  of  smoke-free  inter- 
national flying  to  three  routes 
serving  London's  Heathrow 
Airport:  San  FVancisco,  Los 
Angeles,  and  Washington, 
D.  C.  (Dulles).  However,  one 
of  the  two  daily  flights  to 
London  from  those  cities  will 


Q  So  you  think 
trie  utilities  are 


\ 


A  You  have 
careful  and 
and  we  plan  t( 
People  who  ma 
utility  port 
have  to  be  ale: 
the  regulatory  situation  a 
ing  each  company.  Ar 
[utility  managers]  enc 
with  an  impossibly  des 
tive  regulatory  situati 
have  to  ask  what  they  ai 
ing  at  the  legislative  lev 
help  change  it  in  a  cons 
tive  way. 

Most  of  the  companie: 
strong  financially  and  ar 
ing  to  remain  so  for  an  i 
inite  period.  They  will  be 
to  carry  us  across  the  v 
until  we  see  what  the 
are  going  to  be. 


still  allow  smoking.  Unite 
gan  the  test  on  Mar.  1  c 
New  York-to-London  anc 
Angeles-to-Auckland  rou 

■  CUT-RATE  STAYS.  Thr 

Sept.  30,  Steigenberger 
ervation  Service  (800 
5652)  will  book  rooms  at 
off  regular  rates  at  more 
150  independent  Europea 
tels  in  17  countries.  Rate 
guaranteed  in  U.  S.  do 
so  you  don't  need  to  w 
about  currency  fluctuati 


96  BUSINESS  WEEK/JULY  4,  1994 


PERSONAL  E 


Yhen  the  competition  is  tough, 
par  just  doesh^  cut  it. 


Mororolo,  our  compefirion  is  nor  just  worldwide.  It's  world  closs.  That's  why  we  strive  for  excellence  in 
'veryrhing  we  do.  In  wireless  comnauniCQfions.  Semiconduaor  technologies.  Advonced  elecrroniG.  And  now, 
^e  Motorola  Western  Open  Golf  Tournament.  It  expresses  our  connnnlfnnenr  to  bring  you  the  best  the  world 
los  to  offer.  With  our  sponsorship  of  the  Western  Open  we  olso  help  support  the  Evans  Schoiors  Foundotion, 
1  non-profit  orgonizotion  that  grants  scholorships  to  needy  and  worthy  caddies.  We're  proud  to  sponsor  this 
GATour  event.  And  proud  to  have  our  nome  ossaioted  with  q  toufnonnenf  so  dearly  dedicoted  to  excel- 
?nce.  Watch  the  Motorola  Western  Open  June  30rh  ond  July  1st  on  USA  Coble  ond  July  2nd  and  3rd  on  CDS. 


Quality  Means  The  World  To  t/s  J" 

'S  and  Motofoia  are  regpstered  imctemarie?  o)  Moforois,  Inc.  ©»994  **owtfa, 
Sam  GreeraMO^t/PGATouf 


FOR  AD  RATES  AND  INFORMATION 
PHONE:  (312)  337-3090 
FAX:  (31  2)  337-5633  OR  WRITE: 


BUSINESS 


WEEK 


MahketPlace 


BUSINESS  WEEK  MARKET-PIACE 
100  EAST  OHIO  STREET  SUITE  632 
CHICAGO,  ILLINOIS  6061 1 


Business  Opportunities 


FREE 

CBSI  4S6  Computer 


Twenty  Businesses  You 
Can  Run  From  Your  Home 
With  A  Computer! 

FREE  Cassette  Tapes:  These  free,  two 

cassettes  will  explain  how  you  can  start  sev- 
eral or  all  of  these  twenty  turnkey  businesses 
part-time  and  still  retain  the  security  of  your  present  position.  If  you 
purchase  our  software  and  business  program,  we  will  give  you  the  com- 
puter and  printer.  If  you  already  own  a  computer,  you  may  receive  a 
discount.  Some  individuals  are  now  earning  $4,000  to  $10,000  per 
month  part-time.  Free  home  office  training.  Financing  available. 
To  receive  free  cassettes  and  color  literature,  call  toll-free: 

1-800'343'8014,  ext.  769 

Computer  Business  Services,  Inc. 


Business  Opportunities 


MAILBOX  RENTALS 


Call  mailbox  manufacturer  lor  FREE  CA  TALCXj 
&  into  on  adding  maiboxes  to  your  business  or 
starting  your  own  Private  Postal  Center 

24  hrs  (800)  323-3003 
(213)  232-6181 
FAX  (213)  232-7021 


SALSBURY 


1010  East  62nd  Street.  Los  Angeles,  CA  90001 


Contact  Lenses 


Save  up  to  75°° 
on  Contacts 

Up  to  75%  off  the  s?me  lenses  your 
doctor  prescribed.  No  membership 
fees.  100%  guaranteed. 

BAUSCH&LOMB    m  >^^Sn 

FREE  BROCHURE 

■  407-99B-95U0 

1-800-780-LENSi 


Contact  Lens 

DISCOUNT  CENTtR 


Computer  Equipment 


HEWLETT-PACKARD 
Buy-S9ll-Trmd0 

LaserJet  ColorPro 
DeskJet  Dralt  Pro 

RuggedWriler  Draft/Master 
Electrostatic  Plotters  DesignJet 
HP  9000  Workstations  and  Vectras  also  available. 

Ted  Dasher  &  Associates 

4117  Second  Ave  .  S  Blrminghsm.  AL 
PhoiM:  205/591-4747  Fa>:  205/59M10a 
aO<V»3»-4S33 


Presentation  Equipment 


LASER  POINTER 

STM-UJl 


'99:^129 

l\    24K  GOLD 

plus  shipping 
S  handling 
1  Year  Limited  Warranty 
'  i'  "■ •  Range  up  to  1 00  yards 
• '  '  •  WE  include  2  AAA  Batteries 

C.H.  WORLDWIDE 
P.O.  Box  2712 
San  Ramon,  CA  94583 
Tel:  510-838-1665  „„„  „„. 
Fax:  510  838  3172  800-291-5511 


DEALER  INQUIRIES 
WELCOME! 

TOLL  FREE 


Otiice  Supplies/Equipment 


America's  Lowest  Priced  ]tniOlj;SAlj; 
Office  Supplies  Direct  to  You  '  "^^P 


I  SitiftfAtA. 


FuU  Strip  Stapler 
•Black 

$759 
#747BK    /  EA 


Post-it 


3M 


I  3"x3" 
Post-it^M  Notes 
•Yellow 


#654YW 


$C59 


Genuine 
HP  InkJet 
Cartridge 
•  Black 

#51626A 


File  Folders 

•  Letter  size  •  \p  cut 

#FL3  ^  BX/lOO 


You  simply  won't  find  lower  prices  on  brand  name  office  supplies  than  at  Wholesale 
Supply  Company.  Over  9,600  different  items,  same-day  shipping,  and  all  at  prices  you 
have  to  see  to  believe.  We  guarantee  it.. .or  5%  back  oriyour  purchase!  Call  for  details 
and  your  ftee  catalog.  l-800-962-91o2 


Ad  Code  0085 


Corporate  Gifts 


Ambassador  Lapel  Flags® 
Your  Logo  with  any  2-flag  mix 
•  24K  Gold  finished    •  Full  colors 

•  100%  U  S  A  -made 
We  ll  custom-make  any«mblem  tor  you! 
Delivery:  14  business  days  Worldwide 
TME  Co.,  Inc.  101  Bel  Air  Drive 
NewMilford,  CT  06776.  USA 
(800)  535-5255  •  Fax  (203)  354-2786 

Menswear/Fashion 


men's  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

Exira  width  for  men  who  need  It. 
Excellent  variety,  styling  and  quality. 
Send  for  FREE 

CATALOG         .  '.JiS^--^' 


HITCHCOCK  SHOES,  INC 

Dept.  55  ( ;  1  linglium.  MA  02043 


Investment  Services 


Correction  Done 
Interest  Rates 
at  their  Peak? 

Read  the 
Aggressive  Investor 
to  find  out. 


Three  months 
One  year 


$  35 
$195 


The  Aggressive  Investor 

P.O.  Box  4011 
Cerritos,  CA  90703-4011 


Corporate  Gifts 


WHY  PAY  MORE??? 

FACTORY  DIRECT!!! 

•Free  Set-up,  Die,  Artwork,  Sllipping* 

Embroidered 

Caps  as  low  as 

$3.55 

Embroidered  Jackets 

as  low  as  $26.50 

Embroidered  Polo  Shirts 

as  low  as  $13.90 
Patches  3"  as  low  as  $  0.37 
Lapel  Pins  3/4"  as  low  as  $  0.55 
800/775-7722 

for  free  catalog 

Best  Greetings,  Inc. 


Investment  Opportunitiel 


i 


JOINT  VENTURE  IN  IN 


With  Land  &  Equity  for  Maki 
Herbal  Medicine,  Special  O' 
Perfumary  or  Any  Other  Buybsi 
Project.  Contact;  Unipoint,  M: 
Road,  India  302001.  Ph./Fj 
01191141.364805  OR  Univeri 
Point  Inc.,  New  York, 
U375.5038  PhTFax:  718/263-24i 


Franchising 


1—  Industry'  Icjder  in  network  sales  five  yea 
in  a  row 

2—  industry  leader  in  number  of  domestic 
franchise  centers 

3—  Rated  industry  leader  in  Success,  Eritrepi 
.ind  lihonic  I  fpl^irliniilies  majjazine^. 

THEY  All  ADD  UP  T0«1. 
f^^Sir  Sfseedy,  In 

For  printing  &  copying  franchise  opportunitie 

800-854-3321 


Cable  TV 


FREE  CATALOG!  1-80.0-345-S  S 
JERROLD  HAMLIN  OAK  E  * 

CABLE  TV  DESCRAIVIBLEF 


•  Special  prices'  •  Compare  Our  tow  lin 
Pricasi  •  Orders  From  SlocV.  Shipped  Immedfls 
•  Guaranteed  Warranties  &  Prices'  H 
•  All  Maior  Credit  Cards 
PACIFIC  CABLE  CO  ,  IHC  ] 
73257;  Reseda,  Dept  877   Reseda,  CA8« 
For  catalog,  oroets  &  into    1-B00-345-I J 


Travel 


Isn't  it  time  you  h|  | 
great  adventure  i 


Come  on  one  of  the  greil 
journeys  of  your  life  with! 
specialists  in  unforgettaf 
adventure  expeditionel 

•  INDO  CHINA  -  Cambodia,l 
Viet  Nam  with  3  days  at  Angk| 
Wat  (monthly  departure). 

•  CUBA  -  architecture,  museul 
and  culture  -  8  days  (bi-monthi 

Call  toll  free:  1-800/465-8^ 

Wings  of  the  World  Travex^ 
1636  Third  Avenue,  Suite  i 
New  York,  NY  10128 

•  Bonded  and  licensed  by  Govtl 
•Member  of  the  Compensation  Full 
the  Protection  of  the  Traveling  Pul 
•22nd  year  in  adventure  trave  | 


R  AD  RATES  AND  INFORAAATION 

PHONE:  (312)  337-3090 
^X  (312)  337-5633  OR  WRITE: 


-  -  BUSINESS  ^WEEK 

Marketplace 


BUSINESS  WEEK  AMRKET-PLACE 
100  EAST  OHIO  STREET  SUITE  632 
CHICAGO,  ILLINOIS  60611 


jcation/lnstruction 


versity  Degrees 


f  Pacad     Homo  Study 
■te  Bachelor  Master  Doctor 

i  Admin.  Psychology.  Finance, 
|mt.  Law.  Paralegal, 
ness,  Health  Care,  /^'^'^'T^-™ 
^«oiirces  Admin.     |  '  " 
177-2254  (24  hrs)  ^. 
1  California  University 
filon-BW.  Tustln.  CA  92660 


REE  VIDEO 


TERNAL  DEGREES 

!A/BS  MS/MBA  PhD/JD 
t  for  work./life  exp.  •  Accredited 
800)  444-8569  (24  hrs.) 

aSalle  University 

569  Mandeville,  LA  70470-4000 


jsiness  Services 


lEARCH  REPORTS 

0  academic  topics  available! 
52  00  forthe  290-page  catalog 
m-written  reportsalsoavailable. 
lESEARCH  ASSISTANCE 
i322  Idaho  Ave..  #206BF. 
Los  Angeles,  CA  90025 
Tee  Hotline:  800-351-0222 
alifomia:  310-477-8226) 


italogs/Marketing 


ur  products  into  millions 
1  order  catalogs!  We're  a 
3sioned  manufacturer's  rep 
lecializing  in  selling  to  this 
g  market.  Please  call: 
«ct  To  Catalogs,  Inc., 
'  Coffinan  Farms  Road 
sedysviUe,  MD  21756 
301/432-4410. 


Telecommunications  Products 


$595 


50 


WHEN  YOU  USE 


0/  OFF 
OVERSEAS 


V  CALLS!! 


fHE"CALL-BACK"BOX 


1  UNDyiANE 
RYE  BROOK  NEW  YORK  10573 


FTel  :  914 
I  Fox  9M 


9374648 
939  7709 


Telecommunications  Products 


Two  Cellular  Phones 
-  One  Number  — 


Order  this  handheld 
MOTOROLA  phone 
and  we  will  put  it  on 
the  same  number  as 
your  existing 
cellular  phone! 


No  second  bill,  no  second 
number  to  give  out! 
r\       a^AfiP    Programmed  to 
Only  $495    your  existing 

cellular  number! 

Spy  Supply,  Inc. 

1212  Boylslon  St.  #120 
Chestnut  Hill,  MA  02167 

(305)  340-0579  •  (617)  327-7272 


Business  Opportunities 


I  HEALTHY  INVESTMENT! 


iduct  was  laughed  at  and  not  taken  seriously  until  medicine  hailed  condoms  in  the  fight 
AIDS.  Now  sales  are  going  through  the  roof  and  Entrepreneurs  want  into  the  business, 
AIDS,  condom  vending  machines  were  usually  hidden  away  in  gas  stations,  truck  stops, 
sdy  bars.  These  traditional  locations  are  still  excellent  money  makers.  Since  AIDS,  con- 
schines  have  come  out  of  hiding.  For  the  first  time  they  are  acceptable  in  a  much  broader 
ssier  range  ol  establishments,  such  as  fast  food  places  like:  McDonalds,'  Jack  In  The 
izza  Hut';  and  restaurants  like  Denny's,'  I.H.O.R'  and  Sizzler*  It's  not  unheard  ol  lor  just 
chine  to  net  $250.00  in  a  month.  You  might  be  thinking  that's  no  big  deal,  but  multiply  that 
!  by  10, 20,  or  50  machines  and  the  coins  really  start  to  stack  up.  I  defy  you  to  show  me 
r  business  opportunity  where  you  can  actually  own  machinery  or  other  assets  where  no 
IS  required,  no  overhead,  and  you  can  be  making  cash  while  you're  at  work,  etc.,  and 
ed  $2,200  to  invest.  Condoms  are  both  socially  and  politically  correct. 


Corporate  Gifts 


Straw  Hat  Fever! 


SAMPLE  BEFOM 
YOU  BUY! 


Summer  is  herel  Tee  off  with  our  best,  natural  straw  golf 
hat.Availablo  with  your  logo  or  message  embroidered  on  a 
1 00%  cotton  pleated  band  that  is  available  in  five  colors.  Non- 
personalized  sample  $11.95  plus  shipping.  In  quantity  with 
your  logo  as  low  as  $1 3  95.    call  for  free  brochure 

ILOeiOGE>ll7  1-800-936-5646 

FAX:  (415)  579-5534 


Corporate  Gifts 


Custom  Leather  Accessories  for  Golf, 
Fund-Raisers  and  Corporate  Outings 


,  Call  for  Brochure:  1-800-476-7654  .„ 
L        Fax:  610-668-9545  J 


NOBODY  BEATS  i 
OUR  PRICES!  I 


IMPRINTED 
PORCELAIN 


32  OZ. 
SPORT 
BOTTLES 


EACH 
^QTY.-IOOe, 


YOUR  < 

I  liel'       LOW  AS^^AS  LOW  AS^E  I 

ii«Er??cT69ci 

m ^^LOTY.  -  2500^H 


1-800-936-5646 
LOBOGEAI? 

USA 

FAX:  (415)  579-5534  •  FREE  BROCHURE 


NECKWEAR 
Stamford.  CT 

(800)252-5M6 
pjtf@)322-4142,  FAX: (203)329-7849 
CALL  FOR  INFORMATION 


Franchising 


WHOLESALE 
MANUFACTURING 


"One  of  the  100  best 
franchises  in  North 
America../' 

"The  #/  franchisor 
in  their  industry... " 

Youreally  ought  to  call 
and  check  this  one  out.. . 

Need  $160K  Min  Cash 


800-627-9998 


Corporate  Gifts 


Build  Your  Image 

Build  Your  Business 


IMPRINTED  COFFEE 
MUGS  AS  LOW  AS 

$1.29 


Free  48-page  catalog  with  hundreds  of 
promotional  business-building  products 

1-800-792-2277 

DEPARTMENT  713 

FAX  1-510-786-1111 


The  Corporate  Choice  ' 


America's  Choice  for  corporate 
I  identity  apparel  and  merchandise  I 


CALL  FOR  A  LIVE  IS  MINUTE  PHONE  PRESENTATION 
ARN  HOW  YOU  CAN  OWN  A  LIFESTYLES  CONDOM  VENDING  ROUTE, 
■ALL-     WHERE  THE  LOCATIONS  ARE  SECURED  FOR  YOU!  p 

1-800-521-8602  ^'5r 


Sure  they  re  fast. 


Sitting  behind  the  wheel 
a  Pentium  "  processor  is 
Hke  drmng  one  oi  those 
sports  cars  that  private  eyes 
in  Hawaii  dn\  e. 


screen,  windows  open  Hke 
they've  got  some  grease  in 
the  tracks,  and  ever\1:hing 
just  plain  moves  faster. 
But  if  that's  not  fast 


Pentium 


But  at  these  prices, 


But  ma\'be  \'ou're  not  a 
pri\  ate  e\  e  in  Hawaii. 
Maybe  \'ou  have  to  stick 
to  a  budget. 

That's  not  a  problem 
anymore. 


enough  tor  you,  we  ll  soup 
the  whole  thing  up  to  66 
AlHz  for  a  few  bucks 
more.  Just  ask  ior  our 
LPx  566. 


.ffi 


you  can  artor 

The  new  DECpc  LPx 
560  has  a  high-performance 
Pentium  chip  and  a  low 
sticker  price.  Just  $2,499.* 

Not  only  that,  the  LP.x 
has  our  local  PCI  bus. 


Ot  course, 
both  models 
come  standard  wnh 
our  three-year  limited 
warrant)'. 

Now  vou  can  blow 


the  speeding  tickets. 


Put  an\'  other  bus  with  a 
Pentium  chip  and  you're 
sticking  a  dinky  carburetor 
on  a  racing  engine. 

With  a  local  PCI  bus, 
graphics  snap  onto  the 


down  the  highwa\'  without  a 
lot  ol  money  in  your  pocket. 

That  expensive  speed 
trap  is  gone. 

Call  1-800-670-9545. 


Please  reference  BU\'  when  \  ou  call 
8:50  a.m.  to  8:00  p.m.  Mon-Fn  ET. 


mm 


PC 


Beyond  the  box. 


*iMonitor  not  included. 

)  DIGITAL  EQUIPMENT  CORPOR.ATION  1994    The  DIGITAL  logo  and  DECpc  are  trademarks,  and  Beyond  The  Box 
is  a  ser\'ice  mark  of  Digital  Equipment  Corporation.  Pentium  is  a  trademark  of  Intel  Corporation. 


DUCTION 

from  lost  week;  0.3% 
from  lost  year  3.9% 


1967=100  (four-week  moving  overoge) 


June  1  1 
194.7 


LEADING 

Change  from  last  week;  0.2% 
Change  from  last  year  8.1% 

238  


June  1 1 
237.0 


June  t 

:94  2 


232. 


220. 


214J 


June  4 
236  6 


.  Gc^  reb  June 

1995  1992  1994  1994 

roduction  index  rebounded  during  the  week  ended  June  11.  On  o 
iHy  odjusJed  bo&is,  output  levels  of  steel,  outos,  trucks,  electric  power,  crude-oil 
,  end  lumber  all  increased.  Coal,  paperboard  production,  and  rail-freight 
leclined,  while  paper  output  wos  unchanged  from  the  previous  week.  Before 
on  of  ttie  four-week  moving  average,  the  index  rose  to  196.2,  from  194.5  in 
(Jr  ended  June  4. 

BW  prcdwJion  mdex  copyright  199i  by  McOraw.Hi  .  i-c 


Get 
1993 


Fee 
1994 


1994 


The  leading  index  was  little  changed  during  the  week  ended  June  11,  despite 
some  rallying  m  the  financial  markets.  Higher  stock  prices  ond  lower  bond  yields 
were  offset  by  slower  growth  in  M2.  Growth  in  real  estate  loons  and  materials 
prices  were  virtuolly  unchanged  from  the  previous  week.  Data  on  large-business 
failures  remoined  unavailable.  Before  calculotion  of  the  four-week  moving  overage, 
the  index  rose  to  238,  from  237.4. 

Leoding  indent  copynght  1 994  by  Center  for  frrfemotionol  Bunnell  Cyde  Reieorcl-. 


Urtes-t 
week 

Week 
ago 

Change 
year  ago 

/1 8)  rtious.  of  net  tons 

1,917 

1,916= 

4.2 

d/18)  units 

141,532 

143,743rs 

7.4 

(6/131  units 

1 15,817 

1 19,576r# 

14.5 

C  POWER  16/18)  millions  of  kilowatt+ours 

68,475 

62,134* 

9.4 

)IL  REFINING  (6/18)thous.  of  bbl./doy 

14,128 

14,321  = 

0.2 

/P )  ttious.  of  net  tons 

1 9,770= 

18,732 

8.0 

9ARD  (6/11)  tfious.  of  tons 

878.9= 

887.9r 

2.9 

6/1 1)  thous.  of  tons 

804.0= 

808.0r 

-2.1 

(6/1 1)  millions  of  ft. 

481.7= 

402.7 

4,4 

ilGHT  (6/11)  billions  of  ton^iles 

22  7= 

21.0 

6.6 

;  A/p.ericon  Iron  &  Steel  Institute,  Word's  Autonrtotrve  Reports,  Edison  Electric  Institute, 
Petroleum  Institute,  Energy  Dept ,  Americon  Poper  Institute,  WV/PA  ,  SFPA-,  Associati'cr 
an  Railroads 

EIGN  EXCHANGE 

Ulesi 
week 

Week 
090 

Year 
ago 

E  YEN  (6/22) 

101 

103 

107 

I  MARK  (6/22) 

1.60 

1.63 

1.70 

POUND  (6/22) 

1.53 

1.51 

1.48 

FRANC  (6/22) 

5.48 

5.58 

5.57 

»N  DOLLAR  (6/22) 

1.39 

1.38 

1.28 

RANC  6/22) 

1.35 

1.37 

1.51 

N  PESO  6/22)= 

3.376 

3.364 

3.1 15 

Mojor  New  York  banks.  Currenc  e;  e/^.'eLi€d 
jressed  in  doHors 

n  units  per  U.S.  dollar,  except  for  British 

IS 

Urtesi 
week 

Week 
090 

^.  Change 
yeor  ago 

/22)  S/troy  oz. 

392.450 

384.100 

6.9 

RAP  (6/21)  =;1  heovy,  $/ton 

111.50 

1 1 1.50 

0.0 

UfFS  (6/21)index,  1967=100 

215.1 

217.0 

5.2 

16/18)  C/lb. 

114  8 

111.0 

29.6 

UM  (6/13)  C/lb. 

68.0 

64.5 

27  1 

6/18)  =;2  fiord,  S/bu. 

3  72 

3  74 

12  4 

(6/18)  strict  low  middling  1-1/16  in.,  C/lb. 

78.32 

77.57 

40.6 

Uriesi 
week 


Week 
ago 


Change 
year  090 


STOCK  PRICES  :6/-7)S&P500 


460.49 


458.10 


3.1 


CORPORATE  BOND  YIELD,  Aao  (6/i7) 


7.94% 


7.85% 


8.5 


INDUSTRIAL  MATERIALS  PRICES  6/17, 


102.7 


101.6 


7.7 


BUSINESS  FAILURES  (6/10) 


NA 


NA 


NA 


REAL  ESTATE  LOANS  (6/8)  billions 


S427  3 


S426,3r 


3.7 


MONEY  SUPPLY,  M2  (6/6)  billions 


53,547.6  $3,552.5r 


INITIAL  CLAIMS,  UNEMPLOYMENT  (6/4)thous 


359 


358 


4.4 


Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index-  1980=100),  Dun  &  Brad- 
street  (failures  of  large  companies).  Federal  Reserve,  Labor  Dept.  CIBCR  seasonally  adjusts  dole 
on  business  failures  and  reol  estote  loons 


Latest 
moflth 

Monin 
ago 

.  Change 
year  090 

INDUSTRIAL  PRODUGION  (Moy) totol  index 

1  16.1 

1  15. 9r 

5.5 

CAPACITY  UTILIZATION 

'May) 

83.5% 

83.6% 

3.1 

HOUSING  STARTS  IMo/i  annual  rate,  thous. 

1,510 

1,472 

21.7 

BUDGET  SURPLUS  OR  DEFICIT  (-)  (May) millions 

-532,054 

517,454 

-13.3 

Sources:  federal  Reserve,  Commerce  Dept.,  Treosury  Dept 

Urtest 
week 

Week 
ago 

■-.  Change 
year  ago 

MONEY  SUPPLY,  Ml  (6/6) 

51,145  1 

Sl,143-3r 

6  8 

BANKS'  BUSINESS  LOANS  (6/8) 

291.4 

293.7r 

5.2 

FREE  RESERVES  (6/2) 

873r 

688r 

23.7 

NONFINANCIAL  COMMERCIAL  PAPER  (6/8) 

152,9 

155.5 

-1.6 

Sources:  Fecera,  Ke',e^.e 
'^eek  period  In  mlllionsj 

'eser/es,  >/h,ch 

are  expressed  for  0  two- 

I'M'IVI.'M)' 

Lotest 
week 

Week 
ago 

Yeor 
090 

FEDERAL  FUNDS  (6/21J 

4.14% 

4.23% 

3.00% 

PRIME  -6/22) 

725 

725 

6.00 

COMMERCIAL  PAPER  3-MONTH  6/21) 

4  55 

4.54 

3.26 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (6/22) 

4  55 

4.43 

3.21 

EURODOLLAR  3-MONTH  '6/i7) 

4,45 

4  44 

3.19 

Sources:  ^ederol  Reserve,  First  Boston 


i  London  Wednesdoy  final  setting,  Chicago  morket.  Commodity  Reseorch  Bureou,  Metal; 
msos  Gty  n-.orlcet,  Memphis  marlcet 

lo  in  the  production  indicators  are  seasonally  adjusted  in  compuHng  the  BW  index  (chort),  other  components  (estimated  and  not  listed)  include  machinery  ond  defense  equipment 
m  Wood  Products  Assn.    2  =  Soothem  Forest  Products  Assn.    3  =  Free  rrvorket  value    NA=  Not  ovailoble    r=revised    NM  =  Notmeaningful 
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Run  with  it 


3M  is  the  brand  business  demands. 
Rated  number  one  in  reliability,  its 
no  surprise  3M  diskettes  and 
quarter-inch  cartridges  are  pre- 
ferred over  other  brands.  Now  our 
new  go-anywhere  diskettes  give 
you  enhanced  performance  so  you 
can  take  your  work  anywhere. 
Another  reason  why  more  busi- 
nesses protect  important  informa- 
tion on  3M  brand  storage  products 
than  any  other  brand  in  the  world. 
You  should,  too.  Find  out  more. 
Call  1-800-888-1889,  ext.  1703. 

3M  Reliability 

3M  iliskeni  '.  require  compatible  <lmes.  Preference  and 
rfliabilily  r.'imgs  based  on  indepcndcni  research.  ci.lM  l'W4 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  fea- 
ture with  a  significant  reference  to  a  company.  Most 
subsidiaries  ore  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABC  60 
Acer  82 

Adobe  Systems  78 
Advanced  Machines  86 
Aeroflot  46 
AIBC  Investment 
Services  74 
AK  Steel  4 
Albertson's  66 
Aldus  78 
Alfa  Capitol  46 
Altos  Computer  Systems  82 
Altsys  78 
AMD  66 

American  Express  70 
American  Tobacco  24 
Apple  Computer  82 
Applied  Materials  90 
Arco  36 

Artemis  Capital  74 
Associated  Industries  of 
Florida  29 

AT&T  38,  70,  77,  86 
Avix  93 

B 


Barclays  Bonk  44 
Bates  USA  West  38 
Bear  Stearns  74 
Bell  Atlantic  77 
Boston  Edison  96 
British  Telecom  104 
Brown  &  Williamson  24 


Daimler  Benz  48 
Daiwo  Securities  20 
Dakin  60 

Deon  V/ltter  20,  80 
Deere  104 
Delto  Air  Lines  66 


Deutsche  Aerospace  48 
Deutsche  Bonk  48,  58 
Digital  Equipment  80,  86 
Disney  60 

Doig  Elliot  &  Schur  24 
Doley  Securities  74 
Duke  Power  96 


Eli  Lilly  54,  80 
ESPN  60 


Cambridge  Energy  32 
Canon  82 

Copitol  Cities/ABC  24,  60 
Caterpillar  34,  66,  104 
CB  Commercial  66 
Centocor  80 
Chollenger  Gray  & 
Christmas  20 
Charter 
Communications  44 
Chrysler  66 
Chubb  80 
Cintos  66 
Cirrus  Logic  93 
Citywide  Reservation 
Services  60 
Cleory  Gottlieb  Steen  & 
Hamilton  46 
Coco-Colo  60 
Colgate-Palmolive  54 
Comcast  44 
Compaq  Computer  70 
Connecticut  Mutual  95 
Cray  Research  86 
Criterion  Investment 
Management  74 
Crown  Media  44 
CS  First  Boston  46 
Cummins  Engine  66 


FAG  Kugelfischer  58 
Fidelity  Investments  44 
Financial  Guaranty 
Insurance  74 
First  Chicago  66 
First  Voucher  Fund  46 
Florida  Power  &  Light  96 
Fox  Industries  93 
France  Telecom  104 
Fujitsu  82 

G 


Kraft  General  Foods  26, 
70 


L&S  Advisors  94 
L'Oreol  54 

Lehman  Brothers  66,  94 
Lennor  66 
Liggett  24 
Lilly  44 

Lincoln  Capital  Manage- 
ment 54 

Lipper  Analytical 
Services  94 

Lorillard  24 

Lotus  13,  44 

Louis  Harris  66 

M 


Gollegos  Institutional 

Investors  74 
GE  33,  80 
GE  Capitol  33,  74 
Gillette  38 
Global  Fixed  Income 

Advisers  31 
GM  60,  80 
Goldman  Sachs  31,  74 
Grant  Financial  Group  46 
Greystone  Partners  77 
Grigsby  Brandford  74 
Grumman  77 
Guidont  44 

H 


Hallmark  Cards  44 
Hardee's  70 
Harvey  Universal  6 
Henderson  Crosthwaite  54 
Hertz  38 

Hewlett-Packard  70,  86 
Hiram  Walker  38 
Hitachi  86 
Hyatt  Regency  60 
Hyundai  38 


IBM  70,  86 

Info-Prod  49 

Information  Resources  10, 
54 

Intel  70,  86,  90,  93 

International  Data  82 


Jefferies  74 


Kellner  Dileo  77 
Kemper  78,  80 
Kidder  Peabody  33 
Kings  Way  Travel  60 
Klockner-Humboldt- 
Deutz  58 


Maclean  Hunter  44 
Manpower  66 
Monufacturers  Life  95 
Martin  Marietta  77 
MasterCard  60 
McCow  Cellular  77,  78 
McClurg  Capitol  74 
McDermott  International  47 
McDonald's  38,  60 
McGraw-Hill  22 
MCI  Communications  104 
Mecklermedia  80 
Mercedes-Benz  48 
Merger  Fund  77,  78 
Merrill  Lynch  20,  31,  74, 
80 

Mesirow  Advanced 

Strategies  77 
Metallgesellschott  58 
Metropolitan  Life  95 
Microelectronics  & 

Computer  Technology  86 
Microsoft  13,  44,  70 
Miller  Brewing  38 
Mitsubishi  93 
M  M.  Warburg  Bank  58 
Morningstor  6,  78,  94 
Motorola  86,  90 
Muriel  Siebert  74 

N 


PrudenHol  26,  77,  95 
Pryor  McClendon, 
Counts  74 
PSE&G  96 

Q 


I 


QVC  Network  77 


Notional  Semiconductor  13 
NotWest  Securities  33 
NBA  60 
NEC  82,  86,  90 
Nestle  54 

New  England  Mutual  95 
Nike  38 
Nikon  86 
Nippon  86 
Northern  Telecom  13 
Northrop  77 


Ogiivy  &  Mather  70 
Omega  Advisors  80 

P 


PoineWebber  46,  66 
Paramount 

Communications  77 
Paribos  Capitol 

Markets  48,  54 
PepsiCo  38,  54 
Performance  Capitol  80 
Petroleum  Finance  32 
Philip  Morris  24,  26,  29 
Philips  Electronics  58 
Phoenix  Home  Life  95 
PicoPower  93 
Piper  Joffray  44 
PoleCare  Industries  93 
Pond's  70 

Prince  Manufacturing  38 
Procter  &  Gamble  44,  54, 
56 

Progressive  Portners  26 


74,  7 


R  E.  Bloylock  Partners! 
Red  October  Chocolo| 
Factory  46 
RJR  Nabisco  24,  58  i 
Rostelekom  46  j 
RSA  Data  Security  Kl( 
Russia  Partners  Fund  (* 
Ryan  Lobs  94  / 

I  J 

Salomon  Brothers  66 
Sonford  C.  Bernste 
SCANA  96 
SCEcorp  96 
Seors  66 
Securities  Dato 
Semotech  90 
S  G.  Warburg  54 
Shell  70 
Siemens  86 
Silicon  Valley  Group 
Southern  California 
Edison  96 
Southwest  Airlines  6 
Sprint  60 

Standard  &  Poor's  ? 
Storkmon  Distrubutoi 
Steigenberger  Reserv 

Service  96 
Strong  Americon  Util 

Fund  96 
Sun  Microsystems  6( 
SVG  Lithogrophy  86 
Syntax  78 


Tathom  RSCG  70 
TECO  Energy  96 
Tele-Communications 
Texas  Instruments  8' 
90 

Toshibo  86,  90 
Towers  Perrin  20 
Travelers  80 
Trusted  information 
Systems  13 


Unified  Energy  Syste 
Unilever  54,  56,  70 
United  Airiines  96 
Urolmosh  46 
USAir  44 
USG  66 
USX  47 

Utendahl  Capitol  74 
V 


Vanguard  94 
Viacom  77 

W 


Wheat,  First  Securitii 
W.H.  Reaves  96 
Williams  Capitol  74 
Wilson  Sporting  Ga 
WinMark  Concepts 
WPP  Group  70 
W.R.  Lozard  74 
Wyser-Protte  77 

X 


Xerox  86 
Y 


Yoeger  Capital  Mar 


vestment  Figures  of  the  Wee 


MTARY 

ets  tumbled  as  the  dollar 
war  low.  The  greenback's 
t  1 00  yen  on  June  2  1 
3rs  that  the  Federal  Re- 
jld  hike  interest  rates  to 
e  dollar.  The  Dow  react- 
nging  below  3700  in  its 
ig  session  in  a  row.  The 
ket  also  got  spooked, 
ield  on  the  30-yeor  bond 
oped  7.5%.  Comments 
Chairman  Alan  Green- 
long-term  rotes  were  too 
buoyed  the  markets.  But 
cks  sank. 
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1  Editorials 

* 

o 

WITH  NO  WINNERS 

little  chance  of  competing  globally.  But  to  gain  acces 
the  U.  S.  market,  these  government-owned  systems  lu 
agree  to  end  their  monopolies  at  home. 

British  Telecom's  $5  billion  investment  in  MCI  Commu.c 
tions  Corp.  is  no  problem,  because  the  British  mark 
wide  open.  Not  so  Germany  and  France.  Without  recipr(, 
the  Federal  Communications  Commission  and  the  Ju 
Dept.  should  stop  this  deal. 

This  is  a  perfect  moment  for  the  U.  S.  to  call  for  reci  ■ 
ity.  Europe  is  currently  rethinking  its  telecommunicatim 
der.  A  report  on  the  coming  so-called  Information  S()( 
which  is  to  be  debated  at  the  European  summit  in  C 
Greece,  on  June  24  proposes  speeding  up  deregulation 
creating  a  pan-European  regulatory  body  akin  to  the 
Asking  for  reciprocity  in  the  Sprint  deal  would  be 
timing  for  all  involved. 

■■■he  clash  between  Caterpillar  Inc.  and  its  unions  is  a 
needless  mess.  With  its  Japanese  archrival  Komatsu 
H  Ltd.  eating  dirt  worldwide,  thanks  partly  to  the  high 
yen,  Cat's  business  is  booming,  and  its  employees  are  earn- 
ing up  to  $40  an  hour,  some  of  the  best  pay  in  the  country. 
Yet  instead  of  being  a  great  success  story,  this  is  a  petty  tale 
of  managers  firing  employees  for  wearing  buttons  and  of 
workers  launching  guerrilla  strikes  shutting  down  critical  pro- 
duction. If  this  were  a  sandbox  with  two  kids  screaming  at 
each  other,  it  would  make  more  sense. 

The  fact  is,  the  Cat  fight  is  a  brutal  battle  for  control. 
Compromise  appears  to  be  the  last  thing  either  side  de- 
sires. Before  the  14,000  United  Auto  Workers  walked  out  on 
June  21,  sales  were  soaring  and  workers  were  being  added  to 
the  assembly  lines.  Now,  an  atavistic  labor-management 
shoving  match  threatens  everything  (page  34). 

Cat  Chairman  Donald  V.  Fites  certainly  had  a  powerful 
case  when  he  began  bargaining  with  the  UAW  three  years 
ago.  It  made  no  sense,  he  argued,  for  Cat  to  adopt  blindly 
the  "pattern"  contract  the  UAW  had  won  at  Deere  &  Co.— as 
Cat  had  done  in  the  past.  Why?  Cat  was  a  construction- 
equipment  company  competing  around  the  world,  while 
Deere  was  a  mostly  domestic  farm-machinery  maker.  The 
union  disagreed  and  proceeded  with  a  strike  of  more  than 
five  months,  which  ended  only  when  Cat  threatened  to  hire 
permanent  replacements.  The  workers  got  zilch  toward  their 
demand  for  job  security,  alienating  them  from  the  union. 

Now  the  union  is  back,  again  asking  for  job  security.  This 
time.  Cat,  which  has  just  hired  1,000  new  workers  to  keep  up 
with  demand,  appears  in  a  position  to  grant  it— but  won't.  By 
firing  a  stream  of  employees  for  wearing  buttons  and 
T-shirts  that  attack  Fites,  Cat  has  driven  many  members 
back  into  the  arms  of  the  UAW. 

The  union  isn't  behaving  much  better.  It  has  refused  to 
bargain  seriously  and  has  called  a  strike  that  seems  as  much 
motivated  by  macho  posturing  as  does  Fites's  behavior.  The 
discord  at  Cat  is  more  about  ego  and  power  than  labor 
costs  or  pattern  bargaining.  This  is  something  no  one— Cat, 
the  union,  or  shareholders— can  afford.  Both  sides  should 
climb  down  from  their  high  horses  and  get  on  with  the 
business  of  making  great  equipment  for  which  customers 
around  the  world  are  willing  to  pay  big  bucks. 

AEEIDIMATIlfE  ArTIAil 
ArMKIfflAI  IVE  Av  1  lUN, 

NEGATIVE  OUTCOME 

^1  ore  and  more  U.S.  cities  and  states  are  ado] 
^R^H  affirmative-action  programs  in  awarding  finaP 
B  W  H  business.  From  underwriting  municipal  bom 
managing  pension  funds,  local  governments  are  re(n: 
that  there  be  minority  participation.  The  intention  is  goi 
build  up  businesses  that  are  owned  by  blacks,  Hispanics. 
women. 

There  is  an  economic  cost,  of  course.  Any  social  policy 
interferes  with  efficient  markets  theoretically  raises  cd' 
the  margin,  even  if  the  effect  is  slight.  But  society  is.u 
posed  to  benefit  overall. 

That's  the  rub.  Increasingly,  tiny  minority  firms  are  £ 
as  fronts  for  big  financial  firms,  parlaying  their  poi 
contacts  into  fat  fees.  This  is  especially  true  in  the  muni 
bond  market  (page  74). 

Take  California.  The  state  mandates  what  are,  in  effec 
firmative-action  targets  for  each  muni  issue:  15%  for  b 
and  Hispanics,  5%  for  women,  and  3%  for  disabled 
These  mandates  provide  a  strong  incentive  for  Wall  Stn 
team  up  with  minority-owned  finance  houses.  But  only  m 
a  dozen  such  minority  firms  in  the  country  have  the  c;ll 
and  experience  to  do  the  job.  The  rest  go  through  th( 
tions  and  front  for  the  big  players. 

Worse,  many  are  owned  and  controlled  by  the  1: 
firms.  In  the  money-management  game,  large  firms  t 
money-management  and  trading  business  from  pension 
by  promising  to  fulfill  minority  requirements  through  ; 
filiated  firm.  Fair  enough— except  when  that  minority  fi 
really  captive,  using  capital  and  computers  from  Wall  S 
houses  to  execute  transactions. 

Fronting  has  been  a  problem  in  government  set- 
programs  in  construction  and  cable  TV  for  years.  Now" 
becoming  a  serious  issue  in  municipal  finance.  If  the  goa£ 
build  strong  minority  businesses,  then  fronting  is  an  s 
not  only  to  taxpayers  but  also  to  legitimate  minority  n 
nesspeople  struggling  for  a  place  in  the  corporate  sun.  1 1' 
be  legal,  but  it  isn't  right. 

DDVIilH  ADEM  EIIDADE'C 
rKf  INU  UrEN  EUKUrE  9 

PHONE  MONOPOLIES 

print  Corp.'s  $4.2  billion  alliance  with  France  Tele- 
com  and  Deutsche  Bundespost  Telekom  is  a  chance  for 
m^F  the  U.  S.  to  pry  open  Europe's  biggest  remaining  tele- 
communications monopolies.  Without  Sprint  or  an  equally 
fleet-footed  U.  S.  partner,  the  French  and  the  Germans  have 

104  BUSINESS  WEEK/JULY  4,  1994 


Risks  hardly  ever 
travel  alone* 


Risks  prciwl  ceaselessly  anuiii^l  e\ery  busi- 
ness. Usually,  they  hunt  in  packs.  L^ealiny  with 
them  piecemeal  is  ineffective.  Mi^re  often  than 
not,  they're  linked. 

Nowhere  is  that  linkage  more  intricate  than 
in  the  airline  business.  Fuel  prices,  interest  rates, 
currency  swings,  loaJ  factors,  e\  en  political  pitfalls  — 
each  risk  has  to  he  examined  in  light  of  the  t)thers. 

To  bring  an  element  of  stability  to  an  indus- 
try that  changes  minute  by  minute.  Bankers  Trust 


has  IouikI  a  way  i>f  analyzing  the  airline  business 
and  attaching  a  monetary  \aliie  to  many  of  the 
operational  risks  it  faces.  A  risk  management  plan 
that  can  turn  volatility  into  profitability. 

With  our  hands  at  the  reins,  yoti'll  see 
which  risk  will  hurt  you;  which  you'll  profit  by.  So 
risk  will  do  y^air  i^iddmg,  not  take  you  tinawares. 

Q  Bankers  Trust 

L  E  A  L1     F  R  (.1  M  STRENGTH. 


This  is  a  line. 

To  some,  it  is  seen  as  a  constraint.  A  limitation.  A  barrier. 


To  others,  it  is  a  point  where  the  past  is  abandoned  in  favor  of  the  future. 


Wind  in  the  face.  Steerinj^  with 
the  throttle.  Shift  levers  that  had 
to  he  persuaded  into  '""^^^l^ 
first.  More  power 
than  brakes.  Heaters  that  only 
worked  when  the  sun  shined. 

Sports  Cars.  For  decades  drivers 
wrinkled  their  suits  and  burned  their 
shoes  to  experience  the  irony  of  how 
so  many  shortcomings  added  up  to 
so  much  driving  pleasure.  But  now 
there's  a  new  kind  of  sports  car 
dedicated  to  the  proposition  that 


performance  and  civilized  driving  do 
not  have  to  be  mutually  exclusive. 

The  revolutionary 
new  Toyota  Supra. 
The  cornerstone  of  Supra's  per- 
formance is  a  world-class  power-to- 
weight  ratio.  Its  3.0-liter,  24-valve 
i  n  1  i  n  e  -  6  with  t  w  i  n  -  s  e  q  u  e  n  t  i  a  1 
turhochargers  delivers  320  horsepower 
(220  horsepower  in  the  normally 
aspirated  model).  And,  mated  to  a  6- 
speed  transmission,  propels  the  Turbo 
from  zero  to  sixty  in  4.6  seconds.* 


Double  wishbone  suspension,  4 
wheel/4-channel  Anti-lock  Brakt 
System  (ABS)  with  ventilated  disc 
and  dual  air  bags**  help  make  Suprt 
as  reassuring  to  drive  as  it  is  fast. 

Ultimately,  though,  the  real  mean 
ingofa  sports  car  is  found  in  the  driving 
And  that's  why  crossing  the  lin( 
wasn't  just  an  end.  It  was  a  beginning 
Call  1-800-CO-TOYOTA  for  a  brochur^ 
and  location  c^f  your  nearest  dealer.*': 

®  TOYOTA  Supn 

'7  /ove  what  you  do  for  >?/t\ 


©IW3  Toyota  Molor  Sales,  USA.  Int   Buckle  Up'  Do  U  for  those  who  love  ynu  *(.ai  tinJ  \)nvei  Mdrth  |W1  ••Alwdys  use  youx  seatbelt  Driver-  and  passenger-side  air  hags  are  d  Supplfnienial  Reslraint  System  (SR*^. 
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Spark 


The  really  creativej 
part  of  derivatives 
is  asking  the  right  j 
questions.  The 
ones  that  let  us  \ 
figure  out  how  to  ' 
help  a  client  gain  i 
a  real  business  ^ 
advantage,  as  well  • 
as  a  financial  one." 


ogy.  It  demands  advanced 
thinking.  With  experts  in 
every  major  marltet,  a  track 
record  long  on  innovation, 
and  capital  strength  few 
can  equal,  we  approach 
risk  management  not  as 


a  stand-alone  business 


but  as  part  of  an  integrated 
approach  to  supporting 
our  clients'  objectives. 
At  J.  P.  Morgan  we  find  the 
best  solutions  because  we 
ask  the  right  questions. 


orsfan 


ording  to  Motor  Trend  magazine,  the  "Lexus  SC  400  serves  as  an  icon  that  stirs  the  emotions:  We  doubt  Freud  could  hav 
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116  AMERICA'S  HEARTLAND 

The  Midwest,  recently  reviled  as  the 
Rust  Belt,  is  roaring  back.  Its 
manufacturers,  including  the  Big 
Three  auto  makers,  have  turned  the 
tables  on  their  foreign  rivals  with 
world-beating  products.  In  another 
turnaround,  state  and  local  officials 
in  the  region  lead  the  U.S.  in 
creating  innovative,  responsive 
governments.  Tlie  message  for  the 
rest  of  the  nation:  Watch  and  learn 
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Suddenly,  Bill  Clinton  has  his  work 
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AND  LAPTOP  PC  MARKETS,  CEO 
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OF  ALL  COMPUTED  HARDWARE 
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A  SLOW-GROWING  WORKFORCE? 

Labor  shortages  could  return— but 
that  might  spur  productivity 

Marketing 
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TALK  SHOW 


Whe72  you've  been  chair-man  of  the  [House]  Budget  Ca, 
mittee  and  director  of  0MB,  you  can  withstand  anythii,' 

—New  Chief  of  Staff  Leon  Panetta,  when  asked  how  he'll  handle  j 
White  House  infighting  j| 


EDITED  BY  LARRY  LIGHT  AND  JULIE  TILSNER 


SLUGFESTS 


MICROSOFT  AND  JUSTICE: 
WORKING  IT  OUn 


GATES:  Windoii:  iif  oppoii innlii 


Microsoft's  lawyers  are 
talking  to  the  Justice 
Dept.,  government  sources 
say— and  that  raises  the  pos- 
sibility of  settling  the  feds' 


11-month  antitrust  probe  of 
the  software  powerhouse. 

The  sources  are  coy  about 
exactly  what's  on  the  table. 
One  official  says  the  usual  in- 
tent of  such  talks  is  "to  work 
things  out."  Still,  the  sources 
warn  that,  since  the  two 
sides  disagi'ee  in  many  areas, 
the  exercise  may  go  no- 
where. Microsoft  would  not 
comment  beyond  saying  it  is 
still  cooperating. 

Justice  attorneys  in  late 
June  deposed  top  Microsoft 
officials,  including  Chairman 
Bill  Gates,  sources  close  to 
the  probe  say.  This  indicates 
that  Justice  lawyers  are  near 
to  deciding  whether  to  rec- 
ommend that  the  department 
sue  and  on  what  charges. 

Justice  has  been  pur- 


STAR  POWER 


ROCKY  BALBOA,  NEW  DEMOCRAT 


as  Ram  bo  gone  soft? 
Sylvester  Stallone,  poster 
l)oy  for  the  ultratough,  anti- 
communist  Republicanism  of 
the  1980s,  is  the  No.  1  political 
giver  among  Hollywood  per- 
formers. And  he  has  sent  al- 
most all  of  it  to . . .  the 
Democrats.  Federal  Election 
Commission  records  show 
Sly  has  donated  $70,000  to 
the  Democratic  Party  since 
Bill  Clinton's  election— and 


only  $1,000  to  the 
Republicans. 

Quite  a  change. 
In  the  1991-92  elec- 
tion cycle.  Sly 
gave  $36,000  to  Re 
publicans  and  just  $11,000  to 
Democrats.  Why  the  switch? 
A  Stallone  spokeswoman  had 
no  comment.  Over  time,  Sly's 
been  a  quirky  political  angel, 
helping  hard-right  Rei)ul)licans 
(Oklahoma  Scnatm-  Don  Nick- 


suing  a  broad  case  on  Mi- 
crosoft's use  of  its  operating- 
systems  dominance  to  extend 
control  to  applications.  One 
recent  episode  sparking  the 
government's  interest:  Mi- 
crosoft's so-called  nondisclo- 
sure agreements  on  Chicago, 
its  upcoming  Windows  prod- 
uct. The  agreement  barred 
customers  that  get  early  ver- 
sions of  Chicago  from  work- 
ing with  competitors.  In 
April,  Microsoft  agreed  to 
loosen  the  restrictions  on 
WordPerfect. 

If  current  talks  between 
Justice  and  Microsoft  end  in  a 
hopeless  deadlock,  the  gov- 
ernment may  go  ahead  with 
civil  charges.  "If  we're  at  the 
end  of  the  road  with  them, 
we'll  file  suit,"  says  a  govern- 
ment source.  "But  we're  not 
there  yet."      Catherine  Yang 


les)  and  maverick 
Democrats  (Cali- 
fornia ex-Governor 
Jerry  Brown). 
The  other  big- 
money  show-biz 
Democrats  eclipsed 
)y  Stallone:  Chevy 
Chase  ($42,000),  Bar- 
bra  Streisand  ($31,500), 
and  Dustin  Hoffman 
($20,500).  Tinseltown  GOP 
givers  are  more  modest:  Jim- 
my Stewart  has  forked  over 
$3,360  and  Kelsey  Crammer, 
of  the  Frasier  TV  series, 
S2,r)00.     Richard  S.  DiiiiIhuii 


A  I.  I  i  Y 


HARD-HEARTED  PRAGMATISTS  SAY 

that  the  U.S.  spends  far  too  much  on  expensive 
and  largely  futile  medical  treatments  for  ter- 
minally ill  patients.  One  number  often  cited 
in  the  media  and  elsewhere:  30%  of  health-  <s 


IN  REALITY,  patients  in  life's 
lost  year  account  for  only  about 
10%  to  12%  of  U.S.  health-core  \ 
outlays.  That's  a  recent  estimate  in  \ 
The  New  England  Journal  of 
Medicine  by  Dr.  Ezekiel  Emanuel  and  ^ 
Dr.  Linda  Emanuel  of  Harvard  Medical 
School.  True,  about  30%  of  Medicare  spend- 


care  dollars  ore  spent  in  the  last  six  months  of 
life.  It  follov/s  that  tens  of  billions  of  dollars 
could  be  saved  by  eliminating  heroic 
measures  for  people  who  are  bound 
to  die  in  any  case. 

ing  goes  for  the  last  year  of  life— 
but  Medicare  covers  only  people 
over  65,  who  hove  a  much  high- 
er death  rate.  Beyond  that,  it  may 
be  hard  to  reduce  spending  on  dy- 
ing patients,  note  the  two  doctors,  because  "hu- 
mane care  at  the  end  of  life  is  labor-intensive 
and  therefore  expensive."   Michael  J.  Monde/ 


SKID  MARKS 


A  GREAT  SHOWING  FOR 
GM-CONSIDERING 


General  Motors  is  ;il  ' 
bottom  of  the  clas.-  au, 
—but  gets  an  "A"  for  eff(. 
That's  from  the  latest  rep| 
card  on  the  North  Amerij 
auto  industry  by  Harbour) 
Associates  of  Troy,  Mich.  Sij 
GM's  $355  profit  per  car- 
truck  sold  in  1994's  first  qi 
ter  lagged  Chrysler  and  Fijy. 


GM:  MOST  IMPROVED, 
STILL  LAGGING 


Company      Profit  per  Change 
vehicle  sold  luil-yi 
in  1  Qtr  1994 


GM  $355 
FORD  $656 
CHRYSLER  $1,203 


+$1,515 
+$824 
+$1,003 


•COMPANY  LOSTMONEY  IN  1992 

DATA;  HARBOUR  XASSOGATES 


(table).  Plus,  no  GM  facilit 
in  Harbour's  Top  Ten  m' 
productive  North  Amcrii' 
car  and  truck  assembly  plai 
And  yeah,  to  be  as  producti: 
as  Ford  in  assembly,  engi 
transmission,  and  stamp 
plants,  GM  would  have  to  si 
about  20,000  white-  and  bl 
collar  workers.  Harbour-  saj. 

Still,  it's  quite  a  comeb^.. 
In  1989,  Harbour  said  f;M  n( 
ed  to  let  60,000  employees 
to  match  Ford  in  manutaci 
ing.  This  year,  seven  i.M  , 
sembly  plants  made  Harboj; 
list  of  10  most-improved  pla' 
GM's  companywide  avi.T.! 
manufacturing  efficienc\-  , 
improved  12%  since  1992,  w:. 
Chrysler's  gained  6.5%  ,• 
Ford's  was  unchanged.  ', 

GM    has   trimmed  ah 
$2,800,  pretax,  in  per-\eh 
costs  from  its  operation  si' 
1991,  Harbour  estimates, 
that,  as  much  as  $.500  e; 
from  white-collar  cuts.  I 
haps  an  additional  $350  c;!- 
from  the  benefits  of  big' 
volume,  Harboiu"  figures- 
the  rest  from  lower  p;- 
costs  and  nonmanufactui^ 
efficiencies.    James  B.  Tr-i'' 
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I  Sybase 


COMPANY.     SUPPLIER     TO  THE 


WORLD    CUP  USA 

ISybasf 


9  4 


THE  WORLD  CUP. 
30  BILLION  VIEWERS. 
3.5  MILLION  SPECTATORS. 
7,000  JOURNALISTS. 
52  GAMES. 
24  TEAMS. 
9  CITIES. 
AND  SYBASE  SOFTWARE 
TO  MANAGE  IT  ALL. 

Managing  the  world's  largest 
single-sport  event  requires 
world-class  credentials. 
Which  is  why  ivorWCupusAsa 
World  Cup  ^W^^^ 
USA  1994  J^J^^S 
chose  Sybase  suppuer 
client/server  database, 
ccmnectivity,  systems 
management,  and  develop- 
ment tools  to  drive  their 
global  information  network. 

Sybase  products  are 
running  World  Cup  opera- 
tions, from  logistics  to 
badging,  security,  and 
results  reporting.  SYBASE' 
IS  handling  the  critical  job 
of  distributing  data  in  near- 
real  time,  via  more  than  900 
multimedia  workstations  in 
the  U.S.  and  Europe. 

And  even  though  the 
entire  project  has  been 
implemented  m  less  them  a 
year,  it's  a  schedule  we 
consider  business  as  usual. 

Let  us  mobilize  the  same 
kind  of  world-class  effort  in 
support  of  your  critical  data 
delivery  needs. 

For  information,  and  a 
free  24"x36"  copy  of  this 
World  Cup  poster,  call 
1-800-SYBASE-l,  ext.  5132. 

Outside  the  U  S .  call  (410 1 M4-8044  ©1994  Sybase,  Inc 
Wocid  Cup  L030 '01991  WOlSl 


ON  THE  JOB 


TALK  ABOUT 
MURDER  INC. 


Workplace  homicides  are 
rising.  A  new  clearing- 
house on  this  grisly  subject  at 
the  University  of  Oklahoma  B- 
school  finds  that  1,000  workers 
were  murdered  on  the  job  in 
1992,  vs.  a 
steady  annual 
average  of  600 
in  the  1980s. 

Homicide  is 
now  the  No.  3 
work-related 
cause  of  death, 
behind  car 
crashes  and 
other  machin- 
ery accidents.  (Maladies  like 
heart  attacks  don't  count.) 
And  the  leading  cause  of  death 
for  women  in  the  workplace 
now  is  foul  play:  Since  1980, 
41%  of  the  females  who  died 


KILLEEN,  TEX. 


on  the  job  were  murdered. 

The  scourge  ranges  from 
aggrieved  employees  blowing 
away  managers  to  jilted  work- 
place lovers  seeking  revenge 
to  lunatics  off  the  street.  The 
biggest  risk  is  in  regimented 
workplaces,  such  as  post  of- 
fices, where  some  employees 
feel  they  have  no  control  over 
their  work,  says  Oklahoma  B- 
school  Dean  Richard  Cosier. 
But  also  at  high  risk  are  retail 
establishments,  open  to  all. 

The  classic 
case  was  the 
late- 1991  mas- 
sacre of  24  at 
Luby's  Cafete- 
ria in  Killeen, 
Tex.  The  gim- 
man,  who 
wounded  18 
others,  killed 
himself. 
Cosier  recommends  workers 
be  trained  so  they  know  what 
to  do  when  someone  with  a 
gun  goes  berserk:  Calm  the 
person  down  and  stall  for 
time.  Douglas  Harbrecht 


lead  in  '91 


GENERATION  X 


TAKE  THIS  McJOB  AND  SHOVE  IT 


Campus  job  recruiters  are 
suffering  a  generation 
gap.  Boomer-age  recruiters, 
no  strangers  to  conflicts  with 
elders,  don't  connect  with  to- 
day's college  grads.  Or  so 
says  a  new  study  by  New 
York-based  Hanigan  Consult- 


ing Group  of  200  graduating 
seniors  and  recruiters  from 
100  large  companies. 

Recruiters  see  Generation 
X  job  hopefuls  as  intent  on 
instant  gratification,  says 
Maury  Hanigan,  head  of  the 
firm.  The  older  set  stresses 


paying  dues  and  focusing  on 
long-term  career  growth.  But 
young  grads,  she  says,  "as- 
sume they  will  be  laid  off." 
So  they  aren't  content  to 
serve  time  in  drone  jobs— and 
want  to  build  marketable 
skills  as  quickly  as  they  can. 

Employers,  says 
Hanigan,  respond: 
"You  short-term- 
thinking,  self-cen- 
tered kid,  you." 

These  misunder- 
standings are  ex- 
pensive, since  they 
result  in  wasted 
time  and  money  for 
employers.  This 
past  spring  hiring 
season,  only  38%  of 
job  offers  were  ac- 
cepted, down  from 
60%  in  1989.  Hiring  is  way 
down  from  the  late  1980s,  so 
Hanigan  says  recruiters  are , 
concentrating  only  on  the 
very  top  students.  Many  of ' 
this  elite  gi'oup,  though,  have 
several  offers  and  can  afford 
to  be  picky.       Charlie  Green  ' 


DRAWN  AND  QUARTERED 


"  WSNEY'S  GOT  TO  BE  5TOPPEP.' " 


PRODUCT  PEEK 


BUT  WHERE'S 

SUPER  MARIO  SISTERS? 


The  bash-'em,  slash-'em 
world  of  video  games  has 
long  appealed  to  boys.  Since 
its  release  last  year,  gory 
Mortal  Kombat  has  sold  5  mil- 
lion units.  "There's  a  fairly  ob- 


KID  VID:  Hello  Kitty  on  the  keys 


vious  gender  bias"  in  the  $6.5 
billion-a-year  industry,  says 
Jim  Myrick,  marketing  vice- 
president  at  Big  Top  Produc- 
tions. But  now,  gamemakers 
are  turning  their  attention  to 
a  neglected  market:  girls. 


The  target  thus  fai-  is  th 
under- 10  group.  And  to  dat( 
the  major  entrant  has  bee 
Hi  Tech  Entertainment's  Ba 
bie,  a  beloved  toy-chest  stap 
for  35  years.  Since  her  gam 
debut  in  late  1991,  the  vide 
doll  has  sold  an  0.  K.  .5OO,0C 
units  with  titles  that  take  h( 
shopping,  modeling,  and  th 
like. 

She's  getting  company.  Bi 
Top  is  bringing  out  four  ed\ 
cational  games  on  July 
starring  the  Hello  Kitty  cha 
acter,  a  feline  from  Japai 
where  it  is  a  wildly  popuk 
cartoon.  Kitty  ($24.95  p( 
unit)  has  been  adorning  litt^ 
American  girls'  lunch  pails  f( 
years.  And  just  before  Chris 
mas,  heavyweight  Sega  Gen^ 
sis  is  bringing  out  several 
ties  meant  for  girls  such 
Crystal's  Pony  Tale,  where 
pony  tries  to  solve  a  puzzL 
One  problem,  though:  Teei 
age  girls  as  yet  have  fc 
games  addressed  to  them. 


THE  BIG  PICTURE 


JOB  LOSSES,  BY  INDUSTRY 
PERCENT  CUT  OVER  12  MONTHS 
ENDED  APRIL,  1994 


THE  ENDLESS  RECESSIOI 

while  money  traders  and  the  Federal 
Reserve  fret  about  an  overheated 
economy,  some  workers  can  be 
excused  if  they  wonder  whut  all  the 
fuss  is  about.  The  industries  with  the 
biggest  job  reductions 
over  the  last 
1 2  months: 
DATA:  UBOR  DEPT. 


SEARCH  &  i 
MAVIGATION, 
EQUIPMENT  . 


FOOTNOTES 


New  home  construction  costs,  1993:  $122  billion.  Home  remodeling  costs,  1993:  $108  billion 
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UPFRf 


MCI  AND  BRITISH  TELECOMMU^ 
BUSINESSES  AROUND  THE  WORl 


It  is,  to  coin  an  old  phrase,  the  best  of  both  worlds.^ 
BT,  the  U.K.'s  largest  qompany,  is  one  of  the  world's 
leading  suppliers  of  international  telecommunications. 

Mcl  is  the  world's  fastest  growing  telecommunica- 
tions company,  known  for  its  iiiriovative  and 


Global  Corrii 

1-80 


DNS  JOIN  TOGETHER  TO  BRING 
ETTER  WAY  TO  COMMUNICATE 


customized  solutions, 

Now  they  have  combined  their  resources,  energies 
and  know-how.  The  result  is  a  company  called  Concert: 

It  is  a  new  way,  a  better  way,  to  conduct  your 
international  business.  , 
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KMARrS  'CORRECTIVE 
AaiONS' 


■ would  like  to  clarify  a  number  of 
points  in  your  Kmart  Corp.  story,  "Re- 
volt? What  revolt?"  (Top  of  the  News, 
June  20). 

We  fully  appreciate  the  frustration 
Kmart  shareholders  have  experienced 
over  the  last  15  months.  Probably  no 
shareholder  has  been  more  disappointed 
with  the  performance  than  our  senior 
executives  and  board  of  directors. 

Beginning  in  1993,  long  before  the 
shareholder  "wake-up  call,"  we  embarked 
on  a  hard-nosed  evaluation  of  the  specif- 
ic execution  shortfalls  hindering  Kmart's 
turnaround.  The  corrective  actions  we 
designed  are  now  being  implemented 
storewide  and  are  far  more  sweeping 
than  just  after-hours  restocking.  We  are 
rationalizing  all  vendor  relations,  ship- 
ping merchandise  on  a  two-day  turn- 
around cycle,  consolidating  distribution 
for  fashions  and  other  lines,  centraliz- 
ing all  buying,  and  addressing  the  cul- 
tural impediments  to  change. 

These  actions,  and  many  others  like 
them,  are  transforming  many  of  the  fun- 
damental ways  Kmart  conducts  its  busi- 
ness. Over  the  next  two  years,  they 
represent  $600  million  to  $800  million 
in  profit  enhancements. 

Where  we  go  regarding  specialty  re- 
tailing will  be  decided  by  our  board  of 
directors.  Whatever  action  we  take,  it 
will  be  designed  to  further  our  core  ob- 
jective—to restore  growth  to  the  Kmart 
stores  division.  Ultimately,  that  is  the 
goal  shared  by  all  our  stockholders. 

Joseph  E.  Antonini 
Chairman  and  CEO 
Kmart  Corp. 
Ti-oy,  Mich. 

WELFARE  REFORM  MUST  INCLUDE 
CHILD  SUPPORT  

Your  article  "A  four-step  plan  to  re- 
form welfare"  (Editorials,  June  13) 
was  right  on  tai-get  in  noting  time  limits, 
job  training,  day  care,  and  state  experi- 
mentation as  critical  elements.  I  would 
like  to  add  one  more— child  support  en- 
forcement . 


Whether  married,  divorced,  or  sing 
both  parents  have  obligations  for  th 
child's  support.  Yet  the  gap  betwei 
what  noncustodial  parents  should  p; 
and  what  they  actually  do  pay  has  be 
estimated  at  $34  billion. 

Ensuring  that  parents— both  parent,-- 
assume  responsibility  for  their  childri 
is  a  vital  component  of  welfare  refori 
For  this  reason,  I  have  introduced  leg 
lation  that  would  strengthen  collect]' 
efforts  across  state  lines  and  impro 
procedures  for  establishing  paternii 
As  we  encourage  people  to  move  frc 
welfare  to  work,  let's  ensure  that  tht 
children  benefit. 

Barbara  B.  Kennelly  (D-Coni 
House  of  Representativ 
Washingt 

IBM  STANDS  BEHIND  AIX  1 
ANDTALICENT  

There  is  no  doubt  about  the  future 
AIX,  IBM's  UNIX  operating  system, 
IBM's  investment  in  Taligent  and  its  ( 
ject-oriented  technology,  contrary 
what  was  suggested  in  your  article  "l 
rides  into  Microsoft  country"  (Inforn 
tion  Processing,  June  6). 

AIX,  which  supports  IBM's  RISC  S; 
tem/6000,  power  Parallel,  and  systei 
using  our  PowerPC  microprocessors, 
an  integi'al  part  of  the  workplace  stra 
gy.  IBM  is  fully  comm^itted  to  Talige 
and  we  are  actively  incorporating 
object  technology  into  our  existing  op 
ating  systems,  such  as  OS/2  and  A 
Taligent  is  progressing  on  time,  and 
are  pleased  with  the  progress  that  1 
been  made. 

Both  technologies  are  part  of  IBI 
plan  to  revolutionize  the  way  we  a 
our  customers  use  and  develop  softwa 
L.  R.  Reiswig 
Presid' . 

IBM  Personal  Software  Products  Ev 
Somers,  N. 

FILLING  SOME  GAPS 

IN  THE  OZONE-HOLE  CONTROVERSY 

Paul  Craig  Roberts,  in  his  colu 
"What's  flying  out  the  ozone  lit 
Billions  of  dollars"  (Economic  Viev\  po  , 
June  13),  makes  several  misleadiii'4 


.■-Hill,  In. 
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injection.  ~ 


AT  TOYOTA,  we're  committed  to  building  in 
America.  In  fact,  almost  half  the  Toyota 
passenger  vehicles  sold  in  America  are  built 
in  our  Kentucky  and  California  plants.  And 
over  the  last  three  years,  we've  doubled  our 


U.S.  made  parts  purchasing  to  over  $4.4  billion 
per  year.  From  our  manufacturing  facilities 
to  our  U.S.  research  and  design  centers, 
our  operations  here  provide  more  than 
16,000  direct  jobs  and  give  an  economic 
boost  to  communities  right  across  America. 


Toyota's  C.timr\  m  a  n  u  fa  c  I  u  ri  n  g  p  I  a  nl ,   Ceorgelown,  Kenlurky. 


I  N  V  E  S  TING      IN     T  H  E      THIN  C  S      WE     ALL      CARE     A  B  O  U  T  .  TOYOTA 

For  more  information  about  Toyota  in  America  write  Toyota  Motor  Corporate  Services,  9  West  57th  Street,  Suite  4900-B14.  New  York,  NY  10019. 


Anybody  iSeen  Gomer  Around  Here? 


iScott  Rotertion  told  lais  friends  lie  was  moving  to  Birniingliam .  And  tliey  told  liini  lie  d  lost 
liis  inarUes.  Because  to  tliem,  Alal  lania  meant  Gomer  Pyle  or  tlie  Beverly  Hillliill  les  —  not  tlie  kind 
of  place  a  corporate  man  would  leave  \V^asliin^ton ,  DC.  lor  to  furtlier  liis  career.  But  to  5cott, 
Alabama  meant  a  gjreat  opportunity.   5o  lie  figured  lie  would  at  least  give  it  a  year.  Xliat  was  in  1979. 

"As  I'  ve  traveled,  I  ve  learned  everybody  kas  aii  Alab  aina  story.  Not  about  racism,  pollution, 
or  tbe  Gomer  way  of  doing  tilings.  But  about  friendly  people,  gorgeous  countryside,  and  plienomenid 
cultural  experiences.  And  if  tliey  d  actually  lived  bere,  tlie  story  is  usually  about  bow  mucli  tliey  loved 
it  and  want  to  move  bac  k.  My  story  s  about  bow  I  bad  to  drag  my  wife  bere  kickinqf  and  screaming. 
Yet  now  I  could  never  ^et  lier  to  move  nortli  ol  downtown  Birmin^liam. 

iScott  believes  tbe  only  problem  Alabama  lias  is  persuading  prospects 
to  come  bere.  But  once  bere,  tliey  become  booked  and  never  want  to  leave. 
Maybe  tbat  s  because,  accordin^j  to  5cott,  Al  abama  is  an     island  in  tbe  sea  ol  cbaos.  '  BE&K, 


Alabama  has  one  of  the 
highest  concentrations 
of  registered  engineers 
in  the  nation. 


wliere  iScott  is  A^ice  President  ol  Communications,  lias  certainly  prospered,  liaving  been  ranked  as  one 
ol  tbe  top  26  engineering  lirms  and  one  ol  tbe  100  best  companies  to  work  lor  in  tbe  entire  country. 
Mobile  in  tbe  Alabama  business  market,  BE&K  is  recognized  lor  liaving  acbieved  a  strong  presence 
around  tbe  world.  And  we  tliink  tbat  s  about  as  far  from  A^ayberry  as  you  can  ^et. 


ALA  B  A  M  A 


good     l>  e  (I  fi  I  e     a  c  c  o  m  f}  I  i  s  fi     great     I  fi  i  n  q  s 


For  more  information,  contact  the  Economic  Development  Partnership  of  Alabama: 
2  North  Jackson  street,  Montgomery,  Alabama  36104;  800-276-3372 


sertions  regarding  the  transition  away 
from  ozone-depleting  substances.  By  ex- 
aggerating the  costs  and  misstating  sci- 
entific understanding,  he  creates  the 
very  hysteria  he  accuses  others  of 
encouraging. 

For  example,  Roberts  claims  that  mi- 
nor repairs  to  car  air  conditioners  "can 
now  cost  as  much  as  $1,000."  In  fact, 
the  initial  retrofit  kits  that  several  auto 
makers  developed  cost  $100  to  $150. 
Cars  bought  recently  and  in  the  future 
will  not  need  any  retrofit,  since  they  al- 
ready contain  HFC- 134a.  Car  owners 
should  note  that  they  are  not  required 
to  stop  using  the  original  refrigerant. 

Roberts  quotes  scientists  as  saying 
that  there  has  been  no  evidence  of  ozone 
depletion  or  increases  in  ultraviolet  light 
(UV)  outside  seasonal  effects  over  Ant- 
arctica. This  contrasts  with  the  latest 
assessment  by  the  world's  most  distin- 
guished atmospheric  researchers,  which 
states  that  in  addition  to  winter  deple- 
tion, "for  the  first  tim.e,  there  is  evi- 
dence of  significant  decreases  [in  ozone] 
in  spring  and  summer  in  both  the  North- 
ern and  Southern  hemispheres."  The  as- 
sessment took  into  account  natural  vari- 
ations in  ozone  concentration,  including 
volcanic  eruptions,  seasonal  changes. 


CORRiaiONS  &  CUVRIf  ICATIONS 

"Clinton's  'Buy  American'  pitch  keeps 
paying  off"  (Top  of  the  News,  May  23) 
should  not  have  said  that  President 
Clinton,  in  a  1994  meeting,  urged  Ka- 
zakhstan President  Nursultan  Nazar- 
bayev  to  allow  Chewon  Corp.  to  par- 
ticipate in  oil-field  development. 
Chevron's  deal  to  help  develop  oil 
fields  in  Kazakhstan  had  been  struck 
in  April,  1993. 


sunspots,  and  latitudinal  effects,  and  de- 
pletion is  still  evident.  The  world's  na- 
tions would  not  have  agreed  to  such  a 
rapid  phaseout  of  ozone-depleting  com- 
pounds without  such  strong  evidence. 

Jeffrey  Levy 
Refrigerants  Analyst 
U.S.  Environmental  Protection  Agency 

Washington 

Paul  Craig  Roberts  misrepresents  the 
1992  findings  issued  by  NASA  and 
NOAA.  Scientists  disclosed  record-high 
levels  of  chlorine  monoxide  in  the  strato- 
sphere over  North  America.  Given  the 
proper  meteorology,  the  northern  atmo- 
sphere was  primed  for  record  ozone  de- 


pletion. (A  warmer-than-normal  win 
held  ozone  depletion  in  the  North( 
Hemisphere  to  levels  consistent  w 
previous  years.  The  winter  of  1993 
the  same  chemistry  and  worse  oz( 
depletion  as  the  upper  atmosph 
stayed  colder  longer.)  At  no  time  was 
ozone  hole  predicted.  The  connection 
tween  CFCs  and  ozone  depletion  is  ck 
Charles  F.  Ken. 
Associate  Administra 
for  Mission  to  Planet  E;i 
\'. 

Wasliiii- 
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Introducing  the  $  1 3  9  investment  no 
computer  user  can  afford  to  be  witliout... 


"Don't  take  chances. ..Get  the 
ultimate  protection:  Back-UPS 
fromAPC." 


PC  World 

Top  20 
Upgrade 


Call  for  your 
FREE  60  page 
PC  power 
protection 
handbook! 


Blackouts,  brownouts,  sags...  if  you  use 
computers,  your  bottom  line  is  directly  linked 
to  your  power  line.  The  faa  is,  your  data  and 
hardware  are  vulnerable  to  problems  that  surge 
suppressors  and  power  directors  just  aren't 
equipped  to  handle. 

Now  there's  an  Uninterruptible  Power  Supply  (UPS)  to  suit 
any  budget.  Back-UPS®  are  perfect  protection  for  LAN  servers, 
personal  computers,  phone/fax  systems,  POS  equipment,  or  any 
other  device  that  can  go  down  when  the  power  does.  If  lightning 
is  a  concern,  Back-UPS  are  even  backed  by  a  $25,000  insurance 
policy  against  surge  damage  to  your  equipment  (see  details). 

So  don't  wait  for  the  inevitable  power  problem  to  rob  your 
business.  Protect  your  productivity  with  Back-UPS,  available 
where  quality  computer 
produas  are  sold. 


APC  Back-UPS  provide 
instantaneous  battery  power 
during  power  disturbances, 
so  your  data  and  hardware 
are  sate! 


AMERICAN  POWER  CONVERSION 

800-800-4 APC,  dept.  J3 


Local  phone  and  fax  for;  Germany  -  fs/.:  089.950,51 .66,  United  Kingdom  -  Fax:  81 ,667. 1947,  France  -  NoVert:  05.09,24.07 
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Ssangyong:  Reliability 

in  a  variety  of  business  circles. 


A  corporation's  survival  depends  on  its  reputation  for 
reliabUity. 

Ssangyong  has  a  55-year  history  of  rehability. 
Partners  in  more  than  120  countries  depend  on 
Ssangyong  and  we're  doing  our  best  to  meet  their  needs. 

Ssangyong's  reputation  in  the  fields  of  international 
trade,  engineering  and  construction,  automobiles, 
cement,  oil  refining,  investment  and  securities,  heavy 
industries  and  machinery,  paper,  insurance,  shipping 
and  information  systems  has  resulted  in  total  sales  of 
US$14.5  baiion  in  1993. 


Our  capital  and  technical  cooperation  with 
Mercedes-Benz,  the  capital  venture  with  Saudi 
Arabia's  Aramco  and  the  construction  of  over  7,000 
deluxe  hotel  guest  rooms  in  the  Pacific  Rim  are  just  a 
few  examples  of  our  successful  partnerships. 

These  days,  when  reliable  business  partners  are  hard 
to  find,  you  need  a  corporation  that  builds  reliability 
in  a  variety  of  business  circles. 

We're  looking  forward  to  talking  business  with  you. 


S5  Ssangyong 


International  Trade,  Engineering  &  Construction,  Automobiles,  Cement,  Oil  Refining,  Investment  &  Securities,  Heavy  Industries  &  Machinery,  Paper,  Insurance,  Computers 
•C.P.O.  Box  409.  Seoul,  Korea  •  Phone;  (822)  270-8155  -  8, 270-8130  •  Fax:  (822)  273-0981 , 273-8297, 274-2896  •  Telex:  TWINDRA  K24270,  K28215,  K28442 


Road  construction 
next  4,000,000 
miles. 


Most  of  the  four  million  miles  at  public 
road  and  highway  in  this  country  need  major 
repairs,  improvements  or  expansions. 

In  fact,  our  country's  entire  infrastructure 
is  aging.  This  includes  bridges,  airports,  mass 
transit  systems,  and  environmental  systems,  as 
well  as  local  roads  and  highways. 

This  year,  Martin  Marietta  Materials 
Company  will  provide  65  million  tons  ol  aggre- 
gates -  crushed  stone,  sand  and  gravel  -  lor 
vital  infrastructure  projects,  and  our  proven 
reserves  of  more  than  lour  billion  tons  will  help 
keep  America  on  the  move. 

With  precision  technic]ues,  we're  making 
aggregates  mining  safer  and  more  efficient. 

With  plant  automation,  we're  increasing 
productivity  in  a  setting  designed  to  protect  the 
surrounding  countryside. 

And  instead  ol  stripped  mines  and  empty 
quarries,  our  site  reclamation  program  produces 
pastures,  reservoirs,  wildlife  habitats  and 
recreational  areas. 

When  you  add  it  all  up,  small  rocks  are 
hardly  a  small  matter. 

After  all,  aggregates  are  the  building  blocks 
of  America's  revitalization. 
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THE  PAPERBACKS 
OF  SUMMER 


Vacation  time,  and  the  reading's 
easy— thanks  to  those  uninter- 
rupted hours  on  the  beach  or  the 
screened  porch.  Sure,  you  could  do  worse 
than  spend  an  afternoon  with  John  Gris- 
ham  or  Robert  Ludlum.  (You  could  read 
Robert  James  Waller!)  But  why  not  use 
those  long  stretches  to  catth  up  on  more 
serious  books  you  haven't  gotten  around 
to?  Here's  a  sampling  of  recent  paper- 
backs you  might  want  to  pack. 

Some  of  the  season's  most  compelling 
reads  probe  the  astonishing  geopolit- 
ical shifts  of  the  last  few  years. 
David  Remnick  won  a  Pulitzer 
Prize  for  Lenin's  Tomb:  The 
Last  Days  of  the  Soviet  Em- 
pire (Vintage,  $14).  And  no 
wonder.  His  account  of  So- 
viet communism's  collapse 
is  marked  by  pathos  and 
humor,  keen  reporting,  and 
deep  understanding  of  Rus- 
sian and  Soviet  culture. 
Why  did  the  Soviet  mono- 
lith   come    undone?  Once 
Mikhail  Gorbachev  unleashed 
glasnost  and  the  evils  of  com- 
munist rule  became  widely 
known,    Remnick  concludes, 
the  empire  could  not  endure. 
The  paperback  includes  a  new 
afterword. 

For  another  ground-l)reaking 
view  of  communism's  fall— this 
one  from  within  the  Oval  Office, 
the  Kremlin,  and  the  Penta- 
gon—try At  the  Highest  Levels: 
The  Inside  Story  of  the  End  of 
the  Cold  War  by  Michael  R. 
Beschloss  and  Strobe  Talbott 
(Back  Bay  Books,  $12.95).  It  cap- 
tures the  way  then-President  George 
Bush's  gi'owing  political  and  personal 
attachment  to  Gorl)achev  affected  policy. 
A  new  epilogue  examines  the  relation- 
ship between  Presidents  Bill  Clinton  and 
Boris  Yt  Itsin. 

In  Balkan  Ghosts:  A  Journey  Through 
History  (Vintage  Departures,  $12),  Rob- 
ert D.  Kaplan  blends  a  vivid  travelogue 
with  a  quest  for  the  roots  of  ethnic  ha- 
treds. For  many  Serbs,  Croatians,  and 
Bosnians,  he  shows,  ancient  battles  mean 
as  much  as  the  Soviet  Union's  demise. 
And  rape  and  ethnic  cleansing  have  long 
marked  the  region's  warfare. 


The  human  dimension  of  the  madness 
engulfing  the  former  Yugoslavia  is  also 
conveyed  in  The  Balkan  Express:  Frag- 
ments from  the  Other  Side  of  War  (Harp- 
er Perennial,  $11)  by  Slavenka  Drakulici  a 
Croatian.  Her  heartbreaking  vignettes 
evoke  the  horror  of  the  conflict  better 
than  any  dispatch  from  the  front.  The 
paperback  includes  five  new  essays. 


In  Around  the  Cragged  Hill:  A  Person- 
al and  Political  Philosophy  (Norton, 
$12.95),  George  F.  Kennan,  Washing- 
ton's former  envoy  to  Moscow,  turns 
his  attention  homeward  to  examine  his 
country  and  himself.  It's  no  surprise 
that  Kennan,  now  90,  is  struck  by  how 
much  U.  S.  society  has  changed.  What's 
arresting  is  how  little  he  likes  of  what 
he  sees  as  a  culture  less  and  less  toler- 
ant of  the  viewpoints  of  others.  This  is 
a  fond  and  rueful  farewell  to  a  place 


and  time  changed  out  of  all  recogniti(, 
There's  also  a  fresh  crop  of  liiog- 
phies  in  softcover.  Readers  of  Willin 
Shawcross'  Murdoch  (Touchstone,  $t 
will  discover  that  Rupert  Murdoch's  c 
rent  Fox  network  drive  is  just  one  mo 
not-so-surprising  turn  in  the  med 
baron's  pursuit  of  a  global  empire.  She 
cross  gives  us  Murdoch  as  opportuni, 
cajoling,  conniving,  and  bullying  his  w 
to  ownership  of  many  of  the  worl 
choicest  media  properties. 

Rivers  in  the  Desert:  William  AAulholIci 
and  the  inventing  of  Los  Angeles  i  i}'  M 
garet  Leslie  Davis  (Harper  Per'.nn 
$13)  profiles  the  tum-of-the-century  ]>( 
er  broker  who  brought  distant  nioi 
tain  water  to  a  young  and  thirst  \  I 
Angeles.  From  his  buckboard  tri|) 
the  remote  Owens  Valley  to  buy  \\  a 
rights  from  unsuspecting  farm' 
to  his  maniacal  drive  to  com)jli 
the  Los  Angeles  aqueduct.  Mull 
land  presided  over  one  of  the  centui 
great  engineering  feats.  Alon>j,  1 
way,  he  overcame  financial  i-at 
trophe,  mutinous  workers,  and  fa 
ly  tragedy.  His  success  made  1 
rich— and  made  possible  the  cit 
reckless,  unbridled  growth, 
Another  engrossing 
story  is  James  Gleick's  G 
ius:  The  Life  and  Science 
Richard  Feynman  {\ 
tage,  $14),  a  biography 
the  legendarily  idiosyncri 
Nobel  physics  laureate, 
died  in  1988.  Thanks  in  la; 
part  to  Fe:/nman's  outsized  i 
sonality,  Gleick  manages 
communicate  arcane  scieni 
material  in  an  entertain 
fashion. 

Speaking  of  arcane 
ence,  if  you're  confused 
news  stories  about  the  qu 
for  genetic  cures  for  disec 
pick  up  Exploding  the  G 
Myth  by  Ruth  Hubbard,  a  E 
■  vard  University  professor  emei 
and  Elijah  Wald  (Beacon  Pi-ess,  $ 
While  warning  that  many  findings 
overhyped,  the  book  explains  enough 
ology  and  genetic  theory  to  let  you  e 
uate  what  you  read.  It  also  explores  | 
social  implications  of  genetic  testing 
schools,  the  workplace,  and  by  doct 
and  insurers. 

Given  the  explosion  in  "edutainmf; 
software  for  children,  this  is  a  gl 
time  for  a  look  at  The  Children's 
chine:  Rethinking  School  in  the  Agel 
the  Computer  (Basic  Books,  $12).  C 
puters  in  schools,  says  Massachusii 
Institute  of  Technology  professor  S 
mour  Papert,  have  so  far  been  too 
and  misapplied.  But  engaging,  inte 
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joftware  that  lets  children  explore 
ledge  at  their  own  pace  can  bring 
ition  in  line  with  the  way  kids 

len  The  Age  of  Diminished  Expecto- 

by  MIT  economist  Paul  Krugman, 
Dublished  in  1990,  it  was  praised 
s  readable,  even  enjoyable,  prose, 
was  Economics  101  made  relevant 
lay's  world  and  laced  with  irrever- 
sides.  Now,  Krugman  has  updated 
lalysis  of  U.  S.  economic  policy  with 
Toduction  linking  President  Bush's 
)  simmering  dismay  over  the  eco- 
;  slowdown,  along  with  new  chap- 
m  European  monetary  affairs  and 
1  care  (MIT,  $12.95). 
nore  extended  analysis  of  the  eco- 
roots  of  Bush's  defeat  is  contained 
iling  Point:  Republicans,  Democrats 
ie  Decline  of  Middle-Class  Prosperity 
evin  Phillips  (Harper  Perennial, 
Phillips,  too,  sees  resentment  over 
;onomy  as  the  key  to  Bill  Clinton's 
y.  Revitalizing  the  economy  could 
the  Democrats  the  keys  to  the 
;  House  for  years,  says  Phillips, 
wise,  Clinton  "can  be  destroyed  by 
ime  angry  electorate." 
'oure  not  among  the  450,000  peo- 
1)0  bought  Reengineering  the  Corpo- 
:  A  Manifesto  for  Business  Revolu- 
a  hardcover,  now  is  your  chance 
id  this  well-written  bible  of  the 
nent.  The  authors  are  reengineer- 
originators,  Michael  Hammer  and 
>  Champy  (Harper  Business,  $13). 
course,  management  trends  come, 
lanagement  trends  go.  And  Warren 
s,  a  professor  at  the  University  of 
ern  California's  business  school, 
)served  most  of  them.  An  Invented 
Reflections  on  Leadership  and 
le  (Addison-Wesley,  $12.95)  gath- 
)me  of  his  most  provocative  writ- 
'om  his  1966  essay  on  "The  Coming 
I  of  Bureaucracy,"  to  his  1978  call 
are  active  boards,  to  his  1992  arti- 
the  virtues  of  federalism  and  its 
ation  to  the  corporate  world. 
;  itchy  when  you're  away  from 
usiness  world  too  long?  Look  for 
I  It  Made  in  the  USA:  A  Visitor's 
to  the  Companies  that  Make  Your 
ite  Products,  due  in  August  from 
Muir  Publications  ($16.95).  This 
illustrated  guide  by  Bruce  Brum- 
and  Karen  Axelrod  gives  you  the 
wn  on  hundreds  of  companies  that 
tours,  museums,  or  visitors'  cen- 
Want  to  know  how  they  make 
ns  (Binney  &  Smith),  whiskey 
Daniel's),  pianos  (Steinway  & 
,  tractors  (John  Deere),  toy  trains 
;1),  glassware  (Corning),  RVs  (Win- 
;o)?  The  guide  tells  you  how  to 
ir  yourself. 

BY  DEMISE  DEMONG 
Demong  edits  the  Books  section. 


Introducing  Twentietk  Century's 
newest  international  growtk  fund. 

Now  there  are  two  reasons  to  do  your  international  investing 
with  Twentieth  Century.  That's  because  we  now  offer  two  different 
international  funds: 


This  fund  was  introduced  April  1, 1994. 
Its  ]3riniary  focus  Is  on  rapidly  growing, 
"emerging"  companies.  Tlie  fimd  is  not 
restricted  geogi^aphically  or  confined  to  markets  in  developing  countries. 
It  invests  in  smaller  companies  in  developed  nations,  and  can  invest  up  to 
half  of  its  portfolio  in  companies  in  countries  with  emerging  markets. 


This  fund  invests  primarily  in  larger, 
more  seasoned  companies  of  developed 
countries.  And  so  far,  it's  proving  itself. 
The  fund's  total  cumulative  return  for  the  period  beginning  May  31, 1991, 
and  ending  March  31, 1994,  is  55.6%.*  By  comparison,  the  EAFE" 
Index,  an  index  of  unmanaged  international  stocks,  had  a  23.2% 
total  cumulative  return  for  the  same  time  period. 

To  find  out  more,  call  or  write  for  a  free  World  Investors  Kit,  which 
contains  a  prospectus  with  more  complete  information,  including  charges, 
expenses  and  minimums.  Investments  in  foreign  securities  involve  a 
greater  risk,  and  in  the  case  of  International  Emerging  Growth  significantly 
greater  risk,  than  investments  in  domestic  securities. 
Please  read  the  prospectus  carefully  before  investing. 


Call  todav,  toll-free: 

1-800-345-2021 

P.O.  Box  419200,  Kansas  City,  MO  64141-6200 


©  1994  Twentieth  Century  Services,  Inc 
BSW 


hwestments  That  Work'^ 


Two  INTERNATIONAL  FUNDS  FROM  TWENTIETH  CENTURY. 


*  26.5%  and  17.3%  are  International  Equity's  1-year  and  since  inception  (5/9/91)  average  annual  total  returns  as  of 
Marcti  31,  1994.  "Data  quoted  represents  past  performance  and  assumes  reinvestment  of  all  distributions.  Investment 
return  and  principal  value  will  fluctuate,  and  redemption  value  may  be  more  or  less  than  original  cost.  "The  Morgan  Stanley 
Europe,  Australia,  Far  East  (EAFE')  Index  is  a  vi/idely  followed  group  of  stocks  from  20  different  countries,  and  it  is  not  an 
investment  product  available  for  purchase.  Source:  Upper  Analytical  Services 
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Why  IBM  for  Client/Server. 

Client/server  computing  is  great  for  your 
people  because  it  gives  them  easier  access  to 
more  information.  Its  great  for  your  business 

because  it  removes  barriers  between  exist- 
ing systems,  giving  you  new  flexibility  to 
improvise,  to  reorganize,  to  reengineer. 

So  your  question  isn't  whether  to 
explore  client/server,  it  s  what  to  look  for 
in  the  people  who  help  you,  and  here's  a 
suggestion.  If  they  don't  have  a  long  list  of 
references  in  multiplatform,  multivendor 
integration  and  if  they  don't  have  solid 
knowledge  of  your  kind  of  business,  call 
someone  who  has.  Someone  like  IBM. 

We  have  more  experience  with  more 
kinds  of  platforms,  networks  and  industry 
apphcations  than  anyone.  So  when  we 
custom-tailor  your  solution,  we  can  be  more 
objective  about  your  options  than  single - 
platform  vendors  and  more  aware  of  your 
needs  than  third-party  consultants. 

Also,  we  keep  careful  track  of  every- 
thing we  learn.  Each  client/server  solution  is 
unique,  but  we'll  compare  your  situation 
with  ones  we've  faced  before  to  give  you  the 
direct  benefit  of  real-world  experience. 
What's  more,  we  can  help  you  at  any  stage  — 
from  initial  consulting  to  implementation  — 
and  we  now  have  40  IBM  Open  System 
Centers  worldwide  for  testing  multivendor 
solutions  before  installation. 

Nobody  wants  to  be  a  vendor's  rehearsal, 
and  with  us  you  won't  be.  We've  built  hundreds  of 
successful  client/server  solutions,  and  we're  eager 
to  help  you  with  yours. 


For  a  quick  response,  ask  1  QAATT)]\/r  QQQQ 
for  extension  -slur" 802  at    i  O  U  U  1  £)lVi"0  OOO, 
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EDITED  BY  STEPHEN  H.  WILDSTROM 


FOR  TRAVELERS,  IT'S 
A  DATA  DIRT  ROAD 


In  the  decade  since  truly 
portable  computers  hit  the 
market,  the  machines  have 
become  substantially  more 
useful,  while  their  weight  and 
cost  have  plunged.  But  when 
it  comes  time  to  communicate 
with  the  office,  portable  com- 
puting can  be  exceedingly  dif- 
ficult. Most  travelers  with 
computers  would  cheerfully 
forgo  the  promise  of  the  In- 
formation Superhighway  if 
they  could  just  get  a  decent 


long-distance  access  numbers. 
Many's  the  time  that  the  va- 
garies of  hotel  phones,  inade- 
quate software,  and  long-dis- 
tance access  codes  have 
forced  me  to  give  up  and  use 
the  hotel  fax  instead. 

To  make  matters  worse, 
shortcomings  in  a  phone  sys- 
tem built  for  voice  calls  often 
keep  modems  from  transfer- 
ring data  at  anywhere  near 
their  advertised  speed.  And 
some    programs,    such  as 


two-lane  data  blacktop  today. 

Some  things  have  gotten 
better.  In  most  hotels,  you  no 
longer  have  to  attack  the 
phone  with  a  screwdriver  to 
hook  up  your  laptop  with  alli- 
gator clips.  And  even  in  the 
most  out-of-the-way  areas, 
you're  unlikely  to  run  into  a 
phone  line  so  bad  that  it's  un- 
safe for  data  at  any  speed. 
NO-TEL  HOTEL.  Still,  many  fac- 
ets of  computer  communica- 
tions remain  far  harder  than 
they  should  be.  Data  jacks  on 
public  phones  are  rare.  When 
you  plug  your  computer  into 
that  inviting  modular  jack  in 
your  room,  you  may  find  that 
your  modem  can't  deal  with 
the  hotel's  digital  switchboard. 
Communications  software  is 
another  headache.  Many  pro- 
grams offer  no  simple  way  to 
handle  credit-card  calls  or 


cc:Mail,  aren't  smart  enough 
to  restart  a  file  transfer 
where  it  broke  off  when  a 
bad  line  killed  the  connection. 

The  growing  demand  for 
more  and  better  services  is 
beginning  to  have  an  impact. 
Local  phone  companies  are 
upgrading  their  systems. 
Doug  Humphrey,  president  of 
Digital  Express  Group,  a 
Greenbelt  (Md.)  provider  of 
Internet  services,  says  phone 
companies  are  gradually  fix- 
ing problems  that  give  data 
transmissions  fits  but  that 
were  tolerated  because  there 
was  little  or  no  effect  on 
voice  calls. 

Better  modems  also  offer 
hope  for  relief  soon.  In  June, 
the  International  Telecommu- 
nication Union  approved  a 
new  standard  for  modems 
called  V..34.  Under  good  condi- 


tions, V.34  allows  communica- 
tions at  28,800  bits  per  sec- 
ond (fast  enough  to  transmit  a 
single-spaced  typed  page  in 
little  more  than  a  second). 
But  perhaps  more  important 
for  travelers,  the'  standard 
was  designed  to  adapt  to  less- 
than-ideal  phone  lines  and  to 
work  over  cranky  hotel  phone 
systems. 

DIGITAL  DELIVERANCE.  Getting 
the  full  benefit  of  the  new 
modems  requires  one  of  them 
at  each  end  of  the  line.  But 
their  use  could  spread  quick- 
ly: Motorola  Inc.  Vice-Presi- 
dent Ross  Seider  expects  the 
new  units  to  be  available  at 
the  cost  of  current  14,400-bps 
modems-$200  to  $400-by 
yearend. 

Digital  phone  service  may 
also  improve  matters, 
but  it's  further  away. 
Eight  years  after  it  was 
first  rolled  out,  the  Inte- 
grated Services  Digital 
Network  is  finally— and 
slowly— becoming  a  re- 
ality. Unlike  the  exist- 
ing analog  phone  sys- 
tem, ISDN  was  designed 
from  the  ground  up  to 
handle  data— at  speeds 
of  64,000  bits  per  sec- 
ond and  up.  But  even 
ISDN  boosters  admit  that 
it's  likely  to  be  several 
years  at  least  before 
your  hotel  room's  phone 
hookup  is  digital. 

In  the  meantime,  AT&T  is 
working  to  provide  relief  for 
traveling  executives  whose  of- 
fices use  Novell  NetWare  or 
Lotus  Notes  networks.  By  the 
end  of  the  year,  the  telephone 
giant  plans  an  easy  way  to 
let  companies  link  their  local- 
area  networks  to  branch  of- 
fices. Also  in  the  plan  is  a 
dial-up  service  that  would  al- 
low a  traveler  to  log  in  to  a 
home  network  by  making  a 
local  call— avoiding  the  com- 
plexities of  long-distance  cir- 
cuits and  fidgety  remote-ac- 
cess network  .software. 

"We're  trying  to  make  data 
as  easy  as  voice,"  says  AT&T 
Vice-President  Erik  Grimmel- 
mann.  That's  a  goal  to  glad- 
den the  hearts  of  business 
travelers.  Too  bad  it  can't  be 
achieved  faster.  S.W. 


BULLETIN   BO  ARC 


READER'S  QUERY 

IS  IT  OBSOLETE  ALREADY? 

Will  fhe  mass  movement  of  [ 
computers  into  homes  be  stj 
mied  by  consumers'  fears  tH 
whatever  they  buy  will  in- 
stantly be  out  of  dote?  Reac 
Lee  C.  Good  of  Dallas  won-.' 
ders,  is  technology  changir 
so  fast  that  "the  cart  is  goim 
downhill  faster  than  the 


horse?"  There's  some  truth 
the  computer  industry  ada 
that  if  you  can  buy  it  off  the 
shelf,  it's  obsolete.  The  Pen 
tium  chip  is  the  hottest  thins 
around  in  the  Windows 
world,  but  the  Intel  P6  is  lui 
ing  in  development. 

The  real  question  is,  wh 
does  "obsolete"  mean  to  tfi 
consumer?  Millions  of  com 
puters  based  on  Intel's  gra| 
beard  80386  chip  ore  still 
ing  the  jobs  they  were  bou 
for  by  consumers  and  busi'Ml 
nesses.  Something  newer 
faster  will  always  be  on  th 
market,  but  buyers  of  tod 
PCs  can  count  on  several 
years  of  use  before  new  s^ 
ware  becomes  more  than 
their  machines  can  handle 

LAPTOPS 

EVER  SVELTER  

The  war  of  laptop  lightnes 
goes  on.  On  June  20,  NEC 
moved  to  the  front  of  the 
pock,  at  least  for  the  mom 
Its  new  Versa  S  full-size  n 
books  feature  a  9'/2-inch  dil 
play  and  weigh  in  at  a  sub 
notebook-like  4.2  pounds 
the  monochrome  version) 
Versa  S  prices  range  from 
$1,999  to  $3,899,  depen 
on  the  display  and  storag 
options  chosen. 


Questions?  Comments?  techandu@mgh.com  on  Internet  or  fax  (202)  383-2125 
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Hughes  Aircraft's  business  reach  new  heights? 


ho  helps 


Princess  Cruises'®  business  put  nnore  hands  on  deck? 
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Sprint 

Business 

Successful  businesses  across  the 
country  hove  one  thing  in  common. 
Sprint  Business.  We're  committed  to 
helping  our  customers  improve  their 
business  performance  by  designing 
communications  solutions  that  enhance 
productivity,  shorten  response  time, 
and  maximize  the  flow  of  information. 
We  apply  our  advanced  technology  to 
meet  your  needs  -  customizing  solutions 
for  your  business  from  hundreds  of  voice 
and  data  products  and  services. 
Everything  from  flexible  800  service 
to  global  high-speed  data  transmission. 
The  result?  We  can  help  you 
turn  communications  technology  into 
a  powerful  business  tool.  One  that 

Financial  IVlanagement  ♦  Sales  And  Marketing  ♦  Customer  IVIanaQement 

can  help  your  business  do  more 
business.  That's  what  Sprint  Business 
is  all  about.  Call  1-800-598-5000. 


All  trademarks  are  property  ol  Iheir  respective  owners  '■^-.'^99A  Sprint  Communications  Company  L  P 


Economic  Viewpoint 


DEVEIOPMENT  BANKS:  AN  IDEA 
WHOSE  TIME  HAS  GONE 


BY  PAUL  CRAIG  ROBERTS 


Rather  than  continue 
to  fund  bankrupt 
statist  economic 
policies,  the  World 
Bank,  the  IMF,  and 
the  IDB  should 
write  off  their  losses, 
salvage  what  they 
can,  and  shut  their 
doors  forever 


PAUL  CRAIG  ROBERTS  IS  JOHN  M  OLIN 
FELLOW  OF  THE  INSTITUTE  FOR 
POLITICAL  ECONOMY  AND 
DISTINGUISHED  FELLOW  OF  THE  CATO 
INSTITUTE  IN  WASHINGTON,  D  C. 


The  various  efforts  that  continued  through 
two  Republican  Administrations  to  pro- 
tect the  face  value  of  Latin  American 
debt  came  to  an  end  in  1989.  In  that  year, 
J.  P.  Morgan  &  Co.  sank  the  Brady  Plan,  suc- 
cessor to  the  Baker  Plan,  by  reserving  100% 
against  its  nontrade-related  Latin  American 
loans.  This  wite-off  made  it  clear  to  the  Fed- 
eral Reser-ve  and  the  Tr-easury  what  had  been 
obvious  for  years:  The  full  value  of  the  debt 
would  never  be  repaid. 

On  the  heels  of  this  action,  other  large  lend- 
ers, such  as  Chase  Manhattan  Bank  and  Citi- 
bank, gave  up  the  ghost  on  their  debt  and 
began  putting  aside  hefty  reserves  against 
their  large  Latin  American  portfolios.  A  gi-eat 
sigh  of  relief  was  heard  from  those  who  were 
fearful  that  the  various  bailout  plans  based 
on  lending  more  money  to  pay  interest  would 
ultimately  end  in  the  failure  of  the  money 
center  banks,  requiring  a  massive  taxpayer 
bailout. 

This  new  realism  about  Latin  American 
debt  has  not  spread  to  the  practices  of  the  de- 
velopment banks,  such  as  the  World  Bank  and 
the  Inter-American  Development  Bank  (IDB), 
which  still  carry  their  portfolios  at  book  value. 
To  keep  their  portfolios  current,  the  interna- 
tional lending  agencies  continue  to  violate 
sound  banking  practices  by  lending  the  coun- 
tries more  money  so  they  can  keep  up  their 
interest  payments. 

MONEY  HOLES.  It  is  difficult  to  see  how  the 

World  Bank  can  carry  its  loans  at  face  value 
when  its  commercial  bank  partners  in  co-fi- 
nancing have  had  to  wi-ite  down  their  portfoli- 
os. The  World  Bank's  policy  is  especially  puz- 
zling in  view  of  its  own  analyses,  which  show 
that  only  a  fraction  of  the  projects  financed 
with  the  loans  are  deemed  to  be  successful. 

Two  recent  World  Bank  reports  show  that 
projects  it  has  financed  are  failing  at  a  rate 
that  would  quickly  lead  to  bankruptcy  if  the 
institution  were  a  private  commercial  bank. 
The  February,  1992,  report,  Evaluation  Re- 
sults for  1990,  assessed  359  projects  in  all  eco- 
nomic sectors  at  completion  of  World  Bank 
funding,  representing  investments  of  some  $4;3 
billion.  The  report  found  that  36%  of  the  proj- 
ects had  failed  by  the  time  their  funding  was 
completed,  and  only  half  of  the  remaining  64% 
would  survive  over  time.  In  other  words,  the 
report  projected  a  success  rate  of  only  32%. 

The  following  year,  project  performance 
was  even  worse.  Evaluation  Results  for  1991, 
released  in  March,  1993,  evaluated  278  projects 
involving  total  World  Bank  investments  of 
more  than  $32.8  billion.  It  concluded  that  37% 
of  the  projects  had  failed  by  the  time  funding 


was  completed.  The  report  estimated  tha 
only  42%  of  the  remaining  63%  would  surviviij 
over  time.  Thus  only  26%  of  the  projects  wenjj 
deemed  to  be  successful. 

The  March,  1993,  report  noted  that  the  199ij 
results  were  part  of  an  "overall  downwaro'l 
trend  in  project  performance"  that  had  beei; 
observed  over  the  previous  two  years.  Th^| 
report  also  pointed  out  that  lending  to  thf! 
World  Bank's  best  customers  in  Asia  is  declin 
ing  while  lending  to  Africa,  the  poorest  pert 
former  overall,  is  increasing. 
POINTLESS  STRATEGY.  The  Inter-American  De 
velopment  Bank's  portfolio  is  as  shaky  as  th( 
World  Bank's.  In  1994,  the  IDB  asked  for  anc 
received  an  expansion  of  taxpayer  guarantee.' 
that  boosted  its  capital  by  $40  billion,  to  $10] 
billion.  This  large  percentage  increase  wasi 
necessary  in  order  to  maintain  a  $6  billior 
per  year  lending  level.  Obviously,  the  idb'sI 
lending  process  is  not  self-financing.  Moreovei 
the  IDB  plans  to  dispense  40%  of  its  new  lend 
ing  for  social  purposes  and  allocate  35%  tc 
smaller  Latin  American  countries.  In  othei 
words,  the  IDB  is  expanding  its  portfolio  ir 
the  least  creditworthy  areas. 

In  the  postwar  era,  the  World  Bank,  the  IDE 
and,  more  recently,  the  International  Monetary 
Fund  have  assumed  the  role  of  lending  tc 
governments  to  keep  afloat  government- 
designed  development  schemes.  But  the  statist 
development-planning  approach  has  been  dis- 
credited. It  has  been  abandoned,  first  in  Chile, 
then  in  Mexico  and  Argentina,  and  now  ir 
Peru— and  these  nations  enjoy  gi'eat  success  in 
attracting  private  foreign  investment. 

It  is  pointless  to  pursue  a  failed  strategy. 
The  development  banks  should  be  privatized 
or  closed  down.  This  can  be  done  by  selling, 
their  portfolios  in  the  secondary  market  and 
redeeming  whatever  percentage  of  their  own^ 
outstanding  bonds  that  the  proceeds  will  per-F 
mit.  The  governments  that  provide  the  guar-l 
antees  of  World  Bank  bonds  can  make  up  thej 
difference. 

Alternatively,  the  development  banks  can' 
swap  their  loans  for  equity  in  state  companies 
that  are  slated  for  privatization  in  the  bor-i* 
rowing  countries  and  turn  themselves  intol 
private  investment  companies  owned  by  their 
former  bond  holders.  Normally  privatization 
raises  the  value  of  assets.  Thus  with  success- 
ful debt-equity  swaps,  the  development  banks , 
may  be  able  to  avoid  falling  back  on  taxpayer 
guarantees. 

Either  alternative  makes  more  sense  than 
continuing  to  maintain  at  taxpayer  risk  institu- 
tions whose  approach  to  economic  develop- 
ment is  doomed  to  failure. 
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AVHEN  YOUR  BUSINESS  PHILOSOPHY 
IS  MEAT  AND  POTATOES, 
OU INTEST  IN  POTS  AND  PANS. 


The  Haiison  philosophy  boils  down  to  this:  To  own  compa- 
nies whose  products  or  services  are  essential,  no  matter  what 
the  economy.  Companies  Uke  Farberware. 

As  the  second  largest  tiianufactiirer  of  stainless  steel 
cookware,  Farberware  is  literally  a  household  name. 

Hanson  is  not.  But  we're  used  to  it.  Many  of  our  businesses 
are  better  known  than  we  are.  Businesses  with  combined  assets 
in  excess  of  $55  billion.  I'lie  Peabodv'  Group,  Suburban 
Propane,  and  Jacuzzi  Whirlpool  Batlis  are  )U,st  a  few. 


Of  course,  our  investors  are  cpiite  lamiliar  with 
our  track  record.  Since  being  listed  on  the  .New  \ork  Stock 
Exchange  in  1986,  sales  have  soared  to  .'f>15  hilhnn,  while  total 
market  capitalization  is  o\'cr  $20  billion.  .Viid  at  the  end  oi 
1995,  our  gross  dividend  yield  was  5.5"  u,  double  the  average  of 
the  S&P  500. 

Our  recipe  is  simple,  and  steeped  m  common  sense.  If 
we\-e  w  het  your  appetite  for  more  information,  call  for  a  copy 
of  our  Annual  R(^]iort  at  1-800-8-H/VNSON. 


HANSON 


AGGRE(;.\TES      CHEMICALS      COAL  •  CONSTRUCTION  &  BUILDIN(,  HROOIICTS      FOREST  PROUUCTS  TOBAC;(;o 
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conomic  Trends 


BY  GENE  KORETZ 


AMERICA'S  TRADE  GAP 
WITH  JAPAH  MAY 
SHRINK— TEMPORARILY 


Color  the  U.  S.-Japanese  trade  outlook 
bright  over  the  short  term,  dark 
over  the  long  term.  Japan's  total  trade 
surplus  in  volume  terms  has  been 
shrinking  since  mid- 1993,  and  in  dollar 
terms,  it  was  down  nearly  16%  in  May 
from  May,  1993.  Were  it  not  for  a  surge 
in  demand  for  Japanese  products  caused 
by  America's  robust  expansion,  Japan's 
surplus  with  the  U.  S.  would  already 
have  started  to  shrink,  experts  say. 

As  the  U.  S.  economy  slows  later  this 
year  and  the  Japanese  recovery  gathers 
steam,  the  betting  is  that  the  high-flying 
yen  will  erode  the  appeal  of  high-priced 
Japanese  exports  in  the  U.  S.  and  whet 


JAPAN'S  EBBING  SURPLUSES: 
ONE  DOWN,  ONE  TO  GO 


JAPANESE  MERCHANDISE  TRADE 

I  TOTAL  BALANCE  ■  BALANCE  WITH  THE  U  S." 


▲  PERCENT  CHANGE  (IN  DOLLARS)  FROM        -APRIL  AND  MAY 
YUR-EARLIER  LEVEL 

DATA:  FINANCE  MINISTRY,  NOMURA  RESEARCH  INSTITUTE  AMERICA  INC. 


the  appetite  of  Japanese  consumers  for 
low-priced  U.  S.  goods.  And  once  Japan's 
trade  surplus  with  America  begins  to 
decline,  the  yen  is  likely  to  follow  suit. 

The  problem,  says  economist  Daisaku 
Ueno  of  Nomura  Research  Institute 
America  Inc.,  is  that  any  narrowing  of 
the  U.  S.-Japanese  ti-ade  gap  is  unlikely 
to  last.  Indeed,  basic  economic  trends,  he 
warns,  suggest  that  the  Japane.se  sur- 
plus could  widen  again  without  contin- 
ued dollar  declines. 

Ueno  concedes  that  Japane.se  unit  la- 
bor costs  in  manufacturing  measured  in 
dollars  are  up  125%  relative  to  such  U.  S. 
costs  since  1980.  But  he  estimates  that 
almost  all  of  that  rise  is  due  to  dollar  de- 
preciation against  the  yen.  Only  10%  or 
so  reflects  a  relative  improvement  in 
America's  economic  fundamentals. 

For  example,  while  U.  S.  wage  hikes 
over  the  years  have  been  low,  Japanese 


labor  costs  in  yen  have  risen  even  more 
slowly.  And  relative  U.  S.  productivity 
gains  have  been  concentrated  in  the 
1990s,  when  Japarfs  recession  has  hurt 
worker  output,  even  as  America's  up- 
turn has  enhanced  output.  Once  Japan 
recovers,  these  trends  will  reverse. 

Meanwhile,  on  the  price  front,  Ueno 
notes  that  U.  S.  domestic  inflation  has 
consistently  outpaced  Japanese  inflation, 
making  it  difficult  for  U.  S.  manufactur- 
ers to  maintain  their  competitiveness  in 
the  absence  of  dollar  depreciation.  More- 
over, U.  S.  consumers  are  far  more  re- 
sponsive to  price  drops  in  Japanese 
goods  than  Japanese  consumers  are  to 
price  declines  in  American  goods.  Ueno 
also  calculates  that  U.  S.  demand  for 
Japanese  products  tends  to  rise  nearly 
3%  for  every  1%  rise  in  gi-oss  domestic 
product,  whereas  Japanese  demand  for 
U.  S.  products  rises  only  1.4%  for  every 
1%  increase  in  its  GDP. 

The  bottom  line  is  that  once  near- 
term  cyclical  effects  fade,  the  U.  S.-Jap- 
anese trade  gap  is  likely  to  start  widen- 
ing again  even  if  the  dollar  stabilizes  at 
100  yen.  Only  structural  changes,  such 
as  opening  up  Japan's  distribution  chan- 
nels to  U.  S.  products,  says  Ueno,  offer 
hope  of  achieving  more  balanced  trade 
over  the  long  term. 


WOULD  A  TAX  OH 
CURREHCY  SPECUIATORS 
CALM  THE  MARKETS? 


Whatever  the  values  of  currencies 
dictated  by  today's  economic  fun- 
damentals, the  recent  chaos  gripping 
foreign  exchange  markets  seems  more 
an  expression  of  speculative  fever  than  a 
response  to  economic  developments.  The 
episode  illustrates  how  easily  specula- 
tive forces  can  seize  control  of  the  cur- 
rency markets,  fi'ustrating  central  banks 
and  threatening  to  undermine  the  dol- 
lar—and the  incipient  global  expansion. 

Is  there  a  better  way?  In  the  U.  N.'s 
1994  Human  Development  Report,  Nobel 
laureate  James  Tobin  of  Yale  University 
reiterates  a  proposal  he  made  15  years 
ago:  Impose  a  small  tax  on  international 
currency  transactions. 

Only  a  tiny  fraction  of  the  $1  trillion 
or  so  a  day  in  such  dealings  is  needed  to 
allocate  world  savings  efficiently,  Tobin 
argues.  The  rest,  he  says,  mainly  re- 
flects speculative  efforts  to  make  quick 
money  on  exchange  rate  fluctuations  and 
interest-rate  differentials.  Such  specula- 
tion distorts  the  signals  that  exchange 
rate  markets  give  for  long-range  invest- 
ment and  trade  and  impedes  the  actions 
of  central  banks. 


In  1936,  John  Maynard  Keynes  nottl 
that  a  transaction  tax  would  strength? 
the  weight  of  long-range  fundamentals 
stock-market  pricing  and  would  redu(| 
the  influence  of  speculators  trying 
guess  what  other  speculators  were  abo^ 
to  do.  Tobin  thinks  a  worldwide  tax 
currency  transactions  could  do  the  sar 

How  big  a  tax?  Tobin  says  a  0.05| 
bite  would  produce  $150  billion  a  year  : 
revenues,  which  could  be  used  to  suj 
port  the  work  of  international  institi 
tions  such  as  the  World  Bank  and  tlf 
U.  N.  Even  a  tax  one-tenth  that  sia 
would  produce  $15  billion  and  signii 
cantly  dampen  the  actions  of  specull 
tors  who  move  in  and  out  of  currenci^ 
daily  on  the  basis  of  minuscule  margin! 
And  speculators  who  weren't  intimidaj 
ed,  he  adds,  "would  at  least  contributl 
to  the  world  community." 


THE  JAPAHESE 

ARE  STILL  UHLOADIHG 

U.S.  REAL  ESTATE 


America's  commercial  real  estati 
market  is  finally  showing  signs  c| 
strength.  But  Japanese  investors,  whl 
anted  up  $75  billion  for  U.  S.  commerciq 
real  estate  in  the  late  1980s,  are  in 
selling  mood.  In  a  recent  poll  of  big  Jafl 
anese  investors  by  accounting  firm  Keif 
neth  Leventhal  &  Co.,  about  two-thirc 
of  respondents  said  they  intended  to  se 
some  of  their  U.  S.  property  this  yea 
The  firm  expects  to  see  $3  billion  to  $1 
billion  in  Japanese  sales  this  year,  ui 
from  $2.6  billion  in  1993,  with  offici 
buildings  and  hotels  first  on  the  block. 


REIAX IHVESTORS. 
CORPORATE  IHSIDERS 
ARE  STOCKIHG  UP 


Wall  Street  may  be  in  the  throes  o| 
a  bear  market,  as  many  observer 
l;)elieve,  l:)ut  the  actions  of  those  closes 
to  the  fire— trades  by  executives  in  th(, 
stocks  of  their  own  companies— belie  thi  ' 
theory.  According  to  Vickers  Weekltj  /// 
sider  Report,  its  eight-week  Sell/Buy  ra 
tio  is  at  its  most  optimistic  level  sinct; 
early  1991.  History  shows  that  whene\'ei 
the  ratio  of  insider  sales  to  insider  pur 
chases  falls  below  2.25,  a  rising  marke' 
usually  follows.  And  it's  now  at  1.04 
which  means  insiders  are  making  a;" 
many  purchases  as  sales. 

"The  market's  recurring  malaise  i.' 
creating  opportunities,"  says  David  Cole 
man  of  Vickers,  "and  top  management  i; 
taking  advantage  of  them." 
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BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


DILAR  DOLDRUMS  AlONE  WON'T  FORCE 
IE  FED  TO  TIGHTEN 


KSUMERS'  SPIRITS 
REMAIN  HIGH 


INDEX  OF 
CONSUMER 
CONFIDENCE 

.  .  .  .  I  .  .  . 


JUNE  '94 


[here's  an  old  rule  in  currency  intervention:  Don't  try 
to  row  upstream.  On  June  24,  the  Federal  Reserve 
and  16  other  central  banks  spent  more  than  $3  bil- 

trying  to  prop  up  the  U.  S.  dollar  against  market 

?s  determined  to  send  it  the  other  way.  As  usual, 

market  won. 

)ming  off  this  failed  effort  amid  stubborn  dollar  weak- 
and  its  depressing  influence  on  U.  S.  bond  and  stock 

i.ets,  the  Fed's  policy-making  committee  will  sit  down 
5-6  to  plot  monetary  strategy.  The  popular  ques- 
Will  the  Fed  have  to  raise  interest  rates  in  order  to 

6  up  both  the  greenback  and  sagging  investor  confi- 

;e  in  U.  S.  securities? 

If  the  trends  in  the  data  are 
any  indication,  such  a  move 
seems  unlikely— if  not  foolhardy. 
The  numbers  continue  to  show 
that  economic  growth  is  already 
slowing  down,  a  point  that  was 
clear  in  the  central  bank's  own 
regional  survey  prepared  for  its 
upcoming  meeting.  In  addition, 
inflation  prospects  remain  reas- 
suring, as  Fed  Chairman  Alan 
Greenspan  himself  noted  in  his 
sessional  testimony  on  June  22. 
le  latest  evidence  of  these  trends:  Sales  of  existing 
es  dipped  in  May,  and  while  purchases  of  new  homes 
that  month,  sales  seem  to  have  peaked.  Consumers 
feel  confident  (chart),  but  ri.sing  rates  and  low  savings 
temper  the  boom  in  durable-goods  purchases.  Indeed, 
)ry  orders  for  such  goods  posted  a  tepid  gain  in  May, 
ing  bookings  no  higher  than  they  were  in  January, 
t  the  same  time,  inflation  news  has  improved.  Oil 
38  are  down  about  $1  per  barrel  since  mid- June,  and 
modity  prices  have  retreated  from  their  recent  highs, 
)ite  surging  coffee  prices  caused  by  frost  in  Brazil. 

STRONG  Besides,  where  interest-rate  policy  is  con- 
IH  IS  cerned,  the  Fed  just  doesn't  place  that 

iPAN'S  much  importance  on  the  dollar.  It  never 
lOBLEM  ]^as.  The  central  bank  has  always  given 
priority  to  domestic  issues  such  as  growth  and  infla- 
.  If  the  Fed  judges  that  inflation  control  does  not  re- 
e  higher  rates,  then  it  will  not  act  solely  to  buoy  the 
.  currency. 

iich  a  bold  cure  could  even  cause  more  harm  than 
1  by  admitting  that  a  disease  exists.  In  fact,  economic 
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fundamentals  in  the  U.  S.  right  now  should  be  more  sup- 
portive of  the  greenback.  The  dollar's  weakness  has  been 
narrow,  focused  mainly  against  the  Japanese  yen  and  the 
German  mark.  Even  there,  the  decline  has  been  orderly. 

Moreover,  the  dollar-yen  relationship  looks  increasingly 
more  like  a  problem  for  Japan  than  for  the  U.  S.  The 
strong  yen  presents  tough  problems  for  Japanese  export- 
ers, and  on  June  29,  the  yen  hit  a  new  high  after  the  se- 
lection of  a  Socialist  Prime  Minister,  Tomiichi  Murayama. 
The  vote  decreases  the  chance  for  deregulation  and  eco- 
nomic stimulus  needed  to  reduce  Japan's  huge  trade  sur- 
plus, the  major  reason  for  the  yen's  strength. 

Against  this  backdrop,  the  Fed  seems  most  likely  to  put 
off  any  rate  hike  until  its  August  meeting,  if  then.  The 
policymakers  are  still  monitoring  the  impact  of  the  large 
half-point  hike  on  May  22,  along  with  that  of  previous  in- 
creases. Another  rate  boost  in  the  face  of  moderating 
growth  and  tame  inflation  would  risk  looking  like  overkill, 
only  feeding  growing  tensions  between  the  Fed  and  the 
White  House. 

THE  MONEY  Although  the  effect  of  past  Fed  tightening, 
NUMBERS  which  began  on  Feb.  4,  is  only  now  begin- 
APPEAR  ning  to  show  up  in  the  economy,  the  im- 
WEAKER  pact  is  clear  enough  from  the  monetary 
data.  In  particular,  bank  reserves— the  basis  for  money 
creation— have  fallen  at  an  annual  rate  of  7.2%  since  early 
March.  Not  surprisingly,  the  narrow  Ml  money  supply  has 
flattened  out  since  early  April,  after  growing  at  a  7% 
annual  clip  during  the  previous  six  months. 

Moreover,  growth  in  the 
broader  M2  measure  of  money 
has  fallen  back  to  the  bottom  of 
the  Fed's  1%  to  5%  target  range. 
That's  significant,  since  you  can 
no  longer  blame  huge  shifts  of 
funds  out  of  M2  and  into  mutual 
funds  for  that  slowdown.  Flows 
into  stock  and  bond  funds  have 
fallen  off  sharply  this  year.  The 
weaker  money  numbers  strongly 
suggest  that  Fed  tightening  has 
already  set  up  monetary  conditions  that  often  foreshadow 
slower  economic  growth. 

The  No.  1  casualty  of  the  Fed's  tightening  is  housing. 
Clearly,  home  buying  and  building  are  in  no  danger  of  a 
slump,  but  housing's  biggest  contributions  to  this  expan- 
sion are  history  (chart).  Sales  of  new  single-family  homes 
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rose  4.2%  in  May  to  an  annual  rate  of  738,000,  but  the  sec- 
ond-quarter tally  is  well  below  the  pace  in  1993's  fourth 
quarter.  The  same  is  true  for  sales  of  existing  homes, 
which  fell  0.7%  in  May  to  a  4.09-million  annual  rate. 

That  fourth-quarter  peak  is  unlikely  to  be  regained 
now  that  30-year  fixed  mortgage  rates  are  averaging 
8.65%  for  the  week  ending  June  24.  The  Mortgage  Bank- 
ers Assn.'s  tally  of  mortgage  applications  for  home  pur- 
chases is  down  sharply.  In  mid-June,  it  hit  a  l!^'-year  low. 

MORTGAGE  Still,  housing  has  its  supports.  The  Fed's 
REFIS  HAVE  interest-rate  hikes  since  February  appear 
ALL  BUT  to  have  had  no  appreciable  impact  on  con- 
DRIED  UP  sumers'  spirits,  which  have  been  buoyed 
by  better  job  growth.  The  Conference  Board's  index  of 
consumer  confidence  rose  to  92  in  June,  up  from  88.9  in 
May.  For  the  entire  second  quarter,  confidence  was  the 
highest  in  almost  four  years. 

Better  feelings  about  jobs  and 
incomes  are  helping  to  offset 
some  of  the  impact  of  higher 
rates  by  giving  consumers  more 
confidence  to  take  on  more  debt. 
But  at  the  same  time,  the  cost  of 
carrying  that  debt  has  fallen  to 
the  lowest  percentage  of  after- 
tax income  in  a  decade,  and 
problem  loans  are  down. 

In  the  first  quarter,  the  per- 
centage, of  bank  consumer  install- 
ment loans  with  overdue  payments  fell  for  the  eighth 
straight  quarter  to  a  20-year  low  of  1.74%,  says  the  Amer- 
ican Bankers  Assn.  (chart).  The  lowest  delinquency  rate: 
the  popular  open-end  home-equity  lines  of  credit. 

But  despite  consumers'  better  finances,  higher  rates 
will  take  a  toll  on  consumers  and  manufacturers.  That's 
because  their  biggest  impact  will  be  on  the  demand  for 
rate-sensitive  durable  goods,  especially  since  those  items 
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were  the  main  beneficiary  of  1993's  refinancing  windfj 

Now,  however,  the  Mortgage  Bankers  Assn.  also  sv, 
that  refinancing  activity  has  all  but  dried  up.  Its  index 
mortgage  applications  for  refinancing  has  plummeted  9; 
from  1,547.3  last  October,  when  mortgage  rates  hit  th 
low  point,  to  133.7  in  early  June. 

Buying  plans  for  rate-sensitive  items  are  indeed  dov 
says  the  Conference  Board.  Its  June  survey  also  show 
that  plans  to  buy  autos  fell  for  the  second  month  in  a  r 
and  that  interest  in  major  appliances  was  weaker.  Hor 
buying  intentions  are  declining,  as  well. 

Those  scaled-down  plans  are  showing  up  in  manuf 
turers'  order  books.  Orders  for  dm*able  goods  rose  0.9% 
May,  after  a  slim  0.1%  gain  in  April.  Excluding  commen 
aircraft  and  defense,  two  small  and  volatile  sectors,  bo( 
ings  barely  rose  in  May,  and  they  are  well  below  th 
March  level  (chart). 

With  more  and  more  signs  of 
slower  growth  and  with  any  ob- 
vious inflation  pressures  still  ab- 
sent, the  Fed  will  be  hard- 
pressed  to  rationalize  another 
rate  hike  at  its  July  meeting,  es- 
pecially so  soon  after  a  half-point 
hike  in  both  the  discount  rate 
and  the  more  important  federal 
funds  rate. 

As  for  the  dollar,  a  small 
boost  in  rates  would  do  little  to 
alter  the  underlying  reasons  for  the  dollar's  weakness, 
will  not  reduce  Japan's  trade  surplus,  it  will  not  shri' 
America's  current  account  deficit,  and  it  will  not  restc' 
lost  international  confidence  in  the  Clinton  Administratic 

Rather  than  lift  rates,  the  Fed  is  most  likely  to  cont 
ue  its  intervention  efforts  when  it  deems  such  action  m 
essary  as  an  international  show  of  support  for  the  curr( 
cy— even  though  the  attempt  is  often  little  more  than 
crapshoot. 
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THE  WEEK  AHEAD 


VEHICLE  SALES 


Wednesday,  Jult/  6 

Sales  of  U.  S.-made  cars  and  light  trucks 
in  June  are  expected  to  have  totaled 
12.4  million  units,  at  an  annual  rate,  ac- 
cording to  the  median  forecast  of  econo- 
mists surveyed  by  MMs  International,  a 
unit  of  McGraw-Hill  Inc.  That  pace 
would  be  below  May's  12.6  million  rate, 
which  was  less  than  the  13.1  million 
April  pace.  Cars  likely  sold  at  a  rate  of  7 
million,  about  the  same  as  in  May,  while 
the  pace  of  light  truck  sales  probably 
dipped  to  5.4  million  from  5.5  million  in 
May.  Some  of  the  slowdown  in  car  buy- 
ing since  the  March  peak  of  13.5  mil- 
lion reflects  low  inventories  of  popular 


models.  That's  especially  true  for  cer- 
tain sports  utility  vehicles,  passenger 
vans,  and  pickups. 

EIWPLOYMENT  

Friday,  July  8,  8:30  a.m. 
Nonfarm  industries  are  projected  to 
have  added  225,000  workers  to  their 
June  payrolls,  says  the  MMS  survey. 
That  gain  would  be  larger  than  the 
191,000  increase  in  May.  In  addition,  the 
economists  expect  the  unemployment 
rate  to  have  risen  to  6.2%,  after  falling 
sharply  in  May  to  6%  from  6.4%  in 
April.  Manufacturing  payrolls  probably 
edged  up  by  10,000  workers,  and  aver- 
age hourly  earnings  likely  grew  a 
modest  0.2%. 


INSTALLMENT  CREDIT 


Friday,  July  8 
The  May  level  of  consumers'  outstandij 
installment  debt,  mainly  auto  loans  a 
credit  card  balances,  is  expected  to  ha 
climljed  by  $5.9  billion,  says  MMS.  Tl 
increase  would  follow  an  $8.9  billi 
surge  in  April.  Households  have  be 
expanding  their  debt  rapidly  in  rece 
months  as  job  prospects  brightened  a 
consumer  confidence  strengthened.  Ho 
ever,  debt  as  a  percentage  of  aftertax 
come  has  not  climbed  appreciably,  a 
the  monthly  cost  of  carrying  those  10- 
as  a  share  of  income  is  falling.  St^ 
credit  growth  may  slow  as  the  spendil 
boom  in  consumer  durables  cools  off.  " 
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Franklin  Tax-Free  Income  Funds 


Tax-Free   Investing  Makes 
More   Sense   Than  Ever» 


Are  you  sure  your  income  taxes  haven't 
been  increased  under  the  nation's  Revenue 
Reconciliation  Act?  There  is  no  question 
that  you  are  being  taxed  in  many  other  ways: 
property  taxes,  sales  taxes,  use  taxes  —  to  name 
a  few.  At  least  you  can  protect  your  investment 
income  from  income  taxes  with  Franklin's 
tax-free  funds. 

Franklin  offers  a  selection  of  42  tax-free 
funds.  Many  pay  dividends  exempt  from  both 
federal  and  state  regular  income  taxes,  so  you 
may  be  eligible  for  double  tax  savings. + 
Franklin's  tax-free  funds  offer: 

*  High  Monthly  Tax-Free  Income 

*  Professional  Portfolio  Management 

*  The  Power  of  Tax-Free  Compounding 

*  Low,  $100  Initial  Investment 

Call  your  investment  representative  or  Franklin 
today  for  a  free  brochure. 


fFor  investors  subject  to  federal  or  stale  alternative  minimum  lax,  all  or  a  portion  of  these  dividends 
may  he  subject  to  such  tax,  depending  on  the  fund.  Capital  gams  distributions  and  ordinary  income 
from  accrued  market  discount,  if  any,  aregeneratly  taxable. 

Franklin /Templeton  Distributors,  Inc. 


Call  1  -800- 
342-FUND 
Ext.  F212 

Franklin  Funds 

777  Manners  Island  Boulevard 
San  Mateo,  CA  94404-1585 

y^fi-i.^  I  would  like  a  free  prospectus 
containing  more  complete  information  on  a 
Franklin  tax-free  income  fund,  including 
charges  and  expenses.  I  will  read  it  carefully 
before  I  invest  or  send  money. 

□  /  am  currently  a  Franklin  shareholder. 

Name 

Address 

City 

State/Zip 
Daytime  Phone 


F  R  A\  NJ  K  I I  I  NJ 


A  Member  of  the  $112  Billion  Franklin /Templeton  Group 


GLOBAL  POLITICS! 


GIOBAL  ECONOMIC  CREDIBILITY? 


When  leaders  of 
the  world's  seven 
leading  industrial 
nations  gather  in 
Naples  July  8-10 
for  their  annual 
economic  summit,  Bill  Clinton  will  be  in 
the  spotlight.  But  not  quite  the  way  he 
planned.  The  meeting  at  the  foot  of  Mt. 
Vesuvius  was  supposed  to  be  an  occasion 
for  the  President  to  accept  accolades  for 
his  economic  achievements:  turning  the 
U.  S.  economy  into  the  envy  of  the 
world,  winning  passage  of  a  North 
American  trade  pact,  and  completing  a 
new  global  trade  deal. 

Instead,  an  eruption  of  unsettling 
news  threatens  to  bury  the  triumphs 
Clinton  wants  to  trumpet  to  his  coun- 
terparts from  Japan,  Germany,  France, 
Italy,  Britain,  and  Canada.  A  White 
House  staff  shakeup,  setbacks  in  trade 
talks  with  Japan,  and  a  falling  U.  S.  dol- 
lar threaten  to  cast  the  President  as  a 
weak  leader  with  tenuous  sway  over  the 


economy.  Some  experts  woiTy  that  mar- 
ket tremors  could  undermine  the  U.  S.'s 
stellar  growth— and  Clinton's  stature 
among  world  leaders. 

The  White  House  response  to  the  div- 
ing dollar  has  heightened  these  fears. 
To  critics,  the  unsuccessful  attempts  to 
stop  the  dollar's  slide  were,  well,  Clin- 
tonesque— marked  by  flip-flops  and  in- 
ternal indecision.  For  months,  top  Ad- 
ministration officials  seemed  content  to 
see  the  dollar  plummet  against  the  yen 
as  a  way  to  shrink  the  trade  deficit.  In 
May,  and  again  on  June  24,  the  Admin- 
istration intervened  with  the  help  of  for- 
eign central  banks  to  prop  up  the  buck. 
But  even  participating  bankers  ques- 
tioned whether  the  effort  would  work. 
Indeed,  on  June  28,  the  dollar  closed  be- 
low 100  yen  for  the  first  time  since 
World  War  II,  dragging  stocks  down 
with  it  (charts).  The  Treasury  Dept.'s 
response  "has  been  relatively  poor,"  says 
Wall  Street  economist  Henry  Kaufman. 

To  be  sure,  Clinton  has  his  defend- 


ers, including  many  Europeans  who 
lieve  the  markets  are  judging  him 
harshly.  Some  economists  believe 
vestors  ai-e  overreacting  to  the  prosp( 
of  stronger  growth  in  Germany  ; 
Japan  by  pulling  funds  out  of  U.  S.  n 
kets.  Others  believe  the  currency  n  - 
kets  are  responding  to  real  econow 
factors— such  as  a  widening  U.  S.  c 
rent  account  deficit— and  do  not  signi 
loss  of  confidence  in  Clinton.  The  mar 
turmoil  "has  much  to  do  with  econo'C 
fundamentals  and  less  to  do  with  [Ci- 
ton's  standing],"  says  Robert  D.  H 
mats,  vice-chairman  of  Goldman  Sa 
International  Ltd. 
FUNDAMENTAL  SPUT.  The  President  h 
self,  in  an  exclusive  presummit  int- 
view  with  BUSINESS  WEEK,  argues  U 
cun-ency  traders  are  misjudging  his  ]'■ 
formance  (page  37).  "We  think  that  e 
fimdamental  strength  in  our  econom;? 
something  that  should  inspire  coi- 
dence,"  the  President  says. 

Still,  the  market  turmoil  is  create 
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LIHTON'S  ECONOMIC 
OBSTACLE  COURSE 

IBIT  Finance  ministers  will  discuss  the 
•ubies  July  8-10  in  Naples.  Markets 
tching  for  signs  that  Clinton  can  take 
I  global  economic  policy. 

RESERVE  BOARD  Traders  are  pres- 
central  bank  to  bolster  the  dollar  by 
srest  rates  at  its  July  5-6  meeting.  But 
>mic  growth  slowing  to  3.4%  or  so, 
bank  may  be  reluctant  to  act  now. 

soaring  U.S.  trade  deficit  and 
ailure  to  pry  open  Japan's  markets 
i/ed  currency  traders.  The  U.S.  had 
jreak  an  impasse  in  trade  talks  be- 
-7  meeting,  but  political  turmoil  in 
clouded  prospects. 

ANK  The  German  central  bank 
jnt  to  cut  official  interest  rates  for  fear 
traders.  But  if  a  mid-July  report 
ecline  in  money  growth,  the 
ik  could  resume  rate-cutting. 
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divisions  within  the  Administra- 
On  one  side:  the  so-called  "Apoca- 
:  Now"  forces  led  by  Treasury  Sec- 
•y  Lloyd  Bentsen  and  Under 
gtary  for  International  Affairs 
'ence  H.  Summers.  They  favor 
fill  intervention— even  if  it  fails— to 

a  strong  signal  that  the  U.  S.  is 
ndifferent  to  the  greenback's  slide, 
ed,  in  a  June  28  speech  in  New 
,  Bentsen  delivered  the  Adminis- 
)n's  strongest  rhetorical  defense  yet: 
believe  a  stronger  dollar  is  better 
)ur  economy  and  better  for  the 
I's  economy." 

1  the  other  side  are  the  "fundamen- 
.s"  who  believe  the  current  turmoil 
:ts  a  strong  yen,  not  a  weak  dollar, 
group  includes  White  House  eco- 
c  adviser  Robert  E.  Rubin,  U.  S. 
e  Representative  Mickey  Kantor, 
Council  of  Economic  Advisers  Chair 
a  D'Andrea  Tyson.  They  believe 
the  U.  S.  economy  is  sound  and  that 
lollar's  value  should  be  set  by  the 


markets.  Says  one  top  aide:  "The  dollar 
is  in  a  pretty  good  place  right  now  with 
regard  to  the  yen."  With  Japanese  ex- 
ports to  the  U.  S.  increasingly  expen- 
sive, the  fundamentalists  say,  Tokyo 
should  be  more  willing  to  open  its  do- 
mestic market  to  foreign  imports.  That 
could  help  Japan  reduce  its  $60  billion 
trade  surplus  with  the  U.  S.  and,  in  turn, 
ease  upward  pressure  on  the  yen. 
LAME  DUCKS.  Clinton  aides  had  hoped 
to  take  advantage  of  the  currency  crisis 
to  squeeze  commitments  from  the 
Japanese  to  open  their  markets  more  to 
medical  technology,  insurance,  and 
telecommunications.  Then  Japanese 
Prime  Minister  Tsutomu  Hata  resigned. 
And  the  efforts  of  Japan's  Liberal  Demo- 
cratic and  Socialist  parties  to  name  Tomi- 
ichi  Murayama  as  his  successor  on  June 
29  only  heightened  the  political  uncer- 
tainty (page  53).  "There's  no  politician 
strong  enough  to  strike  a  deal,"  laments 
one  frustrated  U.  S.  negotiator. 

The  Clintonites  had  been  counting  on 


a  presummit  accord  with  Japan  as  an 
accomplishment  they  could  showcase  at 
the  gathering  and  as  a  sop  to  the  mar- 
kets. Indeed,  the  precooked  summit 
agenda  had  been  kept  predictably  non- 
controversial.  G-7  leaders  are  expected 
to  call  for  a  greater  focus  on  worker 
training  and  education,  and  an  end  to 
Eurosclerosis-style  regulations  that  are 
hampering  job  creation.  For  techies, 
they'll  propose  globalization  of  the  In- 
formation Superhighway.  And  for  Rus- 
sian President  Boris  Yeltsin,  the  Group 
of  Seven  will  offer  modest  support:  With 
much  of  the  $43  billion  they  and  global 
financial  institutions  pledged  last  year 
still  unused,  the  G-7  will  simply  urge 
the  International  Monetary  Fund  to 
loosen  the  purse  strings  for  Russia. 

The  gi'oup's  unambitious  agenda  may 
stem  from  the  fact  that  the  G-7  table 
will  be  set  for  a  flock  of  lame  ducks. 
President  Fi-ancois  Mitterrand  of  France 
is  all  but  certain  to  depart  the  Elysee 
Palace  next  spring,  British  Prime  Minis- 


BUSINESS  WEEK/JULY  1  1,  1994  35 


s 


ter  John  Major's  grip  on  power  remains 
tenuous,  and  German  Chancellor  Helmut 
Kohl  is  facing  a  bruising  reelection  cam- 
paign. Major,  moreover,  recently  infuri- 
ated Kohl  and  Mitterrand  by  single-hand- 
edly vetoing  their  pick  to  replace 
Jacques  Delors  as  head  of  the  European 
Union's  executive  body. 

That  may  only  intensify  pressure  on 
Clinton  to  pull  out  a  surprise  that  will 


satisfy  the  currency  markets.  If  the 
President  does  nothing,  panicky  traders 
could  engage  in  a  massive  sell-off  that 
could  further  roil  stock  and  bond  mar- 
kets. A  resulting  spike  in  bond  yields 
would  slow  the  U.  S.  economy,  which 
has  been  the  engine  pulling  Europe  out 
of  its  deep  slump.  "This  weakness  of  the 
dollar  is  a  burden  for  every!)ody,"  says 
Societe  Generale  Chairman  Marc  Vienot. 


So  much  for  Clinton's  hopes  of  she- 
ing  his  accomplishments  from  the  topf 
the  summit.  Instead,  without  bold  U.. 
leadership  in  Naples,  the  turbulent  m 
kets  may  remind  the  U.  S.  President  ai 
the  other  summiteers  that  they're  me 
ing  under  a  volcano. 

By  Dean  Fount  and  Douglas  Harbn 
in  Washington  and  Bill  Javetski  in  Pai 
with  bureau  r-eports 


Commentary/by  Lee  Walczak  and  Susan  B.  Garland 

'THE  DEFICIT-CUHERS  HAVE  GOTTEM  THEIR  WAY' 


Washington's  hottest 
summer  entertain- 
ment isn't  The  Lion 
King,  Disney's  new 
animated  epic.  It's  the  unfolding  polit- 
ical drama  that  wags  dub  "The  Tri- 
umph of  the  Bean  Counters." 

In  a  startling  White  House  shakeup, 
President  Clinton  on  June  27  tapped 
Budget  Director  Leon  E.  Panetta,  a 
genial  Californian  with  strong  deficit- 
fighting  credentials,  as  his  Chief  of 
Staff.  To  make  room 
for  Panetta,  first  ft'iend 
Thomas  F.  McLarty  III 
relinquished  the  staff 
chief's  job  for  a  new 
role  as  Presidential 
counselor.  Inheriting 
Panetta's  green  eye- 
shade  at  the  Office  of 
Management  &  Budget: 
Alice  M.  Rivlin,  a  fierce 
foe  of  spending  who 
has  often  tangled  with 
Clinton's  political  aides. 
To  complete  the  shuf- 
fle, spinmeister  David 
R.  Gergen  was  sent  to 
the  State  Dept.  to  do 
damage  control  on  the 
Administration's  foreign 
policy. 

The  move  has  all  the 
hallmarks  of  another  flailing  response 
to  a  dive  in  the  polls.  "Unless  Panetta 
has  been  given  the  clout  to  make  ma- 
jor changes,"  says  Democratic  consul- 
tant Joe  Trippi,  "this  may  amount  to 
rearranging  the  deck  chairs  on  the 
Good  Ship  Clinton."  Indeed,  the  plan  is 
very  Clintonesque:  No  aides  lost  their 
jobs;  they  all  got  promotions. 

But  don't  sell  the  Pi-esident  short. 
The  staff  shuffle  could  mark  a  sea 
change  in  his  thinking  about  the  Pres- 
idency. By  turning  away  from  a  life- 
long Arkansas  friend  in  favor  of  a  vet- 
eran Washington  hand,  Clinton  has 


decided  that  loyalty  has  its  limits.  With 
the  dollar  plunging,  health-care  reform 
in  trouble,  and  market-opening  talks 
with  Japan  stalled,  the  President  has 
finally  opted  for  a  strong,  politically 
astute  staff  boss  who  can  advance  his 
agenda. 

In  ideological  terms,  Clinton's  White 
House  shift  continues  his  transforma- 
tion from  campaign  populist  to  cau- 
tious New  Democrat.  Panetta  and 
Rivlin  will  stiffen  Administration  re- 


CLINTON'S  SHUFFLE  CONTINUES  HIS  METAMORPHOSIS 

INTO  A  NEW  DEMOCRAT,  SIGNALING 
FISCAL  RESTRAINT  THAT  COULD  CHEER  THE  MARKETS 


solve  to  keep  spending  in  check.  Both 
back  a  modest  "investment"  agenda 
and  contend  that  the  Administration's 
health  plan  should  be  financed  with 
real  money  instead  of  iffy  administra- 
tive savings.  "When  Panetta  links  up 
with  [White  House  economic  coordina- 
tor Robert  E.)  Rubin,  you'll  see  the 
kind  of  domestic  dominance  that  was 
exerted  by  [former  Bush  aides]  Dick 
Darman  and  John  Sununu,"  says  one 
Clinton  staffer. 

That  prospect  hasn't  escaped  tradi- 
tional Democrats,  who  see  the  bud- 
getary writing  on  the  wall.  "The 


deficit-cutters  have  gotten  their  waj 
over  Clinton's  liberal  advisers,  sa> 
an  aide  to  the  House  Democratic  lea( 
ership.  Ted  Van  Dyk,  a  moderate  pa 
ty  consultant,  predicts  that  Panett 
may  urge  a  serious  look  at  anothf 
round  of  deficit  reductions.  "The  ma 
kets  will  be  heartened  by  the  new  r; 
tionality  at  the  White  House,"  sa\ 
Van  Dyk. 

BIG  CHANGES.  In  coming  days,  thougl 
Panetta  has  one  main  mission:  He' 
try  to  salvage  Clinton 
embattled  health  plai 
Van  Dyk  predicts  th; 
Panetta  &  Co.  will  "ti 
to  convince  Clinton  t 
accept  an  increment 
health  bill."  Beyon 
that,  Panetta  is  weigl 
ing  major  changes  i 
Wliite  House  personn^ 
and  is  being  urged  t 
rein  in  outside  politic 
consultants  James  ( 
Carville,  Paul  E.  B. 
gala,  Stanley  B.  Greei 
berg,  and  Mandy  Grui 
wald,  who  enjoye 
unfettered  access  i 
the  Oval  Office  uiidt 
McLarty.  "Panetta  h; 
bigger  problems  th£ 
us,"  says  Carvill 
after-dinner  mints  in  tl 


"We're  the 
food  chain." 

Nonetheless,  Carville  and  most  Cli 
tonites  wish  Panetta  well.  In  The  Age 
da,  author  Bob  Woodward  reports  th; 
Begala  once  attacked  the  deficit-o 
sessed  Panetta  as  "the  Poster  Boy  fi 
economic  constipation."  Now,  the  mi 
with  the  weary  smile  and  the  sheaf 
spreadsheets  has  become  somethir, 
else:  the  best  hope  for  stabilizing  Cli 
ton's  Presidency. 


Walczak  and  Garland  cover  the  Whi 
House  for  BUSINESS  WEEK. 
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VIEWS! 


THINK  WE  CAN  RUN 
BETTER  SHIP' 


Clinton  on  the  dollar,  trade  with  Japan,  and  the  White  House  shakeup 


m 


On  June  29,  six  days 
I  before  his  scheduled 
departure  for  Europe, 
President  Chnton  met 
BUSINESS  WEEK  in  the  Oval  Office 
m  interview  on  his  international 
da.  Fielding  questions  from  Senior 
jr  Lee  Walczak  and  White  House 
espondent  Susan  B.  Garland,  Clin- 
discussed  the  upcoming  economic 
nit,  the  dollar,  and  other  key 

!S. 

I  whether  the  dollar's  dive  mill  cast  a 
over  the  Naples  sumynit: 
1  concerned  about  it.  But  when  you 
at  where  we  are,  [the  U.S.]  has 
of  the  GDP  [growth]  of 
3-7  [Group  of  Seven], 
st  100%  of  the  new 
and  the  second-lowest 
it  as  a  percentage  of 
We  are  not  indifferent 
e  value  of  our  curren- 
>ut  we  think  that  the 
amental  strength  in 
economy  is  something 
should  inspire  confi- 
g.  If  the  past  is  any  in- 
;ion,  the  market  will 
itself  out  at  an  appro- 
e  level. 


I  prospects  for  the  eco- 
c  summit: 

iv  all  the  currency  talk, 
rth  in  the  G-7  [coun- 
]  is  higher  than  it  was 
year.  So  there  will  be 
!  optimism.  I  see  this 
ing  as  putting  in  place 
mework  for  where  the 
need  countries  will  be 
I  in  the  21st  century. 


3.4  million  new  jobs,  no  inflation,  and 
three  years  of  declining  deficits,  [mar- 
kets] would  have  been  euphoric  And 

I  know  that  when  interest  rates  started 
up,  the  chairman  of  the  Federal  Re- 
serve said  it  was  a  tribute  to  the 
.strength  of  the  American  economy. 

On  reports  he  has  lost  his  tejnper  over 
recent  Fed  interest-rate  hikes: 

That's  not  true.  We  have  shown 
great  discipline  in  not  commenting  on 
Fed  actions.  I  want  steady,  sustained 
growth.  I  think  that's  what  Chairman 
[Alan]  Greenspan  wants. 

On  the  slow  progress  in  gaining  a 


"I  NEVER  WANTED  TO  USE  THE  DOLLAR  TO 
REDUCE  THE  TRADE  DEFICIT  I  DON'T  THINK  THAT  A 
COUNTRY  CAN  DEVALUE  ITS  WAY  TO  PROSPERITY" 


I  ways  the  allies  can  create  jobs: 
le  G-7  can  accommodate  more 
'th  without  inflation.  It  takes  sub- 
;ial  growth  to  start  generating  new 
loyment,  particularly  in  countries 
■e  wages  are  high  and  benefits  cost- 
nd  every  country  needs  to  examine 
lexibility  of  its  workforce. 

I  the  run-up  in  interest  rates  and 
her  it  signals  dismay  at  Clinton- 
s: 

can't  answer  that.  If  someone  had 
me  18  months  ago  that  you'd  have 


sweeping  market-access  deal  with  Japan: 
First  of  all,  I  never  wanted  to  use 
the  dollar  to  reduce  the  trade  deficit.  I 
don't  think  that  a  country  can  devalue 
its  way  to  prosperity.  What  you  want  is 
a  dollar  value  set  by  reasonable  market 
conditions.  What's  happened  in  Japan 
is  that  when  the  economy  stopped 
growing,  that  had  a  big  impact  on  pur- 
chasing by  consumers  and  therefore  on 
imports.  And  with  the  political  situa- 
tion changing,  the  opportunity  for  sus- 
tained policy  change  hasn't  been  there. 
That's  just  something  we've  got  to  face. 

On  his  White  House  staff  shakeup: 


Last  year,  our  Administration  had 
[one  of  the]  most  .successful  years  ever. 
However,  we  are  now  facing  an  «ven 
more  daunting  agenda:  trying  to  pass 
health  care,  the  crime  bill,  welfare  re- 
form, campaign  financing  and  lobbying 
reform,  and  GATT  in  a  highly  charged 
political  environment.  That  is  going  to 
require  a  very  high  level  of  discipline 
and  all  the  political  skills  we  can 
muster. 

[New  Chief  of  Staff]  Leon  Panetta 
has  the  best  combination  of  skills  in 
dealing  with  Congress  and  the  press 
and  is  able  to  run  a  very  tight  ship. 
One  of  the  reasons  I  relate  to  him  is 
that  when  he  was  a  member  of 
Congress,  he  represented  a  New  Demo- 
cratic constituency,  entrepreneurs  who 
wanted  activist  government  but  not  a 
bigger  one.  So  he's  philosophically  at- 
tuned to  the  forces  that  brought  me 
here. 

On  whether  he  bears  some  blame  for 
the  disorganized  White  House: 

I  am  ultimately  responsible  for  the 
failings  of  the  White 
House.  But  it  is  important 
that  you  draw  a  distinction 
between  disorganization, 
which  is  dysfunction,  and 
creative  tension  and  de- 
bate. I  like  to  hear  differ- 
ent points  of  view.  A  lot  of 
Presidents  have  gotten  in 
trouble  by  having  well- 
organized  processes  that 
had  no  honest  debate  about 
them.  I  don't  intend  to  let 
that  happen.  But  I  think 
we  can  run  a  better  ship. 

On  prospects  for  hecdth- 
care  reform: 

Once  we  get  bills  on  the 
floor  [of  Congress],  there's 
a  good  chance  we  can  get  a 
bill  that  sets  up  a  mecha- 
nism for  all  Americans  to 
be  covered,  for  disciplining 
costs,  and  for  banning  un- 
fair insurance  practices.  I'm 
not  changing  my  position  [on  universal 
coverage].  I  don't  want  to  get  into  a 
Jesuitical  debate  on  what  constitutes 
that.  And  I  don't  want  to  sign  a  fraud. 

On  predictions  that  the  Republicans 
will  score  big  gains  in  the  mid-term 
elections: 

In  the  20th  century  there  has  just 
been  one  mid-term  election  where  the 
party  of  the  President  has  not  lost 
seats.  I  believe  if  we  can  keep  our  eco- 
nomic recovery  going  and  keep  ham- 
mering on  the  achievements,  we'll  do 
reasonably  well— maybe  even  surpris- 
ingly well. 


BUSINESS  WEEK/JULY  1  1,  1994  37 


ECONOMICS  I 


IT'S  GONNA  BE 
THE  ECONOMY.  STUPID 


Already,  Clinton  is  looking  for  ways  to  keep  the  expansion  chugging  till  '96 


President  Clinton  is 
barely  a  third  of  the 
way  through  his  first 
term,  yet  his  top  eco- 
nomic advisers  are  marching  into  the 
Oval  Office  clutching  charts  and  prognos- 
tications for  1996.  Why  the  top-level 
skull  sessions?  To  gauge  the  economy's 
health  and  determine  what,  if  anj'thing, 
can  be  done  to  give  the  40-month-old 
expansion  legs  to  make  it  to  Election 
Day  '96.  "That's  where  we  need  to  be  fo- 
cusing our  attention  now,"  fleets  a  senior 
Administration  official. 

Clinton  has  a  lot  riding  on  this  re- 
covery. "If  the  economy  gets  even  a  lit- 
tle bit  shaky,  he  will  absolutely  plummet 
in  the  polls,"  predicts  University  of  Cin- 
cinnati political  analyst  Alfred  Tuchfar- 
ber.  So  far,  though,  the  President  is  do- 
ing well.  He  is  on  track  with  his  promise 
to  create  8  million  jobs  during  his  first 
term.  Real  growth  is  in  the  3%-plus 
range,  and  inflation  is  nowhere  to  be 
found.  The  federal  budget  deficit  is 
shrinking  faster  than  predicted. 
BEAR  TRAPS.  The  problem,  of  course,  is 
that  the  current  expansion  is  looking  a 
bit  long  in  the  tooth.  It  started  in 
March,  1991,  and  will  be  68  months  old  if 
it  lasts  until  the  next  Presidential  elec- 
tion. The  great  booms  of  the  1960s  and 
1980s  lasted  longer— 106  and  92  months, 
respectively.  But  the  average  length  of 
the  last  six  major  expansions  is  just  59 
months,  and  most  were  shorter  (chart). 


Not  to  won-y,  the  Council  of  Econom- 
ic Advisers  is  telling  Clinton.  In  its  July 
15  economic  review,  the  CEA  will  forecast 
growth  of  2.7%  for  1995-fast  enough  to 
keep  creating  new  jobs  but  not  so  fast 
as  to  rekindle  inflation.  What's  more, 
the  CEA  is  arguing  that  the  Bush  recov- 
ery, which  officially  began  in  March, 
1991,  was  so  lackluster  that  it  makes 
more  sense  to  date  the  expansion  fi'om 
mid-1992,  when  unemployment  peaked. 
That  would  make  this  upturn  a  mere 
two  years  old.  ' 

Certainly,  there  is  independent  sup- 
port for  the  CEA's  optimism.  According 
to  a  soon-to-be-published  study  by  the 
Center  for  International  Business  Cycle 
Research  at  Columbia  University,  the 
current  expansion  should  make  it  to  De- 
cember, 1996.  That  prediction  is  based 
on  the  historical  behavior  of  the  prime 
rate  during  business  cycles. 

Most  private  forecasters  share  the 
Administration's  view  that  the  expan- 
sion isn't  in  any  immediate  danger.  The 
Blue  Chip  consensus  forecast  shows  a 
growth  rate  of  2.8%  for  1995.  Even  pes- 
simistic economic  seers  expect  the  econ- 
omy's performance  to  be  a  plus  for  Clin- 
ton in  '96.  For  example,  DRl/McGraw- 
Hill's  latest  estimate  shows  a  slowdown 
in  1995,  followed  by  a  gradual  economic 
pickup  in  1996. 

But  Clinton's  path  is  strewn  with  bear 
traps.  The  dollar's  recent  decline  against 
the  Japanese  yen  and  German  mai'k  mis 


the  risk  of  driving  up  long-term  inter  t 
rates  as  lenders  demand  a  premium  r 
declining  dollar  assets.  Higher  bci 
yields,  in  turn,  could  strangle  the  • 
pansion  at  precisely  the  wrong  time  - 
Clinton's  reelection  efforts.  So,  too,  cd 
overzealous  hikes  in  short-term  rates 
the  Federal  Reserve  to  head  off  in 
tion.  That  could  panic  the  markets  ; 
pi'ompt  consumers  to  shut  their  wall* 
BUDGET  RESTRAINTS.  Still,  figuring  • 

what  the  Administration  could  actu; 
do  to  stretch  out  the  current  expans 
has  the  economic  team  stumped.  If 
economy  sags  badly.  White  House 
litical  advisers  may  try  to  revive  C 
ton's  1992  promise  of  a  middle-class 
cut  to  stimulate  consumer  spending, 
that  would  force  Congress  to  susp< 
newly  enacted  pay-as-you-go  rules 
curbing  the  deficit. 

Reviving  Clinton's  investment  pli 
for  public  infrastructure— a  stimulus 
vored  by  Labor  Secretary  Robert 
Reich  and  White  House  liberals— fa 
the  same  budgetary  restraints.  Anot! 
possibility  endorsed  by  Fed  Chairn 
Alan  Greenspan:  a  new  deficit-red 
tion  effort  to  lower  long-term  rates 
add  life  to  the  expansion. 

For  now,  the  Clintonites  are  hop 
the  economy  won't  need  such  stn 
medicine.  After  all,  real  wages  are 
ginning  to  climb,  putting  more  mone} 
consumers'  pockets.  Business  spend 
on  equipment  is  still  surging,  promis 
big  productivity  gains.  And  with 
rope  and  Japan  climbing  out  of  rec 
sion,  net  U.  S.  exports  will  start  add 
growth  to  the  economy.  "We  know  w 
is  going  to  sustain  the  recovery,"  s; 
CEA  Chair  Laui-a  D' Andrea  Tj'son.  "J( 
income,  and  confidence.  The  real  qv 
tion  is,  what  could  stop  it?"  The  Clint 
ites  hope  the  answer  is— nothing. 

By  Paul  Magn  usson  in  Washing 


MAIN  STREET'S  MAIN  CONCERN 
IS  STILL  ITS  PAYCHECK 


A  YOUNG  RECOVERY? 

MAY '54  TO  AUGUST  '57 


APRIL  '58  TO  APRIL  '60 
FEBRUARY  '61  TO  DECEMBER  '69 
NOVEMBER  '70  TO  NOVEMBER  '73 
MARCH  '75  TO  JANUARY  '80 
NOVEMBER  '82  TO  JULY '90 
MARCH  '91  TO  PRESENT 


DURATION 
OF  ECONOMIC 
EXPAfiSIONS 

IN  MONTHS 


AVERAGE 
DURATION 

59  MONTHS 


DATA:  COMMERCE  DEPT., 


38  BUSINESSWEEK/JULY  I  1,  1994 


ORATE  PROFITS 


EAK  DOLLAR, 
RONG  PROFITS 


some  U.S.  companies,  the  fading  greenback  translates  into  a  windfall 


On  the  streets  of  To- 
kyo, the  word  is  enda- 
ka,  or  strong  yen. 
Germans  say  Dollar 
ache,  or  weak  dollar.  In  the  United 
;s,  there's  no  simple  name  for  the 
i.  But  the  effect  is  clear:  The  dol- 
dizzying  fall  has  U.  S.  companies 
;essing  their  global  pricing,  market- 
and  expansion  strategies, 
hatever  you  call  it,  the  dollar's  de- 
is  a  clear  opportunity  for  many  of 
pica's  global  companies.  U.  S.  prod- 
and  services  have  suddenly  become 
expensive  overseas— just  as  Europe 
Japan  are  climbing  out  of  reces- 
.  And  profits  from  foreign  opera- 
;  get  turbocharged  when  they're 
dated  back  into  greenbacks, 
lere  are  risks,  too,  of  course.  The 
ine  is  macroeconomic:  If  the  dollar 
nues  to  weaken,  embryonic  recover- 
1  Europe  and  Japan  could  fizzle,  as 
!  countries'  exports  to  the  U.  S.  be- 
I  ever  more  expensive.  The  higher 
lan  mark  and  yen  also  could  raise 
price  U.  S.  consumers  must  pay 
jerman  and  Japa- 
goods.  A  further 
y:  The  weak  dollar 
1  force  many  U.  S. 
anies  to  cut  back  on 
enly-more-costly  in- 
dents in  overseas 
nsion. 

T  now,  though,  the 
r's  decline  should 
opportunity  for 
companies.  With  as 
1  as  20%  of  overall 


U.  S.  corporate  profits  derived  overseas, 
the  buck's  backtrack  could  boost  third- 
quarter  corporate  earnings  as  much  as 
5%,  figures  William  E.  Dodge,  chief  in- 
vestment strategist  for  Dean  Witter  Re- 
ynolds Inc. 

"TAKING  A  HIT."  Another  positive  ef- 
fect: Many  companies  see  their  best 
chance  in  ages  to  try  to  expand  over- 
seas market  shares.  For  instance,  the 
dollar's  tumble  has  accelerated  a  soft- 
ware price  war  in  Asia  that's  being  led 
by  U.  S. -based  technology  companies. 
Lotus  Development  Corp.,  Microsoft 
Corp.  and  other  U.  S.  software  devel- 
opers have  slashed  prices  by  as  much  as 
80%  since  last  May,  when  Microsoft  be- 
gan discounting  prices  as  part  of  its 
launch  of  Windows  3.1  in  Japan.  Lotus 
is  now  cutting  its  prices  so  quickly  that 
"we're  actually  taking  a  hit  in  revenue 
growth,  and  the  only  way  to  compen- 
sate is  to  push  for  higher  volumes," 
says  Yutaka  Sakamoto,  the  company's 
comptroller  in  Japan. 

Another  company  doing  its  best  to 
benefit  from  currency  chaos  is  AFLAC 


COPING  WITH  THE  BAniRED  BUCK 

BALANCING  BUSINESS  Matching  revenues  with  costs  in  any  given 
country  cuts  currency  risks  but  can  hurt  pricing  flexibility. 

SIASHING  PRICES  In  Japan,  American  software  companies  are  v/ag 
ing  a  spirited  price  war. 

ATTACKING  ON  THE  HOME  FRONT  Cars,  computer  gear,  and  other 
imports  from  Japan  and  Germany  are  increasingly  expensive  in  the 
U.S.  If  Detroit  holds  prices,  it  could  gain. 


Inc.,  a  Columbus 
(Ga.)  insurance  com- 
pany that  does  80% 
of  its  business  in  Ja- 
pan. It  has  put  22 
people  to  work  full- 
time  trying  to 
squeeze  every  bit  of 
potential  profit  out  of 
its  $125  million  per 
month  in  cash  flow 
from  Japan.  It  also 
reinvests  as  much  as 
90%  of  Japanese 
profits  in  Japan,  to 
take  advantage  of 
the  strong  yen.  "We 
are  trying  to  outrun 
the  effect  of  the  in- 
creasing yen,"  says 
Joseph  W.  Smith  Jr.,  AFLAC's  chief  in- 
vestment officer. 

What  other  U.  S.  companies  have  a 
chance  to  make  big  gains?  Food,  bever- 
age, and  tobacco  companies  are  boosting 
their  promotional  spending  overseas  to 
capitalize  on  the  newfound  pricing  ad- 
vantage. Caterpillar  Inc.'s  earthmovers 
and  other  made-in-America  equipment 
will  benefit,  as  will  Detroit's  cars.  With 
the  strong  yen  rendering  Japanese-made 
cars  more  expensive,  "it's  going  to  help 
our  competitive  position,"  notes  J.  Mi- 
chael Losh,  General  Motors  Corp.'s  chief 
financial  officer. 

Multinationals  such  as  DuPont  Co., 
however,  often  find  the  weak  dollar  "a 
two-edged  sword,"  says  John  C.  Sargent, 
the  company's  treasurer.  DuPont  gains  in 
Japan,  where  it  has  major  dollar-based 
export  operations.  But  in  Europe,  where 
the  company  manufactures  and  sells  lo- 
cally, it's  a  mixed  bag.  For  Federal  Ex- 
press Corp.,  the  problem  is  that  the  cost 
of  oil  is  rising  in  opposition  to  the  dollar's 
decline.  Federal  Express  is  striving  to 
balance  its  costs  and  expenses,  buying 
fuel  in  French  francs  at  its  Paris  hub  to 
offset  revenues  from  Europe.  Paying 
fi'ancs  for  fuel  also  helps  compensate  for 
oil's  recent  dollar-driven  price  jumps. 

Whatever  their  business,  few  com- 
panies can  afford  to  write  off  the  dol- 
lar's recent  drop  as  a  short-term  phe- 
nomenon. "We  talk  about  it  a  lot  in 
our  strategy  sessions,"  says  Alan  B. 

Graf  Jr.,  chief  financial 
officer  of  Federal  Ex- 
press. "The  cuiTent  situ- 
ation can  have  a  dra- 
matic impact."  Until  the 
dollar  stabilizes.  Corpo- 
rate America  will  do  its 
best  to  get  the  most 
bang  it  can  from  every 
weak  buck. 

By  David  Greising  in 
Atlanta,  with  Neil  Gross 
in  Tokyo 
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REORGANIZATIONS! 


THIS  TIME, 

DEC  CUTS  DEEPER 


After  huge  losses,  it  tries  the  most 
radical  restructuring  yet 


For  weeks,  Digital  Equipment  Corp. 
Vice-President  Enrico  Pesatori  has 
been  holed  up  in  his  Maynard 
(Mass.)  office.  His  unenviable  task:  shap- 
ing the  battered  computer  maker's  fu- 
ture. Thrust  into  the  job  after  DEC's 
surprise  $183  million  loss  in  the  quarter 
ended  Apr.  2,  Pesatori  now  is  polishing 
a  plan  for  a  reorganization  that  may 
represent  the  best  hope  for  salvaging 
the  once  mighty  giant. 

By  July  15,  say  current  and  former 
executives,  Pesatori  will  outline  a  dra- 
matic $1  billion  restructuring  that  cuts 
20,000  jobs,  shutters  additional  facto- 
ries, and  focuses  the  company  on  five 
key  groups.  Also  in  the  works:  sales  of 
significant  assets.  The  new  DEC  will 
emerge  as  a  Procter  &  Gamble-like  ar- 
ray of  units— each  with  its  own  engi- 
neering, manufacturing,  and  marketing. 
RESTIVE  BOARD.  The  plan  amounts  to  no 
less  than  radical  surgery  on  an  organiza- 
tion already  unhinged  by  years  of  lay- 
offs, fi'equent  reorganizations,  and  plum- 
meting morale.  And  it  represents. what 
could  be  Chief  Executive  Robert  B. 
Palmer's  last  chance  to  extend  his  20- 
month-old  tenure  in  the  face  of  a  restive 
board  of  directors.  DEC,  with  $13  billion 
in  sales,  has  lost  $4  billion  in  the  past 
four  years.  Analysts  expect  an  addition- 
al $100  million  operating  loss  for  the 
fourth  fiscal  quarter  ending  July  2— be- 
fore the  restructuring  charge. 

The  worry,  says  PaineWebber  Inc. 
analyst  Stephen  K.  Smith,  is  that  DEC 
won't  do  enough  to  cut  costs.  After 
spending  $3  billion  since  1990  on  restruc- 
turings that  have  failed  to  reverse  its 
losses,  the  company's  cash  has  dropped 
to  below  $1  billion— forcing  it  to  consid- 
er the  sale  of  major  lines.  "If  DEC  can 
sell  one  asset  for  $600  million,  it  takes 


away  the  fear  of  further  balance-sheet 
erosion,"  says  Smith.  A  dec  spokesman 
declined  to  comment  on  the  company's 
restructuring. 

Pesatori,  who  arrived  at  dec  in  Feb- 
ruary, 1993,  after  heading  Groupe  Bull's 
Zenith  Data  Systems  personal-computer 
unit,  likely  will  slash  sales  employment 
and  adopt  the  low-overhead  structure 
of  the  PC  industry.  According  to  execu- 
tives briefed  on  his  plans,  the  company 
will  begin  fiscal  1995  with 
fewer  than  2,000  direct 
salespeople  in  the  U.  S.— a 
third  fewer  than  a  year 
ago.  The  remaining  reps 
will  call  only  on  big  cus- 
tomers. Smaller  buyers 
will  be  assigned  to  inde- 
pendent distributors. 

The  plan  entrenches 
DEC  as  a  hardware  maker, 
removing  the  company 
from  costly  misadventures 
in  applications  software 
and  management  consult- 
ing. Existing  software 
products— such  as  health- 
care applications,  data- 
bases, and  networking 
programs— will  be  sold  in 
the  next  few  months,  say 
executives  close  to  the 
restructuring. 

In  addition,  those  sourc- 
es say,  DEC  will  de-empha- 
size manufacturing,  turn- 
ing more  to  independent 
contractors  to  make  its 
computers.  DEC  will  shut- 
ter additional  manufactur- 


CEO  PALMER  (TOP)  COULD 
LOSE  HIS  JOB  IF 
PESATORI'S  COST-CUTTINO 
PLAN  DOESN'T  WORK 


ing  plants  and  shift  underutilized  capac- 
ity for  its  Alpha  microprocessor  to 
Advanced  Micro  Devices  Inc.,  which  al- 
ready has  plans  to  use  DEC's  South 
Queensferry  (Scotland)  plant  to  build  PC: 
chips.  An  AMD  spokesman  says  that  the 
company  has  no  new  agreements  with 
DEC. 

In  one  fell  swoop,  DEC  will  become  a 
confederation  of  five  discrete  business- 
es—computer systems,  networking,  disk 
storage,  peripherals,  and  service.  The 
businesses  each  will  sell  products  under 
their  own  brand  names.  Peter  Rauler- 


son,  president  of  consultants  ParaTc, 
nology  Inc.,  says  the  move  is  overd;:! 
"The  marketplace  clearly  wants  to  i 
disks,  network  products,  and  compm 
from  specialists.  Digital  now  understa  • 
this." 

The  job  of  making  Pesatori's  pj 
work  now  falls  to  CEO  Palmer.  Si 
April's  stunning  loss,  he  has  been 
tively  shopping  DEC's  noncore  businea] 
On  the  block:  everything  from  its  sul 
ban  Boston  fiber-o' 
data  network  to  a 
million  management-^ 
suiting  operation.  Aires 
such  tire-kickers  as 
sultant  Computer  Seier 
Corp.  have  looked  o' 
the  $330  million  data-c 
ter  outsourcing  operati 
according  to  executr 
close  to  the  compan; 
CSC  won't  comment, 
A  DIPLOMAT.  Later,  I 
also  m.ay  sell  one  or  m 
of  its  chipmaking  fa< 
ries,  among  other  big 
sets.  But  those  more  s 
stantial  sales,  mi 
needed  to  supply  the  c 
that  will  fund  layoffs  i 
plant  closings,  may  ti 
time.  DEC  is  fearful  of 
peating  past  restruct 
ings  that  scared  off  b' 
ness.  "Part  of  it  is,  th 
can't  be  too  much  disr 
tion,"  says  an  execut 
involved  in  the  curr 
overhaul.  "They  d( 
want  to  do  anything  t 


it 


will  disturb  the  customers. 

For  Pesatori,  53,  smoothing  ruff 
feathers  seems  second  nature.  He  m 
dec's  PC  business  profitable  by  rapi 
wooing  distributors  and  keeping  cor 
rate  involvement  to  a  minimum, 
scribed  as  diplomatic  and  charming 
co-workers,  Pesatori  also  is  "decisive  i 
tenacious,"  says  a  former  employee, 
part  of  the  restructuring,  he  will  ti 
over  dec's  core  computer  operatic 
And  if  everything  works,  he  may  j 
save  his  boss's  job. 

By  Gary  Mc  Williams  in  Boi 


TAKES  SHAPE 

Probable  elements  of 
tiigital  Equipment's  latest 
restructuring 


DEC  will  reorganize  around 
products,  attempting  to  de- 
velop Procter  &  Gamble-like 
brand  identities  for  key  lines. 
New  divisional  structures  will 
hand  most  decision-making 
to  division  managers. 


On  the  block:  Manufacturing 
plants,  a  data-storage  unit, 
DEX's  internal  fiber-optic  net- 
work, and  a  consulting  busi- 
ness. The  sales  are  needed  to 
offset  $1  billion  in  charges  for 
laiyo^ffe  and  plant  closings. 


REDUCTION 


DEC'S  sales  force  will  be 
thinned  by  30%,  with  most 
small  and  midsize  customer 
shifted  to  independent  distri 
utors.  Remaining  reps  will  g( 
commissions  calculated  on 
profits,  not  sales.  i 


t 
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WTON:  WILL  WHAT 
LL  DOWN  GO 


lite  sour  sales,  Apple  isn't  giving  up  on  its  personal  digital  assistant 


all  it  a  reality  check  for  Apple 
Computer  Inc.  Or  call  it  a  second 
chance  for  Newton,  the  much-bal- 
)ed  personal  communicator  the  corn- 
introduced  last  year.  Either  way, 
;  is  in  the  midst  of  a  massive  over- 
of  its  Personal  Interac- 
i^lectvonics  group— a  unit 
;d  to  lead  its  charge  be- 
personal  computers  and 
lew  businesses.  The  end 
what  insiders  are  dub- 
a  "new,  economy-sized 
limed  at  getting  Newton 
moving  again, 
ice  early  June,  .(Vpple  has 
[y  streamlined  pie,  lay- 
tf  50  workers,  about  20% 
;  unit's  workforce.  It  has 
ed  PIE  projects,  includ- 
version  of  a  larger  New- 
nd  a  planned  multimedia 
ir  code-named  "Sweet 
pie's  languishing  interac- 
V  efforts  have  been  shift- 
other  divisions.  And  its 
Id  on-line  service, 
hed  on  June  20,  will  be 
off  into  a  separate  com- 
by  October,  with  at  least 
autside  investors.  Says 
Financial  Officer  Joseph 
raziano:  "We're  making 
tough  decisions  and  trade-offs." 
I  argument  there.  Until  now,  pie 
leen  the  emblem  of  Apple's  bid  for 
markets.  But  its  first  foray,  New- 
las  been  less  than  a  bell-ringer.  It 
aunched  last  August  as  a  new  cat- 
1  of  consumer-electronics  device,  a 
lied  personal  digital  assistant  that 
:eep  schedules  and  volumes  of  data 
send  out  faxes  and  electronic  mes- 
s—all from  just  about  anywhere, 
critics  lampooned  Newton's  iffy 
writing  recognition  and  $699  price. 
SASIER."  So,  Apple  regrouped.  Last 
g  it  introduced  a  new  version  of 
x)n,  at  $499  to  $599,  that  had  great- 
ittery  life  and  addressed  some  of 
andwriting  problems.  The  Message- 
110  is  doing  better  than  its  prede- 
ir,  but  sales  have  been  disrupted 
jyers  have  exchanged  models  for 
lew  one. 

1  told,  Apple  says  it  has  sold  only 
0  units— far  below  even  the  most 
irvative  estimates  of  150,000.  Says 
er  Manley,  president  of  First  Step 


Computers,  a  six-store  retail  chain  in 
Maryland  and  Virginia:  "I'm  not  saying 
Newton  is  dead,  but  so  far  it's  been  a 
disaster."  Graziano,  who  is  heading  pie 
after  General  Manager  Gaston  Bastiaens 
left  abruptly  last  April,  concedes  that 


FIELD  TESTS:  FARMER  GRAY  IS  SOLD  ON  THE  NEWTON'S  USEFULNESS 


Apple  "can't  help  but  feel  disappointed, 
at  one  level.  But  that  doesn't  mean 
we're  backing  away." 

How  much  has  PIE  cost  Apple  so  far? 
Graziano  won't  discuss  the  unit's  finan- 
cials  other  than  to  say  it  will  not  be 


AUG.-DEC.  JAN-MAY 
'93  '94 
▲  THOUSANDS  OF  UNITS 
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profitable  this  year— as  Apple  executives 
once  promised— but  should  be  by  the 
second  half  of  1995.  Other  insiders  say 
the  unit  lost  nearly  $50  million  in  the  fis- 
cal quarter  that  ended  Apr.  1. 

The  drain  comes  as  Apple  struggles 
to  shift  from  its  10-year-old  Macintosh 
computer  line  to  new,  speedier  Power 
Macs.  Initially,  Power  Mac  sales  were 
glowing:  145,000  units  shipped  in  the 
first  month  after  the  March  debut.  But 
since  then,  buyers'  ardor  has  cooled  as 
they  wait  for  more  new  Power  Mac  soft- 
ware. Analysts  now  say  Apple  will  ship 
only  200,000  Power  Macs  this  quarter 
vs.  prior  estimates  of  300,000.  Partly  as 
a  result,  they  figure  Apple's 
earnings  fell  by  more  than 
half  in  the  just-ended  cjuar- 
ter,  to  just  $42  million  on  rev- 
enues of  $2.1  billion. 
VIRTUAL  REALTY.  In  the  midst 
of  this  crunch,  Graziano  is  re- 
doubling Apple's  efforts  to 
make  Newton  a  long-term 
success.  The  strategy:  to  spin 
it  as  a  practical,  handheld  de- 
vice for  mobile  business  pro- 
fessionals. To  lure  corporate 
buyers,  Apple  is  providing 
software-development  tools 
that  make  it  easier  and  faster 
for  companies  to  create  cus- 
tomized software.  Also,  the 
$599  top  price  is  half  that  of 
most  handheld  computers  now 
used  by  field  workers.  Apple 
also  is  shifting  distribution  to 
70  resellers  that  cater  to  cor- 
porate customers. 

There  already  are  a  few 
signs  that  Newton  is  doing 
better.  CorNet  International 
Ltd.,  a  sales  force  automation  company 
in  Stroudsburg,  Pa.,  is  gearing  up  for  a 
pilot  with  a  large  drug  company  that 
will  put  Newtons  in  the  hands  of  50 
sales  representatives.  PRC  Realty  Sys- 
tems Inc.,  a  McLean  (Va.)  supplier  of 
computer  systems  to  realtors,  is  set  to 
roll  out  Newton  software  that  allows  re- 
altors to  access  property  information  in- 
stantly. The  assessment  based  on  tests 
so  far?  "In  price  and  performance,  New- 
ton has  proven  to  be  the  best"  data-col- 
lection device,  says  Bob  Goldberg,  PRC's 
marketing  vice-president. 

Meanwhile,  Wayne  Gray,  a  Claremont 
(111.)  corn  and  soybean  grower,  is  one 
of  about  100  farmers  testing  Newton  in 
the  field— to  track  plantings,  fertilizers 
used,  results,  yields,  and  forecasts  of 
profitability.  "It's  not  perfect,"  says  Gray. 
"But  it's  a  whole  lot  better  than  some  of 
these  articles  on  the  negative  aspects." 

Positive  testimonials,  to  be  sure.  And 
if  Newton  is  to  be  reborn,  it  will  need 
many,  many  more. 

By  Kaihy  Rebello  in  Cupertino,  Calif. 
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GATEWAY  2000  AT  PC  EXPO:  ONE  COMEBACK  STRATEGY  IS  TO  WOO  CORPORATE  SHOPPERS 


THE  PC  IS  NOT 
IN  THE  MAIL 


As  buyers  are  given  more  options,  catalog  sales  aren't  what  they  used  to  be 


The  boom  in  direct-mail  computer 
sales  has  gone  bust.  Just  two  years 
ago,  personal-computer  manufac- 
turers were  falling  all  over  themselves 
to  set  up  800  numbers  and  send  out 
product  catalogs.  They  were  trying  to 
break  into  the  hot  mail-order  business 
fueling  hypergrowth  at  such  PC  mar- 
keters as  Dell  Computer  Corp.  and  Gate- 
way 2000  Inc.  Even  conservative  corpo- 
rate PC  buyers  were  drawn  into  ordering 
PCs  sight  unseen  at  rock-bottom  prices. 
And  analysts  were  projecting  that  by 
1995,  as  much  as  30%  of  all  PC  purchases 
would  be  by  mail. 

No  more.  Mail-order  sales  are  crater- 
ing.  Unit  sales,  which  were  up  by  89%  in 
1992,  will  increase  by  18.7%  this  year 
and  just  8.9%  in  1996  (chart),  figures 
researcher  Computer  Intelligence  Info- 
Corp.  A  sign  of  the  stress  building  up  in 
the  business:  On  June  23,  Gateway, 
based  in  North  Sioux  City,  S.  D.,  an- 
nounced that  it  expects  to  take  an  $18 
million  to  $20  million  charge  for  excess 
inventory  in  the  quarter  that  ended 
June  30.  Despite  a  13%  jump  in  first- 
quarter  sales,  to  $616  million,  the  indus- 
try's leading  supplier  of  PCs  sold  by  mail 
got  stuck  with  systems  based  on  earli- 
er—and slower— versions  of  Intel  Corp.'s 
Pentium  chips. 

The  bust  in  mail-order  PCs  is  hitting 
manufacturers  just  as  the  overall  PC-in- 


dustry gi'owth  rate  has  started  to  fall. 
InfoCorp  estimates  growth  in  PC  ship- 
ments will  dip  to  10%  this  year,  down 
from  15%  in  1993.  Already,  signs  of  a 
slowdown  are  cropping  up:  Lotus  De- 
velopment Corp.  and  PC  distributor  Mer- 
isel Inc.  both  reported  disappointing  sec- 
ond-quarter earnings. 

Top-line  PC  makers  are  feeling  the 
mail-order  slump,  too.  "A  few  years  ago," 
says  Ross  A.  Cooley,  senior  vice-presi- 
dent for  Compaq  Computer  Corp.,  "we 
were  arguing  whether  direct  sales  would 
be  50%  of  the  [entire 
PC]  market."  But  now, 
with  retail  and  dealer 
sales  booming,  mail- 
order represents  just 
3%  of  Compaq's  $7.2 
billion  in  sales. 

IBM  hasn't  fared 
much  better.  Richard 
Zwetchkenbaum,  PC 
analyst  for  market  re- 
searcher Internation- 
al Data  Corp.,  says 
Big  Blue's  Ambra  Computer  Corp.  mail- 
order subsidiary  isn't  profitable,  although 
he  figures  it's  only  "a  minor  drain"  on 
earnings.  In  February,  IBM  folded  Am- 
bra's  European  arm,  and  analysts  say 
the  U.  S.  unit  could  be  dismantled,  too. 
G.  Richard  Thoman,  the  IBM  senior  vice- 
president  who  took  over  PCs  in  Janu- 


MAiUORDER  PC 
BLUES 


ary,  won't  discuss  Ambra's  earning.'- 
future.  He  says  he  has  been  focu^> 
on  stemming  market-share  lossesr.i 
IBM's  main  PS/2  and  ValuePoint  linesi 
don't  think  I've  spent  an  hour  on  Am4j 
since  I've  been  here,"  Thoman  says. 

So  what  happened  to  the  boon" 
mail-order  business?  Price  wars,  sh 
er  product-development  cycles,  and  : 
er  chips  hit  hard.  At  one  time, 
overhead  and  toll-free  order  lines  g 
mail-order  companies  "an  immense 
vantage,"  says  Seymour  Merrin,  pr 
dent  of  consultant  Merrin  Informa 
Services  Inc.  But  PC  makers  got  v 
fast.  "Once  you  take  away  the  p 
advantage,  buying  direct  doesn't  so 
quite  so  good  to  customers,"  expl 
Compaq's  Cooley.  There  also  usee 
be  fewer  good  shopping  options  fo: 
buyers.  Now,  choices  abound 
Sears  to  computer  superstores  sucl 
CompUSA. 

NOT  DEA9  YET.  What's  more,  mail-oi 
companies  used  to  be  able  to  get  a  ji 
on  adding  the  latest  technology  to  t 
machines.  Now,  every  PC  compan; 
pushing  hard  to  quickly  adopt  new  t 
nology  into  its  machines,  says 
Zwetchkenbaum. 

Still,  the  mail-order  business  is 
from  dead.  Dell  and  Gateway  are  tal 
steps  to  improve  their  performa 
Dell,  the  first  darling  of  mail-order, 
invested  in  new  inventory-control 
terns  that  help  slash  prices  and 
more-powerful  systems  out  faster.  S 
Joel  J.  Kocher,  president  of  worldv 
sales  for  Dell:  "We're  very  serious  al 
reemerging  as  the  leader  in  the  rrl, 
order  business." 

Meanwhile,  Gateway  is  planning; 
expand.  It  hopes  to  lure  customers 
offering  new  subnotebook  PCs,  dcve 
ing  its  European  operations,  am  i  i{( 
after  more  corporate  customers,  i ' 
tactic:  At  PC  Eji 
the  personal-corn]  t 
er   convention  ttt 
started  June  28ii 
New  York  City,  Ge- 
way  shelled  out  f(  i 
big  stand,  its  fji 
ever  at  such  a  gS 
ering.  The  goal:  « 
its  distinctive  Holsiii 
logo  to  catch  the 
of  some  of  the  ( i- 
mated  110,000  cofr 
rate  buyers  wandering  the  floor.  "Tl^f 
is  no  fundamental  reason  why  direct?- 
sponse  can't  grow,"  says  Gateway  > 
Ted  Waitt.  But  with  the  mail-order  t=i 
ness  so  tough.  Gateway  knows  it 
has  to  cultivate  greener  pastures. 

By  Paul  M.  Eng  in  New  York, 
Peter  Burrows  in  Dallas 
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Rockwell  has  earned  its  wings 
with  everv  maior  airline  on  Earth. 

■SBB||Fk\ 

^^^^  jH^^^^^^^^^^^^^^^^^^I 

1!  leading  commercial  carriers 

Collins  avionics  systems  from 

becoming  number  one  in  plant 

fly  with  our  Collins  avionics. 

Rockwell  let  airliners  communi- 

floor automation  in  North  America. 

cate  by  satellite.  Reduce  crew 

Providing  the  commanding  share 

workload.  And  alert  pilots  to 

of  U.S  military  GPS  navigation 

nearby  aircraft.  Around  the  world, 

receivers.  Or  managing  35  million 

more  than  525  airlines  rely  on  our 

calls  a  day  as  a  leader  in  telephone 

avionics.  As  do  most  commercial 

switching  systems. 

and  business  aircraft  builders. 

Rockwell  is  a  leader  in  each 

In  fact,  all  our  successes  in 

of  its  many  markets.  Constantly 

electronics  are  driven  by  what 

earning  its  wings  by  providing 

we  call  a  restless  dissatisfaction 

down-to-earth  answers  to  diverse 

with  the  status  quo.  Whether  it's 

customer  needs. 

^1^  RockweH 
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CANMCC 
PAY  THE 


A  jury  award  and  unhappy  members  may  leave  the  consortium  strapped 


Twelve  years  ago,  in  what  remains 
a  remarkable  attempt  at  collabo- 
ration, 10  U.  S.  companies  agreed 
to  combat  Japan's  gi'owing  challenge  in 
high  technology  by  forming  a  privately- 
funded  research  consortium.  Called  Mi- 
croelectronics &  Computer  Technology 
Corp.— MCC  for  short— the  consortium 
promised  to  leverage  America's  lead  in 
basic  computing  technologies. 

Some  $500  million  later,  Austin-based 
MCC  has  yet  to  live  up  to  that  expecta- 
tion. Its  mandate  to  share  the  fruit  of 
risky  long-term  research  has  been  di- 
luted amid  short-term  commercial  in- 
vestments. Boeing  Co.  has  dropped  out, 
citing  lackluster  returns  on  its 
investment.  Honeywell  and 
Bellcorp  have  reduced  fund- 
ing. Others  among  the  92 
members  have  criticized  much 
of  MCC's  research  as  inconse- 
quential. The  group,  whose 
budget  has  shrimk  to  $40  mil- 
lion from  $65  million  a  few 
years  ago,  has  a  book  value 
of  just  $5.3  million. 
"DEATH  BLOW?"  Now,  MCC  fac- 
es its  most  severe  test  ever. 
On  June  22,  an  Austin  jury 
awarded  $26.8  million  to  Car- 
men Burns,  55,  an  inventor 
who  claimed  the  consortium 
and  a  company  it  partly  owns 
stole  trade  secrets.  MCC  hasn't 
decided  if  it  will  appeal  the 
judgment  and  is  still  negotiat- 
ing with  its  insurance  carrier 
over  reimbursement.  Burns's 
attorney  says  the  insurer's  li- 
ability may  total  $17  million. 
Even  so,  it's  not  clear  that 
MCC  can  survive  the  financial 
hit.  "This  [verdict]  clearly 
could  be  a  killer.  It  could  be  a 
death  blow  to  MCC,"  says  re- 
tired Navy  Admiral  and  for- 
mer CIA  honcho  Bol)by  Ray 
Inman,  MCC's  founding  CEO, 
who  left  in  1986. 

Some  investors  and  outsid- 
ers blame  MCC's  decline  on 
Craig  I.  Fields,  who  resigned 
abruptly  as  CEO  this  spring. 
During  four'  years  in  the  job, 
he  de-emphasized  software  re- 
search in  favor  of  easily  com- 


mercialized projects.  In  1992,  for  instance, 
he  launched  MCC  Ventures  Inc.,  which 
tries  to  speed  MCC's  innovations  to  mar- 
ket by  backing  startups  with  financial, 
technical,  and  administrative  support. 

Although  some  of  MCC  Ventures'  ef- 
forts paid  off,  they've  left  the  consortium 
in  a  muddle.  Some  investors,  fiaistrated 
by  poor  research  results  in  computer 
architecture,  software,  and  packaging 
technology,  have  withdrawn  their  fund- 
ing. "It  has  been  very  difficult  to  trans- 
fer much  of  that  technology  to  the 
[member]  companies,"  says  David  V. 
Gibson,  a  senior  research  fellow  at  the 
IC2  Institute  at  the  University  of  Texas 


MCCSSAGA 


1 982  Microelectronics  &  Computer  Technology  Corp. 
is  founded  in  Austin  with  retired  Navy  Admiral 
Bobby  Ray  Inman  as  CEO. 

1987  Annual  budget  peaks  at  $65  million. 

1990  Craig  I.  Fields,  former  director  of  the  Pentagon's 
Defense  Advanced  Research  Projects  Agency, 
becomes  MCC's  president — and  CEO  a  year  later. 


1992 


1993 


1994 


Fields  forms  MCC  Ventures  Inc.  to  assist  fledgling 
companies  with  financial  and  technical  support. 

Boeing  drops  out  of  the  consortium,  citing  lacklust- 
er return  on  investment.  Other  members,  among 
them  Bellcorp  and  Honeywell,  curtail  MCC 
funding. 

Annual  budget  shrinks  to  $40  million,  and  re- 
search staff  is  down  15%  from  its  1988  peak.  Fields 
resigns  this  spring.  Three  weeks  later,  a  Texas  jury 
finds  an  MCC  subsidiary  guilty  of  stealing  trade 
secrets.  The  award:  $26.8  million. 


who  co-authored  a  book  about  MCC. 
siders  say  that  board  members  finj 
decided  that  too  many  resources  w 
being  siphoned  off  by  the  venture 
pressed  for  Fields's  resignation.  Fi( 
didn't  return  calls,  and  MCC  offic 
wouldn't  comment. 

In  the  meantime,  though,  inven 
Burns  sued  RTB  Technology  Inc.,  a  con 
ny  407o-owned  by  MCC  Ventui'es.  In 
October,  1993,  suit,  he  claimed  that  Ei 
ry  Garth,  his  former  partner  and  R' 
founder,  had  kept  drawings  of  Bun 
cube-like  memory  device  and  then  teai 
with  MCC  to  market  the  same  idea, 
also  claimed  that  MCC  and  RTB  lib( 
him  by  suggesting  he  had  improp( 
used  trade  secrets.  The  jury  sided 
Bui'ns,  who  now  says:  "I  feel  vindica 
It's  a  difficult  situation  to  have  pe( 
call  you  a  thief."  Neither  Garth  nor  his 
torney  could  be  reached  for  comment 
SHALLOW  POCKETS.  Some  MCC  memt 
say  they  are  concerned  about  the 
pact  the  judgment  could  have  on 
consortium.  But  that  doesn't  mean  t 
are  about  to  pay  the  bill 
don't  think  that  we  are  i 
gated  [to  help  MCC],"  says 
ry  Krinke,  manager  of  q 
ity  and  technology  in  ma 
facturing  for  Computing 
vices  International.  "We're , 
shareholders."  Says  anotj 
member:  "Our  only  obligall 
to  MCC  is  research  fundi] 
not  legal." 

That  means  MCC  mayl 
hard  pressed  to  come  up  vj 
even  part  of  the  jury  awa 
And  it  will  make  John  [ 
McRary's  job  all  the  tougll 
McRary,  formerly  vice-chl 
man  and  executive  vice-prl 
(lent  of  Science  Applicatif 
International  Corp.,  becoil 
MCC's  CEO  on  July  18.  Onej 
challenge:  re.storing  the 
rale  of  his  research  st 
which  some  say  suffered! 
cause  of  Fields's  abrasive  nl 
agement  style  and  his  re(f 
tion  of  funding. 

That  won't  happen  if 
McRary  can't  find  cash.  In  li; 
end,  the  consortium's  fufe 
may  rest  on  his  ability  toe- 
pair  relations  with  investo- 
a  prickly  task.  "I  wouldn'l'ie 
moving  to  Austin  if  I  thotW 
MCC  had  any  problems  t|t 
were  insurmountable,"  W 
says.  He  may  find  a  t* 
though,  once  he  arrives. 

By  Stephanie  Anderson 
est,  with  Peter  Burrowsiti 
Dallas 
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A  Message  On  The  Risk  Of  Moving  To 

Client/Server  Without  A  Complete 
Set  Of  Tools.  Brought  To  You  By  The 
Only  Company  To  Offer  One. 


Some  businesses  are  choosing  a  perilous  route  to 
ent/server  technology.  By  partnering  with  companies 
at  don't  offer  all  the  tools  necessary  to  make  this 
msition,  they  risk  making  a  huge  investment  that 
Is  to  take  them  where  they  need  to  go. 

Which  is  why  you  should  know  about  Cognos'.  We 
;  the  only  company  to  offer  a  complete  set  of  tools  to 
ild  and  deploy  client/server  applications. 

At  the  forefront  of  our  product  line  are  our 
plication  development  tools,  PowerHouse'  and  AxiantT 
ir  second-generation  client/server  tool.  Both  enable 
velopers  to  quickly  create  powerful  high-performance 
plications. 

We  also  offer  Impromptu*  and  PowerPlay",  our 

^1994  Cognos.  Incorporated  Cognos,  PowerHouse,  Impromptu,  and  PoweiPlay  ari?  registered  Irademarks,  and  ^\l 


Windows-based  data  analysis  and  reporting  tools  that 
empower  everyone  in  your  organization  by  helping  them 
retrieve  and  analyze  the  information  they  need  to  make 
informed  business  decisions.  And  these  tools  support 
leading  databases  like  ORACLE,  Sybase,  and  InterBase. 

When  it  comes  to  client/server  technology,  it's 
not  simply  a  question  of  crossing  that  bridge  when  you 
come  to  it.  It's  a  question  of  finding  a  strong,  stable 
bridge.  Cognos. 

For  more  information  or  a  free  copy  of  our  extensive 
white  paper,  "Building  and  Deploying  Applications  in  the 
'90s,"  call  1-800-223-2321, 
extension  6302.  In  Canada, 
call  1-800-361-3163.  Tools  That  Build  Business 


trademark  of  Cognos  Corporation  All  others  are  the  property  of  the  respedive  irademark  holder 
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NATIONAL  MEDICAL 
PAYS  THE  PIPER 


ational  Medical  Enterpris- 
es cut  a  landmark  deal 
with  the  Justice  Dept.  on  June 
29  to  settle  charges  of  Medi- 
care fraud  and  conspiracy.  The 
agreement,  stipulating  pay- 
ments totaling  $363  million,  is 
the  largest  yet  in  the  Clinton 
Administration's  high-profile 
crackdown  on  health-care 
fraud.  As  part  of  the  accord, 
the  product  of  nine  months  of 
negotiations  with  Justice,  NME 
will  plead  guilty  to  illegally 
paying  care  providers  for  re- 
ferrals to  the  company's  psy- 
chiatric hospitals.  NME  will  pay 
an  additional  $16  million  in 
fines  to  resolve  other  claims 
in  28  different  states.  The  deal 


CLOSING  BELL 


APR  1,  '94 

A  DOLLARS  PER  POUND 


JUNE  28 


Soon,  the  price  of  your  morning 
Joe  may  itself  be  enough  to  snap 
you  awake.  An  unexpected  frost 
in  Brazil's  key  growing  regions 
sent  tfie  price  of  coffee  soaring 
34%  in  two  days,  to  $  1.70  per 
pound  byjune  28.  While 
damage  won't  be  tallied  until 
mid-July,  as  much  as  one-fifth  of 
Brazil's  crop  could  be  lost.  Even 
before  the  frost,  tight  supplies 
had  pushed  coffee  prices  up. 
"This  is  just  adding  a  lot  of  fuel  to 
an  already-burning  fire," 
declares  Merrill  Lynch  analyst 
William  O'Neill.  What's  next? 
Maybe  more  cold  weather.  The 
frost  season  in  Brazil,  the  world's 
largest  coffee  producer,  lasts 
until  ecrly  August.  Meantime, 
coffee  wholesalers  already  are 
raising  prices. 

DATA:  BLOOMBERG  FINANCIAL  MARKRS 


"will  signify  that  NME  is  taking 
full  responsibility  for  past  con- 
duct," says  Jeffrey  Barbakow, 
who  took  over  as  CEO  last 
year  to  straighten  out  the 
mess. 


AND  TNE  WINNER 
LOOKS  LIKE— CONSECO 


Upstart  Conseco  emerged 
to  outbid  GE  Capital  Ser- 
vices for  Kemper,  the  mutual- 
fund  and  insurance  outfit.  Al- 
though Kemper  directors  took 
just  three  days  to  accept  Con- 
seco's  $2.68  billion  deal  on 
June  26,  not  everyone  is 
cheering.  Kemper  shares 
closed  on  June  29  at  601^,  well 
below  the  $67-per-share  val- 
ue of  Conseco's  cash-and-stock 
offer.  Some  analysts  question 
the  management  knowhow  of 
Stephen  Hilbei't,  the  charis- 
matic chairman  of  Conseco. 
Others  won-y  about  the  lower 
ci'edit  rating  that's  likely  to 
be  conferred  on  the  debt- 
saddled  combined  company, 
which  would  go  by  the  Kem- 
per name. 


BELL  AND  NYNEX 
COMBINE  CELLS 


eet  the  new  cellular  be- 
hemoth. Bell  Atlantic 
and  NTxNfEX  were  scheduled  to 
announce  on  June  30  that 
they  will  combine  their  cellu- 
lar-phone businesses  to  form 
an  18-state  giant  that  will 
I'ank  second  in  potential  cus- 
tomers only  to  a  merged 
AT&T-McCaw  Cellular.  The  as- 
yet-unnamed  outfit  will  cov- 
er a  territory  with  55  million 
potential  customers  stretch- 
ing from  Maine  to  South  Car- 
olina, plus  two  western  states. 
Together,  the  operations  top 
$1.2  billion  in  annual  rev- 
enues. Although  it  will  be 
wholly  owned  in  a  62%-38% 
arrangement  dominated  by 
the  bigger  Bell  Atlantic,  going 
public  is  an  eventual  option, 
says  Bell  Atlantic  Chief  Op- 
erating Officer  Lawrence  Bab- 
bio  Jr.  So  is  entering  the  mai'- 
ket  for  personal  communi- 
cations services,  or  PCS. 


NEW  DRIVER  ATOM 


Another  bean  counter 
moves  ahead  in  a  busi- 
ness once  run  by  car  guys. 
On  June  28,  Richard  Wagon- 
er, General  Motors'  CFO  and  a 
confidant  of  Chief  Executive 
Jack  Smith,  was 
named  to  head  the 
company's  core 
North  American 
auto  business. 

Wagoner  is 
the  prototype 
of  the  young 
quasi-outsiders 
now  running  the 
auto  maker.  Like 
many,  he  began  in  the 
New  York  treasurer's  office, 
hired  there  in  1977  after  re- 
ceiving his  Harvard  MBA.  But 
he  spent  most  of  his  career 
overseas— working  as  finance 
vice-president  in  Europe  un- 
der Smith,  then  heading  GM's 
extremely  successful  Brazil- 


ian operation.  (A  Duke  al 
nus  and  die-hard  basket 
fan,  he  monitored  the  1 
college  championship 
phone  from  South  Ameri 
Promoted  to  CFO  in 
1992,  Wagoner  over 
the  effort  to  shi 
GM's  yawr 
pension  de: 
and  begin 
storing 
company's  c 
ibility  with  1 
Street.  He  i 
has  had  to  sot 
suppliers  riled 
tumultuous  former 
chasing  chief  J.  Ignacio  L6; 
The  Spaniard's  price 
have  stuck.  What  hasn' 
health-nut  Lopez'  ban  on  j 
food:  Wagoner  delights 
serving  Twinkles  at  s 
meetings. 

By  Kathleen  Ker 


MESA'S  ORNSTEIN 
FLIES  THE  COOP 


Jonathan  Ornstein,  the  36- 
year-old  dealmaker  who 
helped  build  Mesa  Airlines  into 
one  of  the  country's  most  suc- 
cessful regional  airlines,  is 
moving  on  to  head  Continental 
Airlines'  commuter  carrier. 
Continental  Express.  After  a 
string  of  successful  acquisi- 
tions, Ornstein  seemed  to  lose 
his  touch  in  recent  months: 
Thi-ee  deals,  including  a  poten- 
tial acquisition  of  Continental 
Express,  uni-aveled.  And  dis- 
appointing earnings  have 
more  than  halved  Mesa's  share 
price  since  March.  Ornstein's 
job  won't  be  any  easier  at 
Continental  Express:  The  car- 
rier lost  $70  million  last  year. 


TELEPHONE  BILLS 
ADVANCE  IN  CONGRESS 


The  House  of  Representa- 
tives passed  two  bills  on 
June  28  that  could  reshape 


the  telecommunications  in( 
try.  However,  the  meas 
face  tough  going  in  the 
ate.  One  of  the  bills  wouk 
low  local  telephone  and  c, 
companies  to  compete  hi 
on,  while  the  other  lets 
Bells  make  telephone  eq 
ment  and  sell  long-dist 
service.  In  the  Senate,  a 
sure  dealing  with  simila: 
sues  should  come  from  ci 
mittee  in  July.  Propon 
hope  for  passage  by  Aug| 
But  the  Bells,  who  call 
bill  inadequate,  have  voi 
to  kill  the  measure. 


ET  CETERA... 


►  Whopper  refund:  Aw 
will  get  $440  million  b 
from  the  IRS. 

►  Sheltered  life:  The  Clinl^ 
won't  pay  taxes  on  donat  e 
to  their  legal  defense  fimr 

►  Mexican  banker  Carlos  a 
bal  Peniche  will  pay  $1  bil»: 
for  Del  Monte  Foods. 

►  Harris  Trust,  the  late.st  r 
porate  derivatives  victim,  i' 
take  a  $33  million  charge. 
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dit  Lyonnais  USA.  An  American  Success  Story. 

2r  five  years  of  record  growth,  capped  by  our  most 
cessful  year,  our  recognition  as  a  partner  to 
erican  business  is  confirmed,  we  could  not  have 
ie  this  without  the  assistance  of  our  long-term 
Derate  relationships  we  have  listened  And  learned, 
a  reacted.  And  created  value-added  products 
1  services.  Our  strength  is  no  longer  simply  the 

/ver  of  a  global  bank  It  is  diversity  it  is  ^.  .^^^^  - 

CREDIT  LYONNAIS  AMERICAS  EUROPEAN  BANKER 

iptability  Qualities  that  are  truly  American.  ^ev^,  york  •  Chicago  •  los  angeles  •  Houston  •  san  francisco  •  Atlanta  •  miami  •  Dallas  •  boston 
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if  tlais  is  what 
as  relatively 


IS  IS  wnat  your  CEO  regards 

dxaraLle  m  it  mid  kt 

telroove  yovi  to  consider  Claevy. 


Sometimes  kis  stcDiJarJs  are  a       unrealistic.  But  the  fact  remains,  lies  still  the  hoss.  Well,  at  least 
there's  still  something  you  can  huy  for  the  company  that'll  impress  the  hig  guy.  A.  fleet  of  full-size  pickups 
from  Chevi/.  You  see.  Chevy  Trucks  are  still  the  most  JepenJahle,  longest-lasting  trucks  on  the  road  today. 
They  deliver  more  standard  horsepower  than  Fords.  They  have  the  hest  resale  value!  And  at  1/  city/ 
22  highway,  no  other  full-size  pickup  truck  gets  better  gas  mileage. 
So  call  the  nation  s  largest  Fleet  Sales  and  Service  organi- 
zation at  1-800-353-3807.  It  'll  enhance  your  own 
longevity  at  the  company. 


CjENUINE  C'hevrolkt' 


ll-l,n.-  Inak  .ompanv  reSislralu.ns  tHxcKuk  otK.r  GM  Jivis.ons  "EPA  numk-rs  lia^ej  c.n  1/2-ton  R.^ular-Cah  C1500  P.cL-up  w,tk  +.3L  engii 

llu-  rl,evr..kl  HmWem  arc  re^isli-reJ  IraJi-marks  aiul  CKevy  is  a  IraJemarl;  of  ik-  CM  Corp.  ©1994  GM  Corp,  All  Riglils  Reserved   BucUe  up,  Americ 
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IE  INCREDIBLE  SHRINKING 
■ALTH-CARE  PIAN 


iVashington's  war  over  health-care  reform  seems  nasty, 
utish,  and  endless,  be  warned:  You  ain't  seen  nothin'  yet. 
18  battles  are  getting  bloodier,  and  the  final  product  is 
<ing. 

2  Senate  Finance  Committee  was  supposed  to  be  the 
to  pull  together  a  bipartisan  package  for  fixing  the 

1  system.  But  the  panel's  pre-July  4th  political  fireworks 
that  a  consensus  bill  is  now  out  of  the  question.  True,  a 
group  of  six  committee  Republicans  and 
icrats  hammered  out  a  compromise,  but 
plan  has  little  hope  of  attracting  many 
votes  from  either  party.  So  the  House 
enate  are  preparing  for  a  steamy  summer 
will  pit  President  Clinton's  promise  of 
nteed  health-care  coverage  for  all  against 
harges  that  "Hillary  Care"  will  wreck  the 
:al  system  for  the  85%  of  Americans  who 
ly  have  insurance. 

MOPE.  As  the  spirit  of  cooperation  deteri- 
i,  the  odds  gi'ow  that  reform  will  be  min- 
Rather  than  overhaul  the  $1  trillion  health 
try,  lawmakers  will  narrow  their  focus 
ddle-class  voters'  fear  of  losing  insurance, 
problem  can  be  solved  largely  through  in- 
isive  changes  that  make  insurance  easier 
y  and  harder  to  lose.  But  such  fixes  won't 
medical  care  more  efficient  or  cheaper. 

3  Finance  panel  was  the  last  hope  for  bipartisanship, 
ess  leaders  and  Capitol  Hill  moderates  had  counted  on  its 
Lst  members  to  balance  Democrats'  demands  for  univer- 
)verage  with  Republicans'  refusal  to  saddle  employers 
the  tab.  But  the  rump  group— reflecting  the  rightward 
in  public  opinion— produced  a  plan  that  expands  coverage 
lying  solely  on  insurance  reforms  and  subsidies  for  the 
Even  if  their  coverage  target— 95%  of  the  population  by 
-is  missed,  the  compromise  wouldn't  force  individuals  to 
tisurance,  or  employers  to  pay  for  it. 


DOLE  HAS  AN  ALTERNATIVE 
TO  "HILLARY  CARE" 


Trouble  is,  few  are  buying  the  deal.  Dubbed  Clinton  Lite, 
it's  too  close  to  the  original  for  the  GOP  but  not  filling  enough 
for  Democrats.  Both  Chairman  Daniel  P.  Moynihan  (D-N.Y.) 
and  Senate  Minority  Leader  Bob  Dole  (R-Kan.)  undercut  the 
compromise  with  their  own,  hardly  more  popular  proposals. 

Out  of  this  chaos,  the  rump  group's  plan  might  emerge— but 
it  won't  survive  long  on  the  Senate  floor.  Majority  Leader 
George  J.  Mitchell  (D-Me.)  will  champion  a  far  more  sweeping 
bill  by  Senator  Edward  M.  Kennedy  (D-Mass.) 
that  puts  the  insurance  burden  on  employers 
immediately.  Republicans  will  counter  with  a 
stripped-down  set  of  insurance  reforms:  Dole's 
plan,  offered  June  29,  would  bar  insurers  from 
denying  coverage  to  people  with  preexisting 
conditions  and  would  require  policy  renewals. 

House  Republicans  could  be  happy  with 
Dole's  bill— but  might  be  even  happier  with 
nothing  at  all.  One  hardball  tactic:  play  to  vot- 
er fears  that  reform  will  cost  more  and  deliver 
less.  In  a  June  24  meeting  with  business  lobby- 
ists. House  Minority  Whip  Newt  Gingrich  (R- 
Ga.)  revealed  GOP  plans  to  give  a  sinister  cast 
to  Democratic  efforts  to  merge  massive  plans 
from  two  committees.  Gingrich  will  invite  radio 
talk-show  hosts— Clinton's  harshest  critics— to 
broadcast  from  outside  "the  secret  room"  where 
the  closed-door  talks  take  place.  The  GOP  will 
be  nearby  to  attack  what  Gingi'ich  calls  "an  act  of  corruption." 
He'll  also  demand  several  days  of  hearings  on  the  merged 
measure,  eating  up  critical  time  before  adjournment. 

Faced  with  such  guerrilla  tactics,  Clinton  confronts  a  tough 
choice:  Does  he  hold  out  for  sweeping  reform  and  risk  getting 
nothing  or  cave  in  to  the  opposition  and  accept  minimalist 
steps  as  a  downpayment  on  health-care  security?  With  GOP 
gains  expected  in  Congress  this  fall,  a  face-saving  retreat 
might  be  the  best  Chnton  can  hope  for  on  his  top  priority. 

By  Mike  McNamee 


TALWRAPUPI 


ITICS 


on't  look  now,  but  the  1996  Presi- 
dential campaign  is  well  under 
,  And  while  Senate  Minority  Lead- 
Job  Dole  (R-Kan.)  is  hogging  the 
nines  as  the  GOP  front-runner,  for- 
Tennessee  Governor  Lamar  Alex- 
ir  is  emerging  from  the  shadows  as 
ip-tier  contender.  George  Bush's 
cation  Secretary  is  doing  it  the 
iashioned  way:  with  shoe  leather 
grassroots  organization, 
lexander's  hustle  paid  off  on  June 
when  he  finished  a  surprising  see- 
to  Dole  in  a  straw  poll  at  Iowa's 
convention.  That  embarrassed  big- 
:e  rivals:  former  Housing  &  Urban 


Development  Secretary  Jack  Kemp, 
ex-Defense  Secretary  Dick  Cheney,  and 
former  Vice-President  Dan  Quayle. 

Iowa's  first-in-the-nation  caucuses 
are  crucial  for  would-be  Presidents. 
Alexander— with  growing  support 
among  Bush  moderates  and  Kemp  con- 
servatives—is on  the  path  another 
Southern  ex-governor  took  through 
Iowa  to  the  Pi'esidency:  Jimmy  Carter. 
Alexander  hopes  to  parlay  a  good  Iowa 
showing  into  primary  victories  in  New 
Hampshire  and  beyond.  But  that  may 
not  be  enough  to  win  in  '96,  because 
the  calendar  is  front-loaded  with  big- 
state  primaries.  Can  Alexander  raise 
the  bucks  and  boost  his  name  recogni- 
tion to  vie  with  the  party  stars? 


CONGRESS 


It's  either  a  profile  in  courage  or  po- 
litical suicide.  Retiring  budget  hawk 
Timothy  J.  Penny  (D-Minn.)  and  en- 
dangered political  species  Marjorie 
Margolies-Mezvinsky  (D-Pa.)  have  a 
plan  to  curb  the  holiest  entitlement, 
Social  Security.  They  want  to  raise  the 
retirement  age  to  70  by  2013,  limit 
cost-of-living  hikes  for  all  but  the  poor, 
and  end  the  practice  of  counting  Social 
Security's  surplus  to  cut  the  deficit. 
Margolies-Mezvinsky,  whose  last-minute 
vote  switch  was  key  to  passing  Clin- 
ton's '93  economic  plan,  is  badly  trail- 
ing her  GOP  foe,  and  her  plan  is  the  po- 
litical equivalent  of  a  "Hail  Mary"  pass. 


3TON  OUTLOOK 
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CHINA  I 


BEARS  ON  A 
RAMPAGE  IN  CHINA 


Markets  are  crashing — and  some  exchanges  have  shut  down 


On  the  trading  floor  of  the  Shang- 
hai Securities  Exchange,  many 
traders  spend  their  hours  star- 
ing at  the  ceiling.  These  days,  they 
haven't  much  else  to  do.  Less  than  a 
year  ago,  the  stretch  of  road  outside 
the  hulking  greystone  building  housing 
the  exchange  was  a  mob  scene  of  in- 
vestors fighting  for  a  chance  to  buy 
shares.  Now,  one  is 
more  likely  to  encoun- 
ter Western  back- 
packers checking  into 
a  nearby  low-budget 
hotel. 

Throughout  China, 
the  euphoric  buying 
mood  that  once  pre- 
vailed has  turned  cold 
sober.  Ti'ading  in 
stocks  is  anemic.  In- 
vestors in  overseas 
bonds  have  taken  a 
pounding.  Dozens  of 
futures  exchanges 
have  closed. 

While  markets 
worldwide  have 
slumped  this  year, 
the  drop  in  China  has 
been  especially  se- 
vere. That's  partially 
because  of  Vice-Pre- 
mier Zhu  Rongji's  tight-money  policies  to 
cool  off  the  overheated  economy.  Activ- 
ity has  nearly  ceased  on  many  exchang- 
es, where  corrupt  traders  have  become 
the  subject  of  a  government  crackdown. 
The  tm'moil  is  forcing  Chinese  officials  to 
reassess  their  management  of  capital 
markets.  "The  central  government  had 
to  issue  very  hard  economic  controls," 
says  Shanghai  Vice-Mayor  Xu  Kuangdi. 
"They  are  worried  about  a  bubble." 

The  misery  is  not  limited  to  China.  In 
Hong  Kong,  the  Hang  Seng  index,  which 
hit  a  high  of  12,201  in 
January,  has  floun- 
dered below  9,000  for 
weeks.  Gone  are  the 
days  when  anything 
labeled  a  "China  play" 
was  bid  up  to  dizzy- 


CHINA'S  MARKET  MESS 


EQUITIES  The  Shanghai  market 
is  down  two-thirds  this  year,  and 
trading  volume  has  fallen  75%. 
The  Shenzhen  market  is  also  in 
the  doldrums. 


ing  prices.  For  instance,  prices  for  Tian- 
jin  Bohai  Chemical  Industry  Corp.  have 
plunged  30%  since  they  started  trading 
in  May. 

The  task  of  restoring  order  is  made 
more  urgent  by  the  continuing  crisis  in 
the  state  sector.  Companies  that  had 
counted  on  booming  equity  markets  to 
buttress  their  finances  now  are  lowering 
their  sights.  Citing 
the  sluggish  market, 
Shanghai  Petrochemi- 
cal Complex  recently 
said  it  was  indefinite- 
ly postponing  its  long- 
planned  $25  million 


offering  in  Shanghai,  and  local  office 
have  lowered  their  target  for  new  cii- 
tal  to  be  raised  this  year  by  65%,  o 
about  $230  million.  Analysts  predict  m 
jing  will  have  to  slow  the  planned  fl(»| 
tions  of  an  additional  22  compani^ 
ranging  from  railroads  to  airlines,  .j?! 

The  downturn  is  sure  to  slow  effci^ 
to  create  new  markets  across  Chit; 
Dozens  of  new  commodity  exchangji 
which  had  been  a  cornerstone  in  fi 
move  toward  market  pricing  of  1| 
goods,  already  have  been  plagued  |; 
scandal.  Investigators  have  found  tvacM 
siphoning  deposits  to  Hong  Kong  ti'. 
rigging  computers  to  show  phony  d;{i 
In  late  June,  investigators  raided  Shafi 
hai  traders  suspected  of  losing  hundre; 
of  millions  of  dollars  speculating  on  sj. 
tegic  metals  overseas.  Authorities 
have  closed  the  Beijing  Petroleum  j- 
change  and  banned  trading  in  futui 
of  everything  from  sugar  to  steel.  *■ 
SILVER  LINING.  So  far,  high-profile  svj- 
dies  have  not  hit  the  stock  markets,  t 
there  have  been  enough  shenanigan.'se 
make  investors  wary.  Public  compai 
have  often  been  more  generous  to  ( 
nese  shareowners  than  to  foreigm 


COMMODITIES  The  Beijing  Pe- 
troleum Exchange  is  closed,  and 
futures  trading  is  banned  in 
everything  from  sugar  to  steel.  In- 
vestigators are  cracking  down  on 
corruption. 


OVERSEAS  LISTINGS  Foreign  in 
vestors  have  soured  on  Chinese 
"red  chips,"  forcing  state-run 
companies  to  rethink  their  financ- 
ingplqns,  . 
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CRASH  MAY  PROD 
AUTHORITIES  TO 
MOVE  FASTER  IN 
SETTING  UP  NEW 
REGULATIONS 
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mentality  is  to  serve  the  interests 
:al  investors,"  charges  Brian  Leung, 
ng  Kong-based  analyst  at  W.  I.  Can- 
East)  Ltd. 

16  silver  lining  is  that  Chinese  in- 
Drs  haven't  become  so  jaded  that 
distrust  all  new  markets.  While  the 
Let  for  China's  overseas  bonds  looks 
c,  domestic  bonds  are  thi'iving.  In 
last,  few  investors  would  touch  them 
ise  they  were  illicjuid  and  paid  al>out 
the  rate  of  inflation.  But  now  that 
government  has  made  it  easier  to 
?  bonds  on  secondary  markets  and 
pegged  yields  to  inflation,  it  has 
id  nearly  $11  billion  worth— triple 
/ear's  level— with  minimal  coercion, 
r  the  right  deal,  money  managers 
there  still  is  interest  among  foreign 
jtors.  Billions  have  been  amassed 
'ect  investment  funds  by  such  com- 
!S  as  GE  Capital  Corp.  and  Goldman 
s.  American  Standard  Inc.,  for  ex- 
e,  raised  $83  million  in  May  from 
^n  institutions  for  a  Chinese  joint 
ire  to  make  bathroom  fittings.  "The 
deals  that  make  sense  are  long- 
ones  that  are  negotiated  privately," 
Keith  W.  Abell,  managing  partner 
■avelers'  Greenwich  Street  Capital 
lers  Inc.  in  Hong  Kong, 
key  test  for  China  stocks  will  come 
this  year  when  some  of  the  sound- 
rospects,  including  China  Southern 
les  and  Shandong  Huaneng  Power 
lopment  Co.,  attempt  to  list  in  New 
.  Meanwhile,  Chinese  authorities 
rying  to  figure  out  ways  to  restore 
own  markets.  Half  of  China's  state 
prises  are  sinking  further  into  debt, 
lated  to  total  $20  billion.  Finding 
capital  is  urgent  for  Beijing,  which 
tepped  up  subsidies  to  avert  bank- 
;ies  and  layoffs. 

IDENCE  BUILDING.  Market  officials 
hat  the  crash  will  help  them  move 
r  on  setting  up  a  regulatory  fi^ame- 
for  stocks  and  commodities.  In  fu- 
,  where  there  are  some  500  under- 
id  trading  houses,  the  government 
3  to  require  that  all  trading  be  done 
ficially  sanctioned  exchanges  with 
num  capital  recjuirements,  at  least 
11-time  brokers,  and  adequate  tele- 
lunications  facilities.  The  govern- 
also  is  stepping  up  work  on  laws 
ating  trading. 

t  rebuilding  confidence  will  take 
After  playing  the  market,  Shang- 
ictory  worker  Xu  Kangyi  lost  more 
$2,300— about  four  months'  pay.  Xu, 
as  been  forced  to  sell  at  a  loss  just 
t  by.  "It's  like  slashing  the  meat  off 
lones,"  he  says  bitterly.  Regulators 
lave  their  work  cut  out  convincing 
:hat  the  market  is  safe. 
'  Pete  Engardio  and  Dave  Lindorff 
mg  Kong,  tvith  Willicmi  J.  Holstein 
langhai 


BRITAIN  I 


'I  DIDN'T  WANT  TO  KEEP 
IIVING  LIKE  THIS' 


Reed  Elsevier's  Peter  Davis  hoped  to  run  his  own  show — so  he  quit 


Peter  Davis  looms  larger  than  life 
in  the  recent  history  of  Reed 
International  PLC.  First  the  6-foot, 
3-inch  executive  transformed  the  Lon- 
don-based company  from  an  underper- 
forming  conglomerate  to  a  highly  fo- 
cused publisher  of  books  and  specialty 
magazines  such  as  Variety,  Modern 
Bride,  and  New  Scientist.  Then  he 
played  a  key  role  in  negotiating  Reed's 
1993  merger  with  Elsevier,  the  vener- 
able Dutch  publisher  of  science  text- 
books and  high-priced  reference  works. 
The  result  was  Reed  Elsevier  PLC, 
one  of  the  world's  10  biggest  publish- 


ing houses  with  $4.3  billion  in  revenues. 

But  Davis'  strong  drive  for  leader- 
ship also  helps  explain  his  sm-prise  resig- 
nation on  June  27.  At  the  time  of  the 
merger,  Davis  had  been  promised  the 
sole  chairmanship  when  his  Dutch  co- 
chairman,  Pieri'e  Vinken  of  Elsevier,  re- 
tires in  1995.  Instead,  after  months  of 
heated  discussion,  the  board  in  June  de- 
cided that  Reed  Elsevier  should  be  man- 
aged collectively  by  a  four-person  execu- 
tive committee,  half  Dutch  and  half 
British.  Davis  and  another  executive 
would  oversee  strategy  and  corporate 
communications,  while  the  committee's 
two  other  members  would  supervise 
day-to-day  operations. 

That  meant  the  52-year-old  Davis 
wouldn't  get  the  chance  to  run  his  own 
show.  "There  wasn't  blood  on  the  car- 
pet," he  maintains.  "It  was  more  of  a 
feeling  that  I  didn't  want  to  keep  living 
like  this."  In  the  end,  the  more  collec- 


tive, Dutch  way  triumphed  over  the  An- 
glo-American model  of  a  single  top  exec- 
utive. Ian  Irvine,  the  Briton  who  has 
replaced  Davis  as  co-chairman,  concurs 
that  Davis'  belief  in  the  need  for  a 
.strong  company  leader  didn't  jibe  with 
the  "more  collegial  style"  of  the  Dutch. 

Davis'  resignation  comes  at  a  crucial 
time,  just  as  Reed  Elsevier  is  pondering 
an  even  deeper  plunge  into  the  U.  S. 
market,  which  already  accounts  for  a 
third  of  revenues.  The  Anglo-Dutch  com- 
pany is  considering  one  of  two  potential 
U.  S.  acquisitions:  Ziff  Communications 
Co.,  puljlisher  of  computer-industry  mag- 
azines, which  could  cost  some  $2 
V)illion,  or  Mead  Corp.'s  Lexis/Nex- 
is  information  service,  which  is  ex- 
pected to  sell  for  $1  billion.  Reed 
Elsevier  already  paid  $417  million 
last  year  for  Official  Airline 
Guides,  the  U.  S.  publisher  of  air- 
line schedules.  And  it  took  a  49% 
interest  in  the  American  Booksell- 
ers Ti-ade  Exhibit  &  Convention,  a 
trade-show  company. 
RISK-TAKER.  Even  with  Davis  gone. 
Reed  Elsevier  managers  remain 
keenly  interested  in  picking  up  Ziff 
or  Lexis/Nexis.  Yet  Davis'  zest  for 
big-game  hunting  is  one  reason 
some  analysts  are  relieved  he 
moved  on.  They  worried  that  Da- 
vis would  not  stop  with  a  big  ac- 
quisition such  as  Ziff,  especially  af- 
ter the  more  conservative  Vinken 
retired.  "There  was  an  element  of  risk 
for  investors  when  Vinken  left,"  says 
Alastair  Smellie,  a  media  analyst  with 
Lehman  Brothers  Inc.  in  London.  Sourc- 
es close  to  the  company  also  say  there 
was  a  rift  over  Reed  Elseviei-'s  expan- 
sion into  electronic  publishing,  with  Da- 
vis arguing  to  push  ahead  more  quickly. 

The  company,  for  its  part,  denies  that 
disagi'eements  over  the  company's  strat- 
egy had  anything  to  do  with  Davis'  res- 
ignation. Says  Irvine:  "It  was  purely  a 
personal  decision."  Whatever  the  case. 
Reed  Elsevier-  can  withstand  a  little  ex- 
ecutive-suite turmoil  for  now.  With  pre- 
tax profits  up  30%,  to  $828  million  last 
year,  its  immediate  prospects  look  larg- 
er than  life,  with  or  without  Davis.  The 
big  question  is  whether  the  Dutch  ap- 
proach to  management  will  prove  nimble 
enough  to  exploit  the  best  prospects 
when  they  appear. 

By  Julia  Flynn  in  London 
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Why  stick  your  neck  out  on  a  plain  paper  fax  machine  that  uses  stone  age  technology? 


r 


Not  all  plain  paper  fax 
machines  that  are  new  on 
the  outside  are  new  on 
the  inside.  Only  one  com- 
pany uses  the  latest  laser 
technology  in  every  plain 
paper  fax  machine  it 
makes:  Mita.  Why  risk 
your  neck  on  anything  else? 
CaU  1-800-ABC-MITA. 
The  times  demand... 


iternational  Outloo 


EDITED  BY  STANLEY  REED 


iPAN'S  NEW 
AY  JUST  MAKE  MATTERS  MESSIER 


was  perhaps  the  strangest  and  most  disquieting  twist  that 
ipan's  recently  tumultuous  pohtics  has  produced  since 
'orld  War  II.  Late  on  June  29,  the  country's  parliament 
ed  the  nation  by  electing  a  dark-horse,  hard-left  Socialist 
ime  Minister.  Tomiichi  Murayama,  wild-eyebrowed  chair- 
of  the  Japan  Socialist  Party,  won  a  rare  and  unexpected 
n.  runoff  against  former  Prime  Minister  Toshiki  Kaifu. 
e  decisive  votes  came  from  the  conservative  Liberal  Dem- 
c  Party,  which  mled  Japan  for  38  years  until  mid- 1993  and 
icades  ridiculed  the  Socialists,  who  haven't 
I  Prime  Minister  since  1947.  The  coun- 
TV  networks  were  so  unprepared  that 
had  no  analysts  on  hand  to  interpret  the 
.  for  viewers. 

e  best  that  can  be  said  about  Murayama's 
ion  is  that  it  fills  a  worrisome  void  creat- 

the  resignation  of  Prime  Minister  Tsuto- 
[ata  and  his  Cabinet  on  June  25  in  the 
3f  a  no-confidence  motion  introduced  by 
DP.  World  leaders  were  wondering  which, 
^  of  Japan's  senior  officials  would  repre- 
t  at  the  Group  of  Seven  Summit  July  8-10 
,ples,  Italy.  Now  they  know.  But  dramat- 
icy  differences  between  the  Socialists  and 
,DP  portend  even  more  tumult  and  are 

to  undercut  Murayama's  ability  to  speak 
much  authority  at  the  summit. 
5UN  MARRIAGE.  Indeed,  Murayama  could 
'ate  new  friction  with  the  U.  S.  if  he  stays  for  long.  The 
lists,  for  example,  fiercely  oppose  the  kind  of  tax  reform 
narket  openings  the  LDP  and  the  U.  S.  back  to  revive 
I's  economy.  Murayama's  crowd  also  harbors  much  warm- 
elings  toward  North  Korea  than  the  LDP  and  almost 
rone  else  in  Japan. 

ere  is  little  reason  to  think  the  currency  crisis  that  has 
the  dollar  pummeled  by  the  yen  will  end  soon.  Japan's 
I  surplus  is  continuing  to  pile  up,  and  traders  think  that 


MURAYAMA  COULD  GENERATE 
NEW  CONFLICTS  WITH  THE  U.S. 


Murayama  is  a  poor  bet  to  do  anything  about  it.  "This  is 
clearly  a  good  reason  to  sell  dollars,"  says  Michael  R.  Rosen- 
berg, manager  of  international  fixed-income  research  at  Mer- 
rill Lynch  &  Co. 

Of  course,  Murayama's  tenure  in  office  may  turn  out  to  be 
brief.  The  LDP-Socialist  alliance  is  little  more  than  a  shotgun 
marriage  that  presages  further  instability.  The  two  parties 
are  going  to  have  a  tough  time  even  forming  a  Cabinet.  And 
several  key  LDP  leaders,  including  former  Prime  Ministers 
Kaifu  and  Yasuhiro  Nakasone  and  former  For- 
eign Minister  Michio  Watanabe,  bolted  the 
LDP  voting  block  out  of  disgust  at  their  party's 
cynical  ploy  to  regain  power  on  the  back  of  its 
age-old  enemy. 

SHOCK  THERAPY.  These  renegade  LDP  king- 
pins particularly  worry  that  the  new  coali- 
tion will  seek  early  national  elections  before 
electoral  districts  are  redrawn  under  a  popular 
political  reform  program  adopted  recently. 
Such  a  move  would  fiulher  alienate  Japan's  al- 
ready jaded  voters,  the  renegades  fear. 

Still,  some  enemies  of  the  victorious  alliance 
are  welcoming  the  LDP-Socialist  deal  as  a  shock 
that  will  outrage  the  populace  and  restore  mo- 
mentum to  the  stalled  reform  process.  "We 
feel  that  Japanese  people  should  be  praising 
politicians  for  helping  to  speed  the  flow  of  polit- 
ical change,"  said  Kozo  Watanabe,  a  leader  of 
the  reformist  Japan  Renewal  Party,  on  television.  His  party  is 
led  by  Ichiro  Ozawa,  Japan's  most  celebrated  political  visionary 
and  power  broker,  who  is  seeking  a  dramatic  realignment. 

The  reformers  would  like  to  see  Murayama's  government 
last  only  a  few  months— just  long  enough  to  complete  the 
redistricting  that  will  hurt  both  the  Socialists  and  the  LDP. 
They  hope  that  new  elections  will  then  lead  to  a  two-party 
system  that  might  help  restore  Japanese  politics  to  sanity. 

By  Robert  Neff  in  Tokyo 
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ADA-CUBA  DEAL 


ompanies  in  the  U.  S.  can't  cut 
deals  with  Cuba  because  of  the  em- 
?o,  but  Canadians  are  rushing  in.  In 
of  the  biggest  moves  yet,  Canada's 
rritt  Inc.  signed  a  tentative  con- 
t  with  Cuba's  General  Nickel  Co.  to 
1  a  jointly  owned  company  to  mine, 
ne,  and  market  Cuba's  rich  nickel 
cobalt  reserves.  The  new  joint 
ture  would  include  Sherritt's  Al- 
ta  refinery,  a  Cuban  processing 
it,  and  access  to  Cuban  mines  with 
ugh  reserves  to  supply  operations 
an  estimated  50  years.  Through  its 
lada  Northwest  Energy  Ltd.  unit, 
rritt  is  also  involved  in  oil  produc- 


tion and  exploration  in  Cuba  and  re- 
cently announced  a  new  find  in  the 
Bay  of  Cardenas  east  of  Havana. 

ANTITRUST  WIMPS  

exico's  Federal  Competition  Com- 
l  mission  issued  its  first-ever  find- 
ings against  companies  for  their 
monopolistic  practices.  Twenty  compa- 
nies were  named,  led  by  eight  financial 
institutions  that  were  charged  with 
collaborating  in  auctions  of  government 
Treasury  certificates.  But  total  fines 
only  added  up  to  about  $750,000-not 
much  of  a  deterrent.  None  of  Mexico's 
quasi-monopolies,  such  as  entertain- 
ment conglomerate  Televisa,  made  the 
commission's  list. 


ISRAELI  TELECOIHIS  HEAT  UP  

The  once  static  Israeli  telecommu- 
nications market  is  suddenly  jump- 
ing. The  government  awarded  a  cellu- 
lar phone  license  to  a  partnership 
including  BellSouth  Corp.  and  the  Bra- 
zil branch  of  the  Safi'a  banking  family. 
It  is  also  planning  to  biing  in  a  big 
multinational  to  compete  in  interna- 
tional phone  services  with  the  state- 
owned  phone  giant  Bezeq  Israel  Tele- 
communications. Israel  is  considered 
one  of  the  choicest  phone  markets, 
ranking  10th  in  volume  of  calls  to  and 
from  the  U.  S.  Sale  of  25%  of  Bezeq  on 
the  New  York  and  Tel  Aviv  exchanges 
is  planned  for  November. 


TIONAL  OUTLOOK 
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THE  WORLD'S 
TOP  PLAYERS 

THE  GLOBAL  1000  RAHKIHGS  REVEAL  A  RECOVERY  BUILT  ON  RESTRUCTURINGS 


(.)t  long  ago,  such  worries  as  > 
dining  competitiveness,  ovcrei 
neered  products,  and  a  doul- 
dip  recession  cast  a  pall  over  Germa- 
as  it  struggled  to  pull  out  of  its  wo. 
economic  downturn  in  decades.  But  ii: 
year  of  sometimes  wrenching  adjii- 
ment  to  the  global  economy,  many ; 
Germany  Inc.'s  blue-chip  companies  p- 
vided  something  of  a  beacon  for  the  n 
of  Europe.  The  renewal  process  unc 
way  inside  those  traditional  giai? 
helped  point  Germany  toward  the  glo' 
I'ecovery  that  is  taking  hold  from  I- 
rope  to  Japan  and  that  is  l)uilding  on 
expansion  in  the  U.S.  and  in  boom; 
Southeast  Asia. 

BUSINESS  week's  seventh  annual  ( - 
tial  lUOO,  which  ranks  the  world's  lar,u  r 
companies  by  market  value,  reveal^i 
solid  30%  gain  for  Germany  Inc..  whi 
added  five  new  companies  to  the  t 
and  $72  billion  in  total  market  capital'.- 
tion.  Powerful  individual  performan-' 
by  auto  makers  BMW  and  Daimlei-  Bi: 
and  capital-goods  maker  Mannesmn 
speak  for  a  cyclical  upturn  in  Euroi ; 
biggest  economy. 

ALTERED  STATES.  The  German  relxai 
also  provides  a  thematic  thread  tit 
weaves  through  much  of  the  list.  As  :• 
covery  rolled  outward  from  the  niaf- 
ing  U.  S.  expansion,  investors  follovJ 
the  restructuring  trend  that  took  rot)in 
the  U.  S.  years  ago.  But  this  year,  tl'j 
moved  offshore  to  seek  out  solid  com 
nies  that  were  remaking  themselves 
global  competition.  The  U.  S.  itself  '. 
just  a  middling  year,  losing  24  slots 
the  rankings  while  clinging  to  the  lie 
share  of  market  value  with  just  a 
gain  vs.  last  year.  Top  honors  went 
General  Electric  Co.,  No.  3  on  the  1 
up  from  No.  5  last  year. 

The  Global  1000,  compiled  by  Gene 
leased  Morgan  Stanley  Capital  Inter 
tional,  tracks  some  2,700  companies  in 
countries.  The  publicly  traded  com 
nies  are  ranked  on  a  worldwide  ba 
using  market  value  and  other  data  nl 
sured  as  of  May  31,  1994.  All  valuati 
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ranslated  into  U.  S.  dollars  from  lo- 
un'encies. 

organ  Stanley  has  also  compiled 
,  second  year  a  list  of  market  val- 
'or  the  top  companies  in  emerging 
;ets.  It's  clear  that,  even  after  a 
iltuous  year  from  Buenos  Aires  to 
si,  investors  aren't  easily  scared 
■"or  the  second  year  in  a  row,  Tele- 
;  de  Mexico  tops  the  list  of  the  de- 
)ing  world's  most  valuable  compa- 
(page  58). 

hile  investors  sought  out  quality  re- 
turing  plays,  the  list  shows  they 
Tequently  parlayed  the  privatization 
1  sweeping  the  globe.  Privatization 
shed  the  allure  of  Lufthansa,  which 
16  world's  biggest  freight  carrier 

stands  to  gain 

cyclical  expan- 
And  the  continu- 
ush  into  telecom- 
cations  companies 
on  even  broader 
il  with  a  dash  of 
itization  thrown 
Italy's  average 
'  price  jumped  a 
hy  31%,  helped  in 
part  by  the  100% 
n  the  share  price 
P,  the  telephone 
iting  company 
the  government 
ivatizing,  valued 
B  billion. 

e  expanding 
;  of  digital  net- 
s  and  the  servic- 
ley  can  provide 
igh  phone  net- 
s  "drew  a  lot  of 
itors  to  take  a 
at  overseas  tele- 
,"  says  S.  G.  War- 
Securities  (Ja- 
Inc.  analyst 
k  Goto.  Japan's 
on  Telegraph  & 
hone  Corp.  main- 
d  top  honors  on 
St  with  a  market 
of  $128.9  billion, 
ixpectations  of  more  relaxed  regula- 
;ould  move  the  shares  higher.  AT&T, 
ting  this  year's  pending  $12.6  billion 
ver  of  McCaw  Cellular  Communica- 
Inc,  fell  from  second  place  to  sev- 
with  $73.9  billion. 
RALLY.  Overall,  investors  made  a 
1-based  revaluation  of  telecom 
s  that  boosted  the  sector's  market 
10%.  Vibrant  investor  interest  in 
digital  communications  age  also 
'  for  some  spectacular  debuts  on 
'ear's  list.  Privatization  took  Singa- 
Telecommunications,  with  a  mar- 
'alue  of  $34.8  billion,  onto  the  list 
straight  to  26th  place.  Canada's 


Newbridge  Networks  Corp.,  a  startup 
eight  years  ago,  also  drove  the  fast  lane, 
racing  to  689th. 

With  the  dollar  strengthening  less 
than  3%  vs.  the  German  mark  and 
weakening  less  than  2%  vs.  the  yen  dur- 
ing the  compilation  period,  the  list  pro- 
vides a  glimpse  of  investor  preferences 
relatively  free  from  currency  distortions. 
From  that  vantage  point,  the  restruc- 
turing of  German  auto  companies  made 
them  pacesetters  for  a  cyclical  upturn 
that  is  just  now  kicking  in.  "A  lot  of  re- 
structuring benefits  are  flowing  to  Ger- 
man companies,"  says  Thomas  R. 
Holmes,  managing  director  for  research 
at  Frankfurt  private  bank  Schroder 
Munchmeyer  Hengst.  Such  verve  was 


HOW  THE  GIANTS  SlilCK  IIP  1 

SALES 

PROFITS 

Billions  of  U.S.  dollars 

Billions  of  U.S.  dollars 

1  ITOCHU 

J  1  OT.i 

1  EXXON  $528 

2  MITSUI  &  CO. 

168.6 

2  ROYAL  DUTCH/SHELL  GROUP    4  50 

3  MITSUBISHI  CORP. 

165.1 

3  GENERAL  ELECTRIC                4  42 

4  SUMITOMO  CORP. 

162.4 

4  AT&T  4.26 

5  MARUBENI 

149.0 

5  PHILIP  MORRIS                    3  57 

6  GENERAL  MOTORS 

119.7 

6  HSBC  HOLDINGS                    2  73 

7  FORD  MOTOR 

108.5 

7  BRITISH  TELECOM                 2  67 

8  EXXON 

99.2 

8  FORD  MOTOR                      2  53 

9  NISSHO  IWAI 

98.4 

9  GENERAL  MOTORS                 2  47 

10  TOYOTA  MOTOR 

97.6 

♦ 

10  SEARS  ROEBUCK                   2  41 

RETURN  ON  EQUITY 

Percentoge  change  from  1 993  in 

U.S.  dollors 

Percentoge 

1  MICRON  TECHNOLOGY 

183.6% 

1  DORDTSCHE  PETROLEUM       229  5% 

2  NOKIA 

142.3 

2  RENTOKIL  GROUP                87  3 

3  SKAND.  ENSKILDA  BANKEN 

137.8 

3  AVON  PRODUCTS  81.1 

4  TECHNOLOGY  RESOURCES 

113.3 

4  UST                                 75  7 

5  WHEELOCK 

105.4 

5  EMC  72.5 

6  COMPAQ  COMPUTER 

104.3 

6  SMITHKLINE  BEECHAM           65  9 

7  CITY  DEVELOPMENTS 

102.2 

7  cue  INTERNATIONAL             59  7 

8  SIP 

100.1 

8  WOLTERS  KLUWER  58.2 

9  EMC 

96.4 

9  LEGAL  &  GENERAL  GROUP      56  6 

10  SAP 

92.0 

10  CISCO  SYSTEMS  55.2 

1                                           DATA:  MORGAN  STANlEy  CAPITAL  INTERNAnONAL,  BUSINESSWEEK  | 

Httle  in  evidence  in  Britain  and  France, 
however. 

In  Japan,  declining  interest  rates  and 
a  Nikkei  average  50%  above  its  August, 
1992,  low  boosted  values  among  lenders 
such  as  Mitsubishi  Bank  Ltd.  and  In- 
dustrial Bank  of  Japan  Ltd.  Taken  to- 
gether, Japanese  banks  maintained  their 
grip  on  6  of  the  top  12  spots  on  this 
year's  list.  The  country's  modest  8.5% 
gain  in  overall  market  value  belies 
strong  showings  resulting  from  restruc- 
turing at  exporting  giants  and  a  new 
consumer  dynamic  at  work  in  the  do- 
mestic market. 

China's  booming  economy  put  the  fo- 


cus in  non-Japanese  Asia  on  property 
and  infrastructure  development.  Hong 
Kong's  ongoing  property  boom  pushed 
the  Hang  Seng  index  up  some  50%. 
That  helped  at  such  companies  as  Hen- 
derson Land  Development  and  Whee- 
lock  &  Co.,  which  jumped  73%  and  105% 
respectively. 

DRUG  BUST.  Still,  the  billions  of  dollars 
that  foreign  investors  poured  into  Hong 
Kong  as  a  safe  investment  in  the  China 
market  could  now  prove  fickle,  figures 
analyst  Nicholas  Wong  at  James  Capel 
Asia.  He  fears  a  sharp  outflow  as  Chi- 
na's economy  faces  threats  from  soar- 
ing inflation  and  a  bitter  political  succes- 
sion sti-uggle.  In  contrast.  South  Africa's 
political  transition  went  relatively 
smoothly,  helping  to 
boost  such  stocks  as 
Anglo-American  Corp. 
It  posted  a  53%  rise 
in  share  price,  lifting 
the  country's  perform- 
ance by  43%. 

For  some  corporate 
giants,  the  year  pro- 
vided little  to  cele- 
brate. Pharmaceuti- 
cals-sector investors 
grew  skittish  as  gov- 
ernments tried  to  cut 
down  drug  bills  and 
U.  S.  health-care  re- 
form bogged  down. 
Britain's  Glaxo  Hold- 
ings, plagued  with 
management  reshuf- 
fling and  new  generic 
rivals  to  its  antiulcer 
drug  Zantac,  sank  to 
No.  56  from  No.  31. 

And  in  a  generally 
buoyant  electronics 
sector  that  enjoyed  a 
30%  market  value 
gain,  Apple  Computer 
Inc.'s  problems  with 
cutthroat  competition 
in  personal  computers 
sent  it  skidding  418 
slots,  to  No.  745,  as  its 
market  value  shrank 
48%,  to  $3.47  billion.  But  giant  Microsoft. 
Corp.  leaped  nine  places  to  become  the 
33rd-largest  global  company,  at  $30.5 
billion.  Even  IBM,  which  has  been  un- 
der fire  for  the  past  few  years,  climbed 
up  a  few  rankings,  to  No.  24,  with  a 
$36.7  billion  market  capitalization. 

Deep  restructuiing's  payoffs  is  one  of 
the  keys  to  this  year's  list.  As  the  cycli- 
cal upturn  spreads,  the  benefits  of  boost- 
ing productivity,  honing  market  strategy, 
and  plugging  in  to  the  digital  age  should 
continue  to  multiply  for  the  giants  of 
the  Global  1000  everywhere. 

By  Bill  Javetski  in  Paris,  with  bureau 
reports 
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RANK  MARKET 

1994  1993                       Billions  of  U.S.  dollars  VALUE 

RANK  MARK 

1994   1993                       Billions  of  U.S.  dollars  VALIi 

1  1    NIPPON  TELEGRAPH  &  TELEPHONE                Japan  128  94 

2  3    ROYAL  DUTCH/SHELL  GROUP                     Neth/Bntain  9193 

3  5    GENERAL  ELECTRIC                                       US  8494 

4  6    MITSUBISHI  BANK                                            Japan  77.05 

0         4     EAAUn                                                                                      U.o.  /O.Vz 

51  37    ASAHI  BANK                                                    japan  25.7 

52  65    SEVEN-ELEVEN  JAPAN                                        Japan  25.4 

53  44    NIPPON  STEEL                                                  japan  24.7 

54  56   SOUTHWESTERH  BELL                                  U  S  24.£ 

0/    milaUDlani  ntAVl  inVUSlKIKS                         Japan  24.6 

6  13    TOYOTA  MOTOR                                                Japan  75,06 

7  2    AT&T                                                               US.  73.87 

8  9    INDUSTRIAL  BANK  OF  JAPAN                          Japan  73  25 

9  7    SUMITOMO  BANK                                             Japan  6753 

1  rt      11     Ell  II  RAIlif                                                           UrN^r,   AA  oo 
w      II     ruji  DMiin                                                       Japan  oo.vv 

56  31     GUXO  HOLDINGS                                             Britain  24  (! 

57  39    KANSAI  ELECTRIC  POWER                                 Jopan  24! 

58  53   ABBOn  LABORATORIES                               US  24  - 

59  61     SIEMENS                                                       Germany  23.! 

An            WAIT  niCIICV                                                          1 1  c    oo ' 
oU     JO    TwALI  UlijIiET                                                          U.S.   23. < 

11  10    SANWA  BANK                                                   Japan  63.19 

12  12    DAMCHI  KANGYO  BANK                                   Japan  59  64 

13  8   WAL-MART  STORES                                     U  S  54  01 

14  14    COCA-COLA                                                       U.S.  52,24 

15  15    MHUKA  HAnH                                                     Japan  A/.io 

61  88    DAIWA  SECURITIES                                         Japan  23. 

62  51    BELL  ATUHTIC                                          U  S  ns 

63  64   FANNIE  MAE                                             U.S.  22./ 

64  80   MCDONALD'S                                             U.S.  22.; 

oo     IkAIIAIED  DEBIT                                                             n                oo  i 

65  92    0AiniUK-BBII£                                                 Gernnany  22.. 

16  24    ROCHE  HOLDING                                         Switzerland  4726 

17  20    NOMURA  SECURITIES                                        Japan  45  38 
IS      17    PHILIP  MORRIS                                                  US  4319 

19     21    DUPONT                                                       U.S  42.01 

OA               TAirVA   ElErTDir  DAUfED                                              I  „         ^  1  Q  >t 
2U      16     lUHTU  KLEVIKIU  rUlVEK                                     Japan    41 J4 

66  100    BROKEN  HILL  PROPRIETARY                          Australia  ll.i 

67  89    UNION  BANK  OF  SWITZERUND                  Switzerland  221 

68  99    SONY                                                                Japan  22. 

69  91     HOHG  KONG  TELECOMMUNICATIONS            Hong  Kong  22.( 
/O      4o    IIIIIIIIEjUIA  iliilllliw  &  lllrv.                                   Uo  zi.i 

21  33   GEHERAL  MOTORS                                      US  38  70 

22  22   PROCTER  &  GAMBLE                                   US  3843 

23  18    MERCK                                                            U.S.  38.25 

24  27   INTERNATIONAL  BUSINESS  MACHINES               US  3667 

25  47    MATSUSHITA  cLeCTRK  INDUSTRIAL                   Japan  36  65 

71  72    AMERITECH                                                   U.S.  21.: 

72  95    ITO-YOKADO                                                     Jopon  21.; 

73  82    NISSAN  MOTOR                                              Japan  21.( 

74  101    MITSUBISHI  TRUST  &  BAHKING                   Japan  21.( 

75  69    DEUTSCHE  BANK                                           Germany  20.< 

26  NR    SINGAPORE  TELECOMMUNICATIONS               Singapore   34  81 

27  19   BRITISH  TELECOMMUHICATIONS                    Britain  33  89 

28  43    HITACHI  LTD.                                                    Japan  33.87 

29  38    BAHK  OF  TOKYO                                              Japan   32  31 

30  34    MOBIL                                                             U.S.  32.25 

76  78   ASSICURAZIONI  GENERALI                            Italy  20.( 

77  54    PFIZER                                                                U.S.  20.. 

78  74    TOKIO  MARINE  &  FIRE                                     Japan  20.: 

79  66   HOME  DEPOT                                           U.S.  20.( 

80  62    HEnLETT-rAtllAKII                                                 U.o.  19.< 

31  41     BRITISH  PETROLEUM                                        Britain  3178 

32  28    HESTLE                                                       Switzerland  31.49 

33  42    MICROSOFT                                                   U.S.  30.51 

34  40    ALLIANZ  HOLDING                                         Germany  30.16 

35  36    AMERICAN  INTERNATIONAL  GROUP                    U  S    29  59 

81  105   SUMITOMO  TRUST  &  BANKING                    Japan  19. 

82  77    BTR                                                              Britain  19.i 

83  106    NIKKO  SECURITIES                                            Japan  19. 

84  85    HAHSOH  TRUST                                                Britain  19. 

85  NR    EAST  JAPAN  RAILWAY                                       Japan  19. 

36  45    BELLSOUTH                                                      U.S.  29.52 

37  23    GTE                                                                U.S.  29.51 

38  35    AMOCO                                                           U.S.  29,23 

39  26    UNILEVER                                                  Nelh./Bntain  29,15 

40  46    FORD  MOTOR                                                   U.S.  28.82 

86  140    FUJITSU                                                            Japan  19. 

87  141    SHARP                                                             Japan  19. 

88  67    B.A.T.  INDUSTRIES                                           Britain  19. 

89  83   BERKSHIRE  HATHAWAY                                US  18. 

nr\       -rci      El  E   AAIIITAIIIE                                                                       c  10 

90  79    ELr  AOUITAIHe                                                 P-rance  lo. 

41  30    PEPSICO                                                          US,  28.76 

42  29    JOHNSON  &  JOHNSOH                                    US  2845 

43  32    CHEVRON                                                         U.S.  28.34 

44  25    BRISTOL-MYERS  SQUIBB                                  US  2830 

45  50    HSBC  HOLDINGS                                             Britain  2797 

91  103    DOW  CHEMICAL                                             U  S  18. 

92  70    CHUBU  ELECTRIC  POWER                                  Japan  18 

93  97    MITSUBISHI  CORP.                                           Japan  18. 

94  93    SAHDOZ                                                     Switzerland  18. 

ric        ^o      AUEDI^AII    UAUE    DDAIkll^TE                                             MC  17 

95  63    AMERICAN  HOME  PRODUCTS                             U.S.  17. 

46  58   LONG-TERM  CREDIT  BANK  OF  JAPAN             Japan  2721 

47  49    TOKAI  BANK                                                    Japan  26.37 

48  52    INTEL                                                              U.S.  26.13 

49  60    MOTOROLA                                                      U.S.  26.05 

50  59    TOSHIBA                                                          Japan  25.95 

96  133    CIBA-GEIGY                                                Switzerland  17. 

97  127    SEIBU  RAILWAY                                             Japan  17. 

98  76    SEARS,  ROEBUCK                                           U  S.  17. 

99  81    US  WEST                                                      U.S.  17. 

100  115    NEC                                                                  Japan  17 
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A    M    E    R    I    C   A'S  UMBRELLA 


1  The  Travelers  Insurance  Company  and  its  Affiliates,  Hartford,  CT  06183. 


At  The  Travelers  we  realize  the 
contribution  your  company's 
employees  make.  This  is  why  we 
help  our  customers  reduce  loss  costs 
by  focusing  on  the  human  side. 

Through  our  innovative 
program  of  injury  prevention,  we 
work  with  you  to  cut  down  on 
claims  and  costs  by  keeping  your 
employees  healthy  and  on  the  job. 
For  one  customer  this  helped  cut 
accidents  by  50%  -and  saved 
$1.5  million  in  the  process. 

We  also  place  an  emphasis  on 
getting  your  people  back  to  work 
quickly-accelerating  claim  response 
time  while  managing  the  quality 
and  cost  of  medical  care. 

Our  commitment  to  reducing 
loss  cost  is  just  one  of  the  reasons 
we  maintain  a  consistent  95% 
retention  rate  among  our  large 
commercial  accounts. 


Even  though  we've  helped  save  American  business  over 
$300  million,  we  know  that  most  accidents  cost  more  than  money. 


All  backed  by  130  years  of 
experience  and  the  understanding 
that  for  each  employee  under 
America's  umbrella,  any  accident 
is  one  too  many. 


Thefiavelersj 

Insurance  Companies 


THE  EMERGING-MARKET  PLAY 
IS  ALIVE  AND  WELL 


Some  $30  billion  will  go  into  developing-country  stocks  this  year 


For  a  lesson  in  the  volatility  of 
emerging  markets,  this  year  pro- 
vided a  textbook  example.  After 
the  spectacular  runup  in  stock  markets 
from  Brazil  to  Taiwan  last  year,  the  bub- 
ble seemed  to  burst.  In  Turkey,  the  roll- 
er coaster  lifted  the  price  index  of  Turk- 
ish stocks  by  500%-then  lopped  off  25% 
of  those  gains  this  year.  In  Mexico's  big- 
ger market,  investors  experienced  a  eu- 
phoric 63%  rise  through  Januai-y  and  a 
22%  decline  since  then. 

Despite  the  turbulence,  shai'es  of  most 
companies  from  Mexico  City  to  Manila 
are  still  riding  high,  compared  with  their 
levels  a  year  ago.  For  the  second  year, 
Morgan  Stanley  Capital  International, 
based  in  Geneva,  has  assembled  a  list  of 
the  top  emerging-market  companies  and 
ranked  them  by  their  market  value. 
Telefonos  de  Mexico,  the  phone  giant, 
tops  the  list  for  the  second  year,  weigh- 
ing in  with  a  $32.9  billion  market  value. 
That's  up  28%  in  the  year  to  May  31. 
No.  2  honors  go  t<j  Korea  Electric  Power 
Corp.,  with  a  $20.8  billion  mai'ket  capital- 
ization. And  Taiwan's  Cathay  Life  Insu- 
rance Co.  is  the  third-largest  entry. 
THIN  MARKETS.  Now,  after  the  recent 
shakeout,  further  gains  are  likely.  In- 
vestors from  the  U.  S.,  Europe,  and  Ja- 
pan are  expected  to  put  more  than  $30 
billion  into  the  stock  markets  of  capi- 
tal-hungry developing  countries  from 
Latin  America  to  Eastern  Europe  and 
even  Africa  this  year,  says  Michael  How- 


ell, chief  global  strategist  of  London- 
based  Baring  Securities  Ltd.  That's 
down  from  last  year's  phenomenal  $40 
billion  splurge.  But  in  the  sell-off  by  for- 
eigners, which  drove  prices  down  in 
these  relatively  thin  markets  early  this 
year,  "the  net  disinvestment  wasn't  that 
big,"  Howell  says.  Clearly,  the  emerging- 
market  play  is  alive  and  well. 

Added  together,  the  market  capitaliza- 
tion of  listed  stocks  in  the  25  countries 
tracked  by  the  International  Finance 
Corp.  (IFC),  the  private-sector  arm  of 
the  World  Bank,  reached  $875  billion  in 
May,  up  from  $485  billion  at  the  begin- 
ning of  1993.  Privatizations  and  new  is- 
sues seem  certain  to  keep  pushing  the 
total  to  new  highs.  There  is  a  "fairly 
large  backlog  of  deals  to  be  done"  in 
Asia,  says  Peter  Clarke,  Hong  Kong- 
based  chairman  of  Merrill  Lynch 
Asia/Pacific. 

What  keeps  attract- 
ing investors  from  the 
industrialized  world  is 
the  prospect  of  contin- 
ued fast  economic 
growth  in  most  emerg- 
ing markets,  leading  to 
higher  returns.  But  a 
key  difference  this  year 
is  that  investors  are 
picking  emerging-mar- 
ket stocks  more  careful- 
ly. Last  year,  says  Bill 
Ebsworth,  chief  invest- 
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ment  officer  of  Fidelity  Investmentj'n 
Hong  Kong,  simply  being  in  emerge 
markets  was  what  mattered.  "Na 
there's  less  liquidity  chasing  m  i 
stocks,  and  it's  far  more  important 
discriminate,"  says  Ebsworth. 
LATIN  LOVERS.  In  Taiwan  and  South  >- 
rea,  however,  foreign  inve.stors  still  1; 
limits  on  their  holdings.  Foreign  h' 
ings  in  any  single  company  in  Tai\ 
are  limited  to  10%  of  total  shai-cs. 
many  foreigners  will  remain  out^ 
looking  in  at  a  promising  market. 
South  Korea,  foreign  equity  inve.^ini 
rose  to  $7  billion  in  1993,  vs.  $3  hi  I 
the  previous  year,  but  is  also  cajjpec 
10%  of  total  listed  common  shai 
Meantime,  demand  for  some  bliie-c 
stocks  is  so  high  that  they  are  soli 
premiums  over  the  counter.  Fa\  (>r 
include  Samsung  Electronics  Co, 
steadily  growing  Hyundai  Motor  Co 
Latin  America,  too,  is  enjoyin;.;  i 
nomic  growth  and  drawing  in  capi 
despite  political  doubts  about  key  i  ( 
tries.  "Compared  with  Asia,  Latin  Ar 
ica  is  not  as  djmamic,  but  it  has  a  .so. 
what  better  developed  infrastrucii: 
and  it  has  a  good  friend  to  the  nor 
says  Chase  Manhattan  Bank  Pri'si(', 
Arthm-  F.  Ryan.  "That  changes  your  . 
perception  and  willingness  to  com 
resources."  Mexico  has  political  ,iiti 
as  its  August  election  approaches, 
afterwards,  investors  are  expects 
return  to  cash  in  on  renewed  gro 
prospects.  Alvaro  Shiraishi,  an  an;ilys: 
brokers  Bursamex  Casa  de  Bolsn,  n 
construction  giants  ICA  and  Tinl.as; 
big  players  in  Mexico's  infrastruct' 
progi-am. 

Brazil  also  faces  electoral  uncertai 
with  leftist  Luis  Inacio  Lula  da  S 
currently  the  front-runner.  If  ho  \ 
next  fall's  election,  the  stock  markot  . 
fall,  and  "that  could  be  the  time  to  1:  . 
says  Paulo  Vasconcellos,  a  vice-prosii 
at  Merrill  Lynch's  Sao  Paulo  unit.  ' 
concellos  says  consumer-goods  i-on 
nies  should  benefit  if  Brazil's  new  i 
rency,  the  real,  curbs  inflation' 
expected.  Other  big  attractions  aro  it 
communications  holo,. 
company  Telebras 
Telecom  de  Sao  Pi 
Although  both 
state-run,  sizable  bl 
of  shares  are  pub 
traded.    The  int( 
scramble  for  corpo 
shares  in  emerging 
kets  seems  to  proi 
that  investment  m( 
will  keep  flowing. 

By  John  Pearsoi 
New  Yo7-k,  with  bw 
reports 
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TOP  100  EMERGING-MARKET  COMPANIES 


Con^y 

Country    Market  Value 

%  Change 

Company 

Country 

Market  Volue 

%  Change 

($  U.S.  BJ.) 

from  1993 

($  U.S.  Bl) 

from  )993 

Mexico 

Oft 

CI    PFPF7  fAMDAIir 

Argentina 

^O 

KOREA  ELECTRIC  POWER 

Korea 

20.76 

50 

52.  HINDUSTAN  LEVER 

India 

3.02 

82 

CATHAY  LIFE  INSURANCE 

Taiwan 

14.50 

80 

53.  GRUPO  INDUSTRIAL  BIMBO 

Mexico 

2.97 

109 

TELEBRAS 

Brazil 

11.22 

52 

54.  BARITO  PACIFIC  TIMBER 

Indonesia 

2.94 

NA 

ELETROBRAS 

Brazil 

10.26 

112 

55.  ITC 

India 

2.88 

67 

Mexico 

O  ftO 

riiilo 
Lniie 

O  ftft 

1  in 

1  lU 

YPF 

Argentina 

9.29 

NA 

57.  TATUNG 

Taiwan 

2.86 

138 

6RUP0  CARSO 

Mexico 

9.18 

93 

58.  GRUPO  ICA 

Mexico 

2.81 

46 

KUA  NAN  BANK 

Taiwan 

8.99 

65 

59.  UNITED  COMMUNICATION  INDUSTRY 

Thailand 

2.79 

NA 

GRUPO  TELEVISA 

Mexico 

8.98 

54 

60.  TAIPEI  BUSINESS  BANK 

Taiwan 

2.78 

49 

VlrKA 

Mexico 

ft  71 
o./ 

A1    CIAM  rAMMCDriAl  RAMIf 
Oi*  >IIUfl  uununEK^iML  DAniV 

Thailand 

">  7f% 
x./U 

Al 
*f  1 

TELECOMASIA 

Thailand 

8.56 

NA 

62.  FOMENTO  ECONOMICO  MEXICANA 

Mexico 

2.66 

33 

TELEFONICA  DE  ARGENTINA 

Argentina 

8.51 

99 

63.  FORMOSA  CHEMICALS  &  FIBRE 

Taiwan 

2.65 

56 

FIRST  COMMERCIAL  BANK 

Taiwan 

8.09 

43 

64.  TATA  IRON  &  STEEL 

India 

2.55 

82 

CEMEX 

Mexico 

7.73 

63 

65.  YUKONG 

Korea 

2.53 

48 

rwnMllv  IKvn  a  JIEEL 

Korea 

7  '^O 
/  •J" 

OO*  ^ninn  wtVELUrinciii 

Taiwan 

ox 

PETROBRAS 

Brazil 

7.50 

142 

67.  BANCO  ITAU 

Brazil 

2.45 

8 

BANGKOK  BANK 

Thailand 

7.06 

48 

68.  GRUPO  FINANCIERO  SERFIN 

Mexico 

2.39 

-4 

CHANG  HWA  BANK 

Taiwan 

7.01 

43 

69.  UNITED  MICRO  ELECTRONICS 

Taiwan 

2.35 

167 

SAMSUNG  ELECTRONICS 

Korea 

6.79 

159 

70.  USIMINAS 

Brazil 

2.34 

97 

rilllljt  CTFFI 

Taiwan 

1 1 
1 1 

71    TAIUUAM  rCMCMT 
/I*  IHIWHn  ^ElVIEni 

Taiwan 

TELECOM  ARGENTINA 

Argentina 

6.36 

117 

72.  ASIA  CEMENT 

Taiwan 

2.31 

8 

SAN  MIGUEL 

Philippines 

6.01 

123 

73.  LIGHT-SERVICOS  DE  ELETRICIDADE 

Brazil 

2.30 

66 

ENDESA 

Chile 

5.91 

130 

74.  HYUNDAI  ENGINEERING  &  CONSTRUCTION 

Korea 

2.30 

106 

SUM  CEMENT 

Thailand 

5.05 

143 

75.  PAPELES  Y  CARTONES 

Chile 

2.27 

46 

Vfi!F  DA  VIA  RATF 

Brazil 

oo 
w 

/O.  HrAJliU 

Mexico 

GRUPO  FINANCIERO  BANCOMER 

Mexico 

4.75 

-11 

77.  DAEWOO  SECURITIES 

Korea 

2.18 

29 

niECOMUNKACOES  DE  SAO  PAULO  (TELESP) 

Brazil 

4.67 

55 

78.  GRUPO  TRIBASA 

Mexico 

2.17 

NA 

TOIMEX 

Mexico 

4.58 

59 

79.  SIDERURGICA  NACIONAL 

Brazil 

2.12 

NA 

TELEFONOS  DE  CHILE 

Chile 

4.49 

41 

80.  BANGKOK  UND 

Thailand 

2.12 

23 

*T.O/ 

t\j^ 

S 1  UITRA 

Mexico 

O  Aft 

X  1 

INDOCEMENT  TUNGGAL  PRAKARSA 

Indonesia 

4.34 

713 

82.  CEMIG 

Brazil 

2.06 

92 

NAN  YA  PLASTICS 

Taiwan 

4.28 

52 

83.  EVERGREEN  MARINE 

Taiwan 

2.03 

25 

KIMBERLY  CLARK  DE  MEXICO 

Mexico 

4.21 

110 

84.  DAEWOO  CORP. 

Korea 

2.03 

16 

BANCO  BRADESCO 

Brazil 

4.08 

40 

85.  KOREA  MOBILE  TELECOM 

Korea 

2.03 

181 

MANIlik  FIFfTPIf 

Philippines 

fiA    CI   DilEDTA  HE  1  III EDDAAI 
OO.  EL  rUEKIU  UE  LIVEKrUUL 

Mexico 

Oi? 

FORMOSA  PLASTICS 

Taiwan 

3.90 

53 

87.  GRUPO  SITUR 

Mexico 

2.01 

214 

PHILIPPINE  LONG  DISTANCE  TELEPHONE 

Philippines 

3.78 

100 

88.  GUNDANG  GARAM 

Indonesia 

1.99 

746 

THAI  FARMERS  BANK 

Thailand 

3.78 

43 

89.  SHINHAN  BANK 

Korea 

1.98 

8 

INT'L  COMMERCIAL  BANK  OF  CHINA 

Taiwan 

3.76 

38 

90.  DESC 

Mexico 

1.97 

132 

Mrea 

/  O 

01     ACTDA  IMTEDMATiniJAI 

tI.  a>ika  inieknaiiunal 

Indonesia 

1  OO 
I.VO 

SHINAWATRA  COMPUTER  &  COMMUNS. 

Thailand 

3.41 

NA 

92.  FINANCE  ONE 

Thailand 

1.93 

191 

LAND  &  HOUSE 

Thailand 

3.39 

114 

93.  TATA  ENG.  &  LOCOMOTIVE 

India 

1.90 

217 

EMPRESAS  LA  MODERNA 

Mexico 

3.34 

NA 

94.  BROOKE  BOND  LIPTON  INDIA 

India 

1.86 

210 

RELIANCE  INDUSTRIES 

India 

3.24 

111 

95.  FAR  EASTERN  TEXTILE 

Taiwan 

1.85 

27 

HYUNDAI  MOTAB 

Koreo 

3.24 

A1 

OA    DIIIIIDDIMF  MATIAMAI  RAMIf 
TO.  rniLlrrlllE  NAIIUNAL  DANIl 

Philippines 

1  TO 

1 1  i? 

THAI  AIRWAYS  INTERNATIONAL 

Thailand 

3.17 

41 

97.  CHOHUNG  BANK 

Korea 

1.79 

3 

ADVANCED  INFO  SERVICE 

Thailand 

3.10 

NA 

98.  KIA  MOTORS 

Korea 

1.79 

23 

KRUNG  THAI  BANK 

Thailand 

3.09 

55 

99.  CONTROLADORA  COMERCIAL  MEXICANA 

Mexico 

1.79 

7 

AYAU 

Philippines 

3.09 

42 

100.  CHINA  AIRLINES 

Taiwan 

1.77 

NA 

tot  Available  I>*1*-  MORGAN  SIANlfY  UmAl  INIE8NAII0NA1 


1000 
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GLOSSARY 

MARKET  VAiUE: 

Share  price  on  May  31,1 994,  multiplied  by  latest 
available  number  of  shares  outstanding,  translated 
into  U.  S.  dollars  at  May  month-end  exchange 
rates.  Market  value  may  include  several  classes  of 
stock;  price  and  yield  data  are  based  on  the 
company's  most  widely  held  issue. 

SHARE  PRICE  AND  ANNUAL  CHANGE: 

Closing  per-share  price  on  May  3 1,  1994,  in  U.  S. 
dollars.  Annual  percent  change  from  May  3 1, 
1 993,  to  May  31,1 994,  both  in  U.  S.  dollars  and 
in  each  company's  local  currency. 

PRICE/BOOK  VALUE  RATIO: 

The  ratio  of  May  closing  price  to  latest  available 


net  v^orth  per  share  or  common  shareholders' 
equity  investment. 

PRICE/EARNINGS  RATIO: 

The  ratio  of  May  closing  price  to  latest  1 2  months' 
earnings  per  share. 

YIELD: 

Latest  1 2  months'  dividends  per  share  as  a  percent 
of  May  closing  price. 

SALES: 

Net  sales  reported  by  company,  translated  at  May 
3 1  exchange  rates;  revenues  for  banks  and  other 
financial  institutions  are  not  included  because  they 
are  not  comparable  to  those  of  industrial 
companies. 

PROFITS: 

Latest  aftertax  earnings  available  to  common 


shareholders,  translated  at  May  31  currency 
exchange  rates;  profits  are  from  companies' 
continuing  operations  before  extraordinary  itei 
Sales,  profits,  and  assets  are  for  1 994  fiscal  ye. 
unless  noted. 

RETURN  ON  EQUITY: 

Latest  1 2-months'  earnings  per  share  as  percen  f 
most  recent  book  value  per  share. 

INDUSTRY  CODE: 

For  key  to  the  two-digit  code,  see  page  76. 

Data  for  individual  companies:  Morgan  Stanley  Caf 
International,  unless  otherwise  indicated.  For  furthar 
formation  on  MSCI  data,  contact  Morgan  Stanley  & 
at  212  703-8285  (New  York)  or  071-425-6663  (Lo 
don).  Country  composites  and  rankings  calculated  b 
BUSINESS  WEEK.  Additional  data  by  Standard  &  Poor': 
Compustat,  a  division  of  McGraw-Hill  Inc.  if  footnote 


COUUIDY 
RANK 


GIOSU 
1000 


MARKH 
VAIUE 
U.S. 
SMIL 


PRia 
PES  SHARE 
U.SS 


%  CHANGE 
FROM  1993 
(U  S.  S)  ILOCAl) 


PRICE/ 
BOOK 

VAIUE  P/E 

RATIO  RATIO 


YIEm 

% 


SA1£S 

U.S. 
SMIL 


PRoms 

U.S 
SMIL 


ASSETS 
U.S 
SMIL 


RtniRN 
ON 

EQUITY  IN 

% 


GLOBAL 


COMPOSreE 

8589224 

128 

31 

33 

3.2 

35 

2.3 

8522254 

330822 

28296344 

13.2 

AUSTRALIA 

COUNTRY  COMPOSITE 

108648 

6 

26 

16 

1.7 

16 

3.8 

65725 

5734 

326363 

11.0 

1       Broken  Hill  Proprietary 

66 

22490 

13 

40 

29 

2.7 

26 

2,4 

1 1759 

731 

19358 

10.4 

2      News  Corp. 

159 

12758 

7 

31 

20 

1.3 

15 

0,3 

7886 

722 

201 18 

8.8 

3      National  Australia  Bank 

188 

1  1647 

9 

31 

20 

1.7 

1 1 

5.2 

NA 

790 

86532 

15.3 

4  CRA 

305 

7941 

13 

53 

40 

2.1 

15 

39 

4375 

528 

6617 

14.2 

5      Westpoc  Banking 

402 

6125 

3 

36 

24 

1.2 

12 

30 

NA 

293 

77278 

9.5 

6      BTR  Nylex 

406 

6096 

2 

8 

-1 

17 

21 

3.6 

4583 

296 

6259o 

8.5c 

7     Western  Mining 

450 

5551 

6 

48 

36 

2-4 

37 

1,4 

1007 

137 

3054 

6.5 

8      Commonwealtfi  Bonk  of  Australia 

477 

5222 

6 

6 

-3 

12 

1  1 

57 

NA 

428 

67 

1 1.4 

9  Amcor 

580 

4290 

7 

29 

19 

2.0 

20 

3.3 

3561 

197 

3694 

10.3 

10    Australia  &  New  Zealand  Banking  Group 

590 

4224 

3 

27 

17 

1.1 

9 

4.9 

NA 

309 

73751 

12.1 

1  1     Coles  Myer 

617 

4079 

3 

-8 

-16 

1.7 

13 

4.5 

1 1 194 

316 

4601 

13.4 

12    Pacific  Dunlop 

703 

3578 

3 

13 

4 

2  1 

16 

4,8 

4653 

199 

4760 

13.4 

13    M.I.M.  Holdings 

780 

3295 

2 

59 

46 

1.6 

LOSS 

1.6 

1423 

53 

4350 

NEG 

14  CSR 

800 

3207 

4 

16 

6 

13 

15 

5.2 

3956b 

219b 

4719 

8.9c 

15    Fosters  Brewing  Group 

903 

2822 

1 

8 

-1 

1.5 

14 

5,1 

7364 

195 

5439 

10,7 

16  Boral 

909 

2812 

3 

29 

19 

1.3 

12 

5.7 

31  1  1 

169 

3531 

1  1.2 

1 7    Lend  Lease 

998 

251  1 

12 

25 

15 

18 

16 

47 

853 

152 

2232 

1  1.5 

AUSTRIA 

COUNTRY  COMPOSITE 

7506 

72 

9 

12 

1.5 

80 

0.8 

NA 

140 

106523 

2.7 

1      Bank  Austria 

509 

4882 

85 

-4 

-1 

20 

46 

08 

NA 

1  19 

50803 

4,4 

2  Creditanstalt-Bankverein 

969 

2624 

60 

21 

24 

11 

1  15 

0.9 

NA 

22a 

55721a 

09 

BELGIUM 

COUNTRY  COMPOSITE 

44281 

209 

18 

21 

1.4 

17 

4.4 

37390 

2714 

349159 

9.8 

1  Electrabel 

259 

9172 

169 

-4 

-1 

1.5 

12 

73 

5830a 

737a 

1 3302a 

12.8c 

2  Petrofina 

324 

7431 

320 

25 

29 

20 

36 

26 

16541 

205 

10613 

5.4 

3      Societe  Generale  de  Belgique 

534 

4669 

72 

18 

22 

10 

18 

47 

NA 

257 

8469 

53 

4  Tractebel 

598 

4179 

306 

10 

14 

1  6 

14 

44 

7795 

291 

16222a 

10.8c 

5  Solvay 

662 

3852 

465 

35 

39 

13 

LOSS 

43 

7225 

-207 

7771a 

NEG 

6      Generale  de  Bonque 

737 

3484 

241 

7 

10 

1.3 

10 

5,6 

NA 

343 

108900 

12.6 

7      Groupe  Bruxelles  Lambert 

835 

3082 

131 

33 

37 

15 

16 

4.4 

NA 

189 

4069a 

9,1c 

8  Krecietbank 

882 

2930 

201 

3 

6 

13 

10 

4,0 

NA 

287 

68239a 

12.8c 

< 

9  Electrafina  919         2783  109         47       52        15  23       3,6  NA  79a  2277a       6.5c  f 

10  AG  Group   (  ,  NR         2699  79  3         6        14  1  1       2.9  NA  533  109298  12.6c 

*  Based  on  nonconsolidoted  \<-j-.aM.  a]  Based  on  )  992  data,  b)  Based  on  1 994  data  c)  Difference  between  earnings  and  book  value  data  between  1 2  and  1 8  months,  d)  Partial  yeor  data  because  of  fiscol-yeor  change  1 )  Global  ranking  cakg 
for  Royal  Dutcfi/Shei!  Group  combining  market  value  of  the  NetlieHands'  Royal  Dutch  Petroieum  and  Britain's  Shell  Transport  &  Trading,  2)  Giobol  ronking  calculated  for  Unilever  by  combining  riKirket  value  of  tfie  Netherlands'  Unilever  NV  and  II 
Unilever  PLC.  3)  Global  ranking  calculated  for  ABB  Asea  Brov/n  Boveri  by  combining  market  value  of  Sweden's  ASEA  and  Switzerland's  BBC  Brovim  Boven,  4)  Global  ranking  calculated  for  Reed  Elsevier  by  combining  market  value  at  Bnlain'fi|| 
Int'l  and  the  Netherland's  Elsevier,  5)  Global  ranldng  calculated  for  Fortis  by  combining  market  value  of  Belgium's  AG  Group  and  the  Netheriond's  AMEV.  6]  Global  ranking  colculated  for  Eurotunnel  by  combining  market  value  of  Eurotunmpi 
don}  and  Eurotunnel  (Paris],  Sales,  profits,  and  assets  in  the  individual  country  listings  are  for  the  six  combined  companies  above;  share  price  and  relative  ratios  are  for  separate  companies-  7)  Data  for  this  company  provided  by  Standard  &pf 
Compustat ,  a  division  of  McGraw-Hill  Inc  Unless  othenwse  noted,  all  other  data  provided  by  Morgan  Stanley  Capital  International.  LOSS  =  Negative  ratio.  NA  =  Not  ovailable.  NEG  =  Negative  return.  NM  =  Not  meaningful.  NR  =  Not  rt^ 


60  BUSINESS  WEEK/JULY  1 1,  1994 


GLOBAL  fC 


MAKKET 

PRICE/ 

RETURN 

GLOBAL 

VALUE 

P8ICE 

%  CHANGE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

1000 

US 

PER  SHARE 

FROM  1993 

VALUE 

P/E 

YIELD 

U.S. 

U.S. 

U.S. 

EQUITY 

INDUSTRY 

UNK 

SMIL 

US,  S 

(U.S.  S) 

(LOCAL) 

RATIO 

RATIO 

% 

SMIL 

S  MIL 

S  MIL 

% 

CODE 

IN 

COMPOSITE 

724715 

7 

6 

9 

3.0 

18 

4.0 

671317 

49376 

2179685 

19.1 

1  Transport  &  Trading  {)] 

NR 

35275 

1  1 

13 

16 

1 .7 

22 

4.3 

95173 

4497 

99830 

7.7 

1  1 

sh  Telecommunications 

27 

33893 

5 

-17 

-14 

1.8 

13 

5.8 

20657b 

2669b 

32085 

14.4c 

55 

sn  rciroieuin 

3 1 

3 1 78 1 

2 1 

25 

2  2 

37 

2-9 

52795 

927 

46853 

5  9 

1  1 

C  Holdings 

45 

27969 

1  1 

1  1 

15 

2.0 

10 

4.0 

NA 
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28 
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1608 

S 
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-5 
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1.5 

4747 
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NE 

10    Alcan  Aluminium 
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5192 

23 

19 
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1  3 

LOSS 

13 

7307 
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1 1    Toronto-Dominion  Bank 
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4723 

16 

9 

18 

1.4 

14 

3.7 

NA 
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12    Bank  of  Montreal 

537 

4632 

19 

-8 

0 

1 .3 

9 

4.7 

NA 

512 

84322 

14 

13    Canadian  Imperial  Bank  of  Commerce 

540 

4610 

22 

-9 

0 

09 

10 
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NA 
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9, 

14    Bank  of  Nova  Scotia 

567 

4410 

20 

0 

9 

13 

9 

4.2 

NA 
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-5 

4 

3.0 

24 

1.8 
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12 
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660 

3861 

19 

1  7 
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NM 

3.9 

3804 
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0 
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3737 

8 

7 

17 

2.2 

24 

2  1 

2362 
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689 

3680 

46 

33 

45 
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37 

00 

222 

43 

277 

47 

19    Shell  Canada 

725 

3518 

31 

3 

13 

1.7 

272 

2.1 

3392 

13 
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0 

20  Imasco 

825 

3106 

26 

-10 

-2 

14 

1  1 

4.3 

5752 

295 

36369 

12 

21  Inco 

876 

2958 

25 

13 

23 

17 

LOSS 

16 
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-100 

3890 

NE 

22  Bombardier 
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15 
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1.7 
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NA 

NA 

4.8 

27 

3.8 
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4048 

17, 

2      Dompskibsselskabet  Svenborg 
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4068 
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21 

28 

15.2 
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03 

NA 

29a 
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10 

3      Dompskibsselskabet  af  1912 

625 

4003 
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20 

27 

18.3 
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0.4 

NA 
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1 

4  Novo-Nordisk 
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3752 
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10 

16 

20 

17 

0.6 
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2974 

12 

5  Carlsberg 

943 

2694 

42 

2 

8 

24 

19 

11 

2418 

141 

2760 

12 

6     Den  Danske  Bonk 

967 

2626 

50 

-5 

0 

0.8 

5 

3.8 

NA 
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16 
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4651 

74 

142 

145 

4.0 

36 

0.7 
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4260 
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74 
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40 

36 
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1 
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3.0 
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90 
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48 
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47874 

2      Alcatel  Alsthom 
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15598 

109 

-6 

-2 

1  5 

12 

3.7 
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6 

1  1 
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2.6 
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4.3 
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1.4 
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2.8 
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1.5 

37 
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3.9 
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332 
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45 
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NA 
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1 
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EQUITY 

INDUSTRY 

RANK 

S  MIL 

US  S 

(U  S  SI 

(LOCALI 

RATIO 

RATIO 

SMIL 

SMIL 

S  MIL 

CODE 

^ir  Liquide 

300 

7997 

137 

1 

5 

2,3 

20 

27 

5405 

396 

7379 

113 

22 

ribas 

302 

7968 

70 

6 

1  1 

1,0 

28 

4,6 

NA 

258 

241210 

3.6 

61 

one-Poulenc 

308 

7892 

25 

-2 

3 

14 

75 

2,6 

14335 

171 

20218 

19 

22 

a 

329 

7350 

230 

-1 

3 

13 

20 

2,9 

NA 

361 

1 18025a 

64c 

63 

ion  des  Assurances  de  Paris 

330 

7340 

27 

-22 

-18 

12 

28 

3,0 

24934 

253 

148580 

4.3 

63 

ugeot 

339 

7203 

144 

46 

0 
DZ 

08 

LOSS 

0,0 

25877 

-251 

22532 

NEC 

42 

,f 

435 

5759 

85 

-24 

-20 

12 

32 

3,8 

NA 

174 

61 192a 

3.6c 

63 

■arge  Coppee 

452 

5530 

73 

22 

28 

1  6 

20 

3  3 

5415 

276 

8602 

8.2 

21 

onnaise  des  Eaux-Oumez 

458 

5480 

102 

24 

30 

2  3 

36 

29 

16647 

143 

23819a 

6.3c 

71 

atel  Cable 

526 

4740 

107 

1 3 

1 9 

3  3 

18 

2,5 

5917 

263 

5504 

184 

37 

;dit  Lyonnais 

555 

4497 

98 

-17 

-1  3 

04 

LOSS 

4,1 

NA 

-1227 

355 

NEC 

61 

oupe  Schneider 

578 

4306 

69 

1  5 

20 

1  4 

58 

2,7 

10031 

72 

1  1084 

2.5 

38 

chelin 

593 

4204 

39 

53 

60 

3  2 

LOSS 

0,0 

1  1263 

-653 

13290 

NEC 

37 

dania  Beghin-Say 

623 

4007 

162 

1  7 

22 

1,4 

13 

5,0 

9058 

287 

7813 

10  8 

44 

laulr-Prlntemps 

656 

3879 

179 

40 

47 

2,1 

31 

3,2 

1  1263 

91 

8159 

68 

54 

vas 

679 

3722 

81 

0 

5 

24 

37 

4.0 

6220 

101 

4740 

66 

52 

chiney 

694 

3624 

72 

35 

41 

12 

LOSS 

3,5 

11214 

-138 

12770 

NEG 

24 

IN 

722 

3524 

76 

-3 

2 

0,9 

48 

1,4 

8345 

74 

123932a 

1  9c 

63 

Sanofi 

732 

3499 

158 

-Q 

-2 

1,3 

17 

4,0 

4182 

209 

5258 

75 

45 

anison-CSF 

740 

3470 

30 

1 

6 

1,0 

17 

53 

6085a 

270a 

1 2664a 

6  1 

31 

nal  Plus 

759 

3390 

161 

-32 

-29 

32 

18 

4  1 

1544 

186 

2684 

17.7 

51 

rnod  Ricard 

819 

3144 

67 

-4 

1 

2,2 

17 

3,6 

2678 

189 

3199 

13  3 

43 

jrond 

832 

3084 

1112 

36 

42 

3  9 

30 

1,4 

1776 

103 

2483 

13.0 

34 

leo 

857 

3021 

44 

53 

60 

20 

23 

1.0 

3601 

125 

3043 

8  7 

37 

cor 

859 

3010 

122 

6 

10 

16 

30 

3,9 

5440a 

104a 

7610a 

5.4 

53 

>modes  Group 

873 

2968 

167 

13 

19 

3  6 

24 

1.4 

16050 

125 

6323 

150 

54 

telem 

894 

2863 

206 

1 8 

23 

24 

13 

2.6 

NA 

219 

1  1854 

18  7 

62 

mpagnie  de  Navigation  AAixte 

908 

2813 

189 

6 

10 

09 

23 

57 

NA 

125 

7840a 

42c 

71 

idit  Commercial  de  France 

945 

2683 

41 

-9 

-5 

1  3 

1  3 

2  8 

NA 

192 

56705 

9  9 

61 

rnaudMetalbox 

970 

2619 

32 

-13 

-9 

14 

18 

3  3 

4331 

149 

4884 

7.7 

26 

chiney  International 

994 

2520 

29 

-22 

-19 

0,9 

24 

3.4 

6130 

104 

8119 

3.7 

26 

icit  Local  de  France 

1000 

2509 

70 

-5 

-1 

1,5 

1  1 

4.2 

NA 

230 

62673 

13.4 

61 

rotunnel  (Paris)  (6) 

NR 

1561 

6 

-8 

-4 

1,0 

LOSS 

00 

NA 

-3 

14463 

NEG 

52 

MANY 

n  COMPOSITE 

309871 

466 

31 

35 

2.6 

35 

2.5 

538676 

5889 

1720602 

10.0 

ianz  Holding 

34 

30159 

1450 

1  1 

15 

40 

99 

0.9 

3 1 8960 

309a 

126156a 

4.0 

63 

mens 

59 

23500 

420 

10 

14 

2,1 

18 

2.7 

49664 

1097 

45912 

1  1.7 

34 

imIer-Benz 

65 

22524 

483 

38 

42 

2,1 

LOSS 

1.4 

59451 

-1  1  19 

55308 

NEG 

42 

utsche  Bank 

75 

20937 

444 

4 

8 

17 

NA 

3.2 

NA 

1319 

338586 

NA 

61 

BA 

128 

14771 

304 

29 

33 

1  7 

20 

3.7 

40358 

482 

33783 

8.3 

12 

yer 

131 

14713 

219 

32 

36 

1  4 

16 

4.4 

24943 

807 

24435 

8.9 

22 

jnchener  Ruck. 

146 

13481 

1703 

16 

20 

65 

90 

06 

15545 

103 

59878 

7.1 

63 

149 

13275 

274 

12 

16 

3  3 

19 

3  8 

32296 

536 

36077 

178 

12 

echst 

178 

12042 

205 

33 

38 

1,8 

28 

30 

28009 

283 

23791 

66 

22 

SF 

197 

11025 

189 

31 

36 

1  3 

34 

3.7 

24677 

522 

24549 

3.8 

22 

tw 

231 

9778 

497 

80 

86 

23 

23 

2  2 

17650 

314 

18428 

9.9 

42 

innesmann 

247 

9392 

257 

65 

70 

2,3 

54 

1  7 

1 7043a 

124a 

1 2609a 

4.3 

38 

esdner  Bank 

248 

9360 

226 

-2 

1 

13 

NA 

52 

NA 

624 

227693 

NA 

61 

Ikswagen 

249 

9360 

292 

48 

53 

1,4 

LOSS 

0.6 

46585 

-1240 

48236 

NEG 

42 

mmerzbank 

376 

6502 

204 

16 

20 

1,3 

NA 

5  1 

NA 

425a 

141 185a 

NA 

61 

yerische  Vereinsbank 

384 

6380 

273 

3 

6 

1,1 

NA 

5.1 

NA 

295 

1 76030 

NA 

61 

yerische  Hypotheken-  und  Wechsel-Bank 

416 

5965 

262 

4 

8 

1  4 

NA 

4.8 

NA 

304 

152014 

NA 

61 

^G 

438 

5713 

280 

35 

39 

2,2 

27 

2.8 

14437 

180 

13596 

82 

71 

nkgesellschaft  Berlin 

457 

5486 

224 

58 

64 

1,1 

NA 

3.5 

NA 

70 

42904 

NA 

61 

yssen 

474 

5247 

168 

63 

68 

2,4 

LOSS 

0.0 

20378 

-632 

14465 

NEG 

25 

nkel 

476 

5232 

372 

14 

18 

3  0 

19 

2.3 

8435 

189 

631  1 

15.6 

44 

reinigte  Elek.  Westfalen 

529 

4728 

236 

36 

41 

4  1 

32 

2.8 

4106a 

91a 

6519a 

12.7 

12 

lering 

565 

4441 

650 

29 

33 

26 

27 

1  9 

3262 

155 

4323 

9.5 

45 

eussag 

582 

4266 

280 

26 

30 

2  3 

31 

3  1 

14167 

144 

8620 

75 

71 

)chtief 

663 

3852 

642 

-3 

0 

2  8 

NA 

1.8 

4872 

74 

3244a 

NA 

32 

P 

671 

3777 

1928 

92 

98 

66 

43 

1.0 

670 

89 

795 

15.2 

52 

ide 

673 

3757 

546 

21 

26 

2  3 

28 

2.2 

4363 

95 

3792 

8.2 

38 

IVN 

700 

3582 

249 

48 

53 

1  9 

27 

30 

1  1540 

135 

1  1 144 

7  1 

38 

utsche  Lufthansa 

747 

3446 

113 

77 

83 

25 

LOSS 

0.0 

10785 

-56 

10262a 

NEG 

56 

ichener  &  Miinchener  Bet. 

750 

3437 

730 

28 

32 

20 

42 

17 

NA 

52 

1891a* 

NA 

63 

'idelberger  Zement 

829 

3091 

773 

13 

17 

3,8 

25 

1.5 

1915 

97 

1729a 

14.9c 

21 

irstadt 

834 

3082 

367 

12 

16 

2  1 

16 

3  1 

1 1252a 

136a 

4536a 

12.6 

54 

ir-Amperwerke 

887 

2906 

386 

15 

19 

7  1 

67 

19 

1287 

44 

2755 

10.6 

12 

ctoria  Holding 

916 

279] 

845 

16 

20 

3  3 

NA 

1.0 

3532a 

23a 

1 8364a 

NA 

63 

■ufhof 

935 

2726 

315 

6 

9 

3  8 

19 

3.7 

14023 

1  15 

4216 

19.4 

54 

'gusso 

973 

2610 

304 

44 

49 

2  7 

42 

2.0 

9064 

63 

4578 

6.5 

26 

ed.  Krupp  AG  Hoesch-Krupp 

989 

2539 

130 

77 

83 

1  3 

LOSS 

0.0 

12472 

-358 

1 1889a 

NEG 

25 

000 
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MARKET  PRICE/  RETURN 

GLOBAL          VALUE  PRICE             '/.CHANGE  ROOK  SAlfS  PR0FTT5  ASSETS  ON 

COUNTRY                                                                          1000            U.S.  PER  SHARE          FROM  1993  VALUE  P/E  YIELD  U.S.               U.S.                U.S.  EQURY  ft 

RANK                                                                             RANK          SMIL  US  S  (US  S)    (LOCAL)  RATIO  RATIO  '/.             SMIL  SMIL  SMIL  %  'Ct, 


HONG  KONG 


1 81418 

o  o 

1  fi 

O  1  07  1 

mi  fin 

1  A  A 

I0.4 

1      Hong  Kong  Telecommunications 

69 

22086 

2 

34 

34 

12  4 

23 

3.3 

3143b 

978b 

2936 

549. 

_ 

2     Hutchison  Whampoa 

112 

15917 

4 

52 

52 

2.5 

20  , 

2.0 

3203 

816 

10600 

12  8 

3     Sun  Hung  Koi  Properties 

1  15 

15645 

7 

46 

46 

19 

15 

2.8 

1744 

866 

10283 

1  3  1 

4     Hong  Seng  Bonk 

1  ^  1 

1 3875 

y 

_7 

_7 

4  4 

1  A 
1  O 

o  u 

NA 

OO/ 

OO  1  4  1 

2/'  3 

5     Swire  Pacific 

169 

12329 

8 

47 

47 

1.6 

20 

19 

5276 

603 

15230 

76 

6     Cheung  Kong  Holdings 

194 

1  1093 

5 

37 

37 

2.4 

9 

2.6 

1384 

1266 

6728 

276 

7     China  Light  &  Power 

195 

1  1079 

6 

31 

31 

5.9 

21 

2.8 

191  1 

460 

3578 

28  3 

o      wnarT  ^noiaings/ 

254 

9244 

^ 

'\7 

o/ 

57 

0  9 

OA 

ZO 

ft  1  1 

0  1  I 

JO  J 

1  Tnm 

1  JUUo 

J  J 

9     Henderson  Land  Development 

282 

8470 

5 

73 

73 

3.7 

13 

3.1 

NA 

519 

3852 

29  4 

10    Hongkong  Land  Holdings 

311 

7858 

3 

39 

39 

10 

26 

3.4 

NA 

307 

9091 

40 

1  1     Hongkong  Electric  Holdings 

388 

6328 

3 

32 

32 

4  1 

1  4 

3  7 

770 

OR'^  1 
/OO  1 

/-O  O 

1 2    Jardine  Motheson  Holdings 

427 

5859 

8 

6 

6 

2.2 

15 

2.7 

8425 

389 

9799 

1  4  3 

13    CITIC  Pacific 

430 

5840 

3 

24 

24 

19 

21 

1.7 

1493 

244 

3462 

8  8 

1 4    Ng^a/  \A/orld  DGVGlopmGnt 

486 

5 1 02 

1 0 

1 0 

]  ] 

1 0 

3  6 

6957 

1  0  9 

15  Wheelock 

497 

4989 

2 

105 

105 

1.6 

21 

16 

NA 

190 

3882 

7  / 

16    Cathay  Pacific  Airways 

609 

41  15 

1 

1 

1 

2.2 

14 

3.8 

3107 

297 

6032 

1  5  9 

17    Hong  Kong  &  China  Gas 

613 

4097 

2 

35 

35 

3.7 

28 

2.1 

422 

147 

1448 

18    Jardine  Strategic  Holdings 

655 

3883 

4 

20 

20 

10 

14 

3.0 

NA 

275 

6513 

19    Hopewell  Holdings 

661 

3856 

1 

30 

30 

1.7 

1  1 

5.2 

NA 

263 

3074 

20    Bank  of  East  Asia 

717 

3539 

5 

23 

23 

4.9 

27 

2.4 

NA 

130 

9257 

18.0 

21    Amoy  Properties 

808 

3160 

1 

30 

30 

11 

20 

3.4 

NA 

157 

3258 

5.7 

1 

22    Hyson  Development 

846 

3053 

3 

42 

42 

08 

16 

3.8 

202 

194 

4597 

5.0 

ITALY  V 

COUNTRY  COMPOSITE 

113625 

8 

31 

42 

2.6 

29 

1.5 

102570 

1127 

580301 

9.9 

1      Assicurazioni  General! 

76 

20693 

28 

14 

24 

40 

54 

0.8 

15629 

383 

49641a 

rJA 

2  SIP 

109 

16052 

3 

100 

117 

3.1 

40 

2.0 

14706 

413 

36075a 

"  3c 

3  STET 

127 

14860 

3 

63 

76 

2.1 

26 

1.8 

1 7070a 

606a 

44003a 

8  2 

4     Fiat  Group 

129 

14748 

4 

66 

80 

1.6 

LOSS 

0.0 

34280 

-1  120 

53767a 

NEC 

5     Alleanzo  Assicurazioni 

333 

7276 

12 

32 

43 

9.6 

62 

0.7 

NA 

120 

5379a 

15.3c; 

6  Montedison 

502 

4939 

1 

26 

37 

1.3 

LOSS 

00 

12828 

-858 

20834a 

NEC 

7     Istituto  Boncorio  San  Paolo  di  Torino 

522 

4754 

6 

-13 

-6 

1.0 

13 

3.5 

NA 

315a 

1 1 6944a 

7.5 

8  Mediobanca 

523 

4750 

10 

1 

9 

2.3 

23 

1.3 

NA 

126* 

1 5606* 

10.1*1 

9     Banco  di  Roma 

527 

4730 

1 

9 

18 

0.7 

23 

1.1 

NA 

195* 

95913* 

3.0'1 

10    Istituto  Mobiliore  Itoliono 

543 

4601 

8 

NA 

NA 

1.2 

14 

3.3 

NA 

322 

35463a 

8.5cl 

1 1  RAS 

576 

4309 

18 

7 

16 

2.4 

22 

1.2 

NA 

223 

12347a 

10.9c| 

12    Banco  Commerciole  Italiana 

763 

3377 

3 

-16 

-9 

0.9 

18 

3.9 

NA 

189 

84216 

5.2 

1 3  Edison 

858 

3015 

5 

32 

43 

2.5 

25 

1.2 

523 

122 

231 1a 

lO.lcl 

14    Benetton  Group 

880 

2937 

17 

34 

45 

5.1 

22 

1.4 

1729 

131 

1771a 

22.5 

15  Pirelli 

977 

2585 

2 

75 

90 

1.6 

LOSS 

0.0 

5807 

-39 

6032 

NEG 

JAPAN 

COUNTRY  COMPOSITE 

2748020 

17 

9 

6 

2.8 

101 

0.7 

3137282 

30349 

10285233 

4.8 

1      Nippon  Telegraph  &  Telephone 

1 

128938 

8265 

-8 

-10 

3.2 

270 

0.6 

63542b 

477b 

109550a 

2     Mitsubishi  Bank 

4 

77046 

27 

5 

2 

4.6 

163 

0,3 

NA 

535 

474177 

2  S 

3     Toyota  Motor 

6 

75060 

20 

32 

29 

1.6 

45 

09 

97566 

1686 

89957 

3  7 

4     Industrial  Bonk  of  Japan 

8 

73248 

31 

16 

13 

55 

350 

0.3 

NA 

209b 

403421 

1  6c 

5     Sumitomo  Bank 

9 

67530 

21 

2 

0 

3.2 

199 

0.4 

NA 

340b 

535244 

1  6c 

6     Fuji  Bank 

10 

66985 

23 

10 

8 

3.5 

213 

0.4 

NA 

315b 

537891 

7     Sanwo  Bonk 

1  1 

63191 

22 

3 

1 

3.3 

145 

0,4 

NA 

436b 

528804 

2  .3 

8     Doi-lchi  Kongyo  Bonk 

12 

59638 

19 

3 

1 

3.1 

536 

04 

NA 

111b 

507496 

0  6c 

9      Sakura  Bonk 

15 

47265 

14 

-6 

-8 

2.8 

213 

0.6 

NA 

218b 

513306 

1  3c 

10    Nomura  Securities 

17 

45379 

23 

15 

12 

2.7 

NM 

04 

NA 

34 

80920 

0  2 

1  1    Tokyo  Electric  Power 

20 

41341 

31 

-1 1 

-13 

3.1 

70 

1.5 

45101b* 

592b* 

1 1 7470* 

4  4c 

12    Matsushita  Electric  Industrial 

25 

36647 

17 

46 

43 

1.1 

157 

0.7 

63255b 

234b 

82471 

0  7c 

13    Hitachi  Ltd. 

28 

33866 

10 

31 

28 

1.2 

62 

1,0 

70710b 

624b 

83589 

2  0c 

14    Bonk  of  Tokyo 

29 

32312 

16 

21 

18 

3  3 

67 

05 

NA 

484b 

245645 

5  0c 

15    Long-Term  Credit  Bank  of  Japan 

46 

27209 

1 1 

22 

19 

2.6 

84 

0.7 

NA 

325b 

3 1 662 1 

3  Ic 

16    Tokoi  Bonk 

47 

26367 

13 

9 

6 

2.5 

81 

0,6 

NA 

324b 

318313 

3  Ic 

1 7  Toshiba 

50 

25950 

8 

19 

1  7 

24 

224 

1.2 

44241b 

1 16b 

53795 

1  Ic 

13    Asohi  Bank 

51 

25724 

1  1 

-4 

-7 

2.5 

131 

0.6 

NA 

196b 

274636 

1.9c 

19    Seven-Eleven  Japan 

52 

25421 

74 

23 

20 

1 1  0 

58 

0.5 

1 1 199* 

1  19* 

3367* 

19.0* 

20    Nippon  Steel 

53 

24754 

4 

-4 

-6 

2,5 

NM 

0.7 

28201 

17 

42769 

0.2 

21     Mitsubishi  Heavy  Industries 

55 

24672 

7 

10 

8 

2.4 

32 

10 

26563b 

763b 

38536 

7.5c  J 

22    Konsai  Electric  Power 

57 

24535 

25 

-7 

-9 

2.4 

51 

1,9 

22646b* 

481b* 

57885* 

4.7c*i? 

23    Doiwo  Securities 

61 

23104 

17 

38 

34 

2.5 

LOSS 

0,4 

NA 

-124 

49902 

NEG 

24  Sony 

68 

22212 

59 

42 

39 

1.7 

152 

0,8 

35641b 

146b 

40800b 

1.2 

1 

25  Ito-Yokado 

72 

21294 

51 

31 

28 

3.5 

38 

06 

27519b 

561b 

15016 

9.3c  i 

26    Nissan  Motor 

73 

21051 

8 

20 

18 

13 

LOSS 

0,8 

55420b 

-831b 

68662 

NEG 

27    Mitsubishi  Trust  &  Banking 

74 

21030 

16 

35 

32 

2.5 

97 

0.5 

NA 

217b 

164101 

2.6c 

28    Tokio  Marine  &  Fire 

78 

20250 

13 

5 

3 

3.7 

69 

0.6 

1 1371b* 

295b* 

45716* 

5.4c' 

29    Sumitomo  Trust  &  Banking 

81 

19730 

16 

31 

28 

2.4 

103 

0.5 

NA 

192b 

158081 

2.3c 
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MARKET  PRICE/  RETURN 


GLOBAL 

VALUE 

PRICE 

%  CHANGE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

1000 

U  S 

PER  SHARE 

FROM  1993 

VALUE 

P/E 

YIELD 

u  ^ 

U  S 

U  S 

EQUITY  INDUSTRY 

RANK 

SMIL 

U.S.S 

lU.S.  S) 

(LOCAL) 

RAno 

RATIO 

% 

SMIL 

S  MIL. 

SMIL 

•/. 

CODE 

ko  Securities 

83 

19361 

1  3 

28 

26 

2,4 

LOSS 

0.6 

NA 

-77 

37832 

MEG 

62 

t  Japan  Railway 

85 

19302 

4825 

NA 

NA 

3.7 

36 

1 .0 

22350 

543 

67201 

10.3 

57 

86 

19093 

1  1 

49 

46 

1 ,8 

LOSS 

0.7 

29997b 

-360b 

36071 

NEC 

33 

irp 

87 

19029 

17 

44 

41 

2,5 

62 

0.6 

14237b 


304b 


20056 

4.0c 

41 

ibu  Electric  Power 

92 

1  861  7 

25 

-6 

-8 

2,2 

74 

T  .9 

1 8687b* 

25 1  b* 

49936* 

2.9c* 

12 

xubishi  Corp. 

93 

1  8565 

1 2 

18 

15 

2.7 

106 

0.6 

1651 14b 

T  76b 

88644 

2.5c 

59 

97 

1  7803 

41 

33 

30 

42,2 

666 

0.1 

5 188 

27 

9790 

6.3 

57 

■ 

100 

T7515 

1  1 

22 

19 

2.3 

277 

0.8 

34208b 


63b 


3801  T 

0.8c 

34 

nda  Motor 

101 

1  7492 

1 8 

45 

41 

1 .8 

77 

0.7 

36909b 

226b 

28752 

2.3c 

42 

pondenso 

1  10 

1601  1 

19 

13 

10 

2,2 

61 

0,7 

13642 

26  T 

13631 

3.5 

37 

1  1  8 

1 5393 

1  2 

T8 

15 

3,2 

61 

0,6 

4481 

250 

23048 

5.2 

64 

Nippon  Airways 

121 

15164 

11 

1 

-1 

8,6 

LOSS 

0,3 

8495 

-1  1 

13484 

NEC 

56 

sui  Trust  &  Banking 

1  22 

15114 

1 3 

31 

28 

2  3 

T  69 

0,6 

NA 

89b 

1 40471 

1.3c 

61 

wa  Bank 

1  24 

15007 

10 

-6 

-8 

2.5 

T  24 

0,7 

NA 

121b 

158282 

2.0c 

61 

1  37 

1 4338 

5 

T 

-1 

3.7 

92 

0,9 

8069 

1 56 

1 3726 

4.0 

12 

subishi  Electric 

138 

14096 

7 

21 

18 

1.8 

71 

1,2 

29717b 

198b 

33523 

2.5c 

34 

■hi  Glass 

142 

1  3752 

12 

10 

7 

2  4 

59 

0.7 

12584a 

232a 

1 4482a 

4  1 

26 

Nippon  Printing 

144 

1  3609 

18 

22 

20 

2  1 

32 

0.7 

1  1  390 

426 

T  1589 

66 

52 

1 48 

1  3281 

1 7 

27 

24 

1.9 

66 

0.7 

1  7545 

202 

2069  T 

2.9 

46 

tvasaki  Steel 

151 

13236 

4 

18 

15 

2,6 

LOSS 

0.0 

12517 

-287 

20865 

NEC 

25 



oku  Electric  Power 

161 

1  2703 

26 

"9 

-1  1 

2.4 

37 

1 .9 

12804b* 

342b* 

28171* 

6.6c* 

12 

an  Airlines 

163 

1  2647 

7 

-8 

-10 

3.9 

LOSS 

0.0 

12267 

-457 

20238 

NEC 

56 

n  Brewery 
sui  &  Co. 

166 

1  2470 

1 2 

-7 

-9 

2.T 

30 

0.8 

1 5097 

410 

1 3 1 66a 

6.9c 

43 

171 

12243 

8 

14 

1  1 

2.T 

83 

0.8 

T 68554b 

146b 

81286a 

NA 

59 

ki  Nippon  Railway 

172 

12203 

8 

5 

2 

5.7 

1 36 

0.6 

8380 

87 

1 2 1 40a 

4.2c 

57 

ei 

1 76 

1 2070 

1 7 

52 

49 

5.0 

232 

0.9 

2532Tb 

52b 

1 4983 

2.Tc 

54 

Kera 

1 79 

1  2033 

65 

26 

23 

2.5 

34 

0.7 

4087b 

352b 

5934 

7.2c 

35 

jshu  Electric  Power 

184 

1 T798 

25 

-8 

-10 

2.3 

36 

T.9 

1 2059* 

368* 

33900* 

6.3* 

12 



]ka  Gas 

T  86 

1  1  789 

5 

-3 

-5 

3.3 

78 

T  .0 

6555 

162 

1 1043 

4.2 

12 

jgestone 

T87 

1  1738 

15 

20 

17 

2,5 

43 

0.8 

15280 

271 

16830 

58 

37 

pon  Express 

19) 

1  1  1 86 

10 

9 

7 

5.4 

42 

0.6 

15862b 

269b 

10189 

T2.9c 

57 

Photo  Film 



192 

1  1 162 

22 

-13 

-15 

11 

19 

0.8 

10384 

582 

1571  1 

5.5 

46 

■hi  Chemical  Industry 

198 

1  10T2 

8 

19 

17 

2.7 

63 

0.8 

1 T  772 

1  74 

1  21  10 

4.2 

22 

nitomo  Electric  Industries 

203 

10766 

15 

38 

35 

2.9 

38 

0.6 

T  05 1  1  b 

282b 

10874 

7.7c 

37 

laichi  Securities 

206 

1 0706 

9 

8 

5 

1 .6 

LOSS 

0.5 

NA 

-404 

35242 

MEG 

62 

zuoka  Bank 

207 

10685 

13 

5 

2 

2.8 

51 

0.4 

NA 

209* 

73566* 

54* 

61 

nitomo  Corp. 

208 

10679 

10 

22 

19 

1 .6 

T53 

0  8 

1 62438b 

70b 

51436 

1  Oc 

59 

uc 

217 

10359 

43 

14 

1  1 

2.5 

T02 

0.4 

1  197b 

102b 

4654 

2.4c 

35 

lyo  Electric 

218 

103 1  8 

5 

26 

24 

1 .5 

LOSS 

1 .2 

14876 

-15 

20239 

NEG 

41 

IK  of  Yokohama 

221 

10228 

9 

-15 

-17 

2.1 

217 

0.5 

NA 

47b 

1 16019 

1.0c 

61 

eda  Chemical  Industries 

224 

10125 

1 2 

-8 

-10 

1  8 

22 

1  1 

6881 

459 

961  8 

8.3 

45 

uda  Trust  &  Banking 

226 

9908 

9 

5 

3 

1  9 

264 

0.7 

NA 

37b 

93290 

0.7c 

61 

hu 

228 

9888 

7 

32 

29 

2.1 

LOSS 

0  8 

1 841 96 

35 

68253 

NEG 

59 

pon  Credit  Bank 

232 

9767 

56 

-1 

-3 

1,8 

56 

1.0 

NA 

176 

166538 

3.3 

61 

ay  Industries 
sui  Fudosan 

233 

9762 

7 

1  1 

8 

2.3 

72 

1 .0 

8447b 

1  36b 

T  T929 

3.1c 

22 

236 

9665 

12 

-5 

-7 

T.7 

53 

0.7 

12900 

183 

35375 

3.2 

64 

K 

237 

9663 

3 

-1  1 

-13 

2  2 

LOSS 

0  0 

1  7773 

-43 

3 1 236 

NEG 

25 

en 

238 

9637 

15 

1 1 

8 

2.8 

60 

1.6 

5914 

161 

7485a 

4.7c 

1  1 

rata  Mfg. 

243 

9463 

45 

64 

60 

2.8 

40 

0.3 

2668b 

236b 

4516 

7.1c 

35 

iota 

244 

9462 

7 

12 

10 

3.2 

1  20 

0.9 

9359b 

79b 

T0785 

2.6c 

38 

Tiatsu 

253 

9260 

9 

T2 

10 

T  .9 

743 

0.8 

8082b 

12b 

T  265 1 

0.3c 

38 

o  Trust  &  Banking 

255 

9237 

12 

T 

-2 

2.0 

180 

0.6 

NA 

5Tb 

79276 

1.1c 

61 

• 

nitomo  Metal  Industries 

256 

9197 

3 

-12 

-14 

1 .7 

NM 

00 

161  29 

6 

25780 

0.1 

25 

pan  Printing 

258 

9182 

14 

13 

10 

1  9 

30 

0  8 

1 041 5b 

304b 

9865 

6.2c 

52  • 

ikyo 

262 

9046 

22 

0 

-3 

3  4 

32 

0  5 

4959 

278 

5 1 44 

10.6 

45 

ipon  Oil 

264 

8930 

7 

-6 

-8 

1.5 

41 

0.9 

24652b 

222b 

27437 

37c 

1  1 

jgoku  Electric  Power 

265 

8864 

24 

-8 

-10 

2.4 

55 

2.0 

9264b* 

1 59b* 

21490* 

4.3c* 

12 

ima 

270 

8754 

9 

12 

9 

2.4 

54 

0.9 

20639 

T64 

31083 

4.5 

32 

tendo 

275 

8664 

61 

-31 

-33 

2  2 

1 7 

]  ] 

4A4r)h 

503b 

5817 

13.0c 

46 

>e  Steel 



284 

8372 

3 

-8 

-TO 

2.2 

LOSS 

0.0 

12708 

-T37 

2361  1 

NEG 

25 

'yu  Corp. 

287 

8287 

8 

-14 

-16 

3.6 

420 

0.6 

4554 

20 

14292 

0.9 

57 

cisui  House 

288 

8279 

T3 

7 

5 

1.4 

21 

1 .4 

12326b 

385b 

T3970 

6.6c 

32 

rubeni 

294 

8 1 05 

18 

15 

1  9 

T  54 

1  ] 

1 ^OYOOD 

52b 

77AOO 

1.2c 

59 

tsushita  Electric  Works 

295 

8091 

T  T 

4 

2 

1.9 

58 

1.2 

9862 

139 

T 0326a 

3.2c 

21 

^omoto 

306 

7935 

12 

-3 

-5 

2  3 

79 

0  8 

6449b 

100b 

7240 

2.9c 

44 

subishi  Kasei 

312 

7856 

5 

5 

2 

2  8 

1  37 

06 

1  1  275 

58 

13518 

2  1 

22 

nitomo  Chemical 

3 1 5 

7779 

5 

4 

1 

3  4 

64 

0  6 

8953 

1 22 

!  zzvoa 

53c 

22 

subishi  Motors 

323 

7442 

9 

23 

20 

19 

140 

0.8 

28188b 

53b 

22825 

1.4c 

42 

— f  ■  

|a  Enterprises 

327 

7384 

73 

-20 

-22 

6.3 

69 

0.5 

3980b 

107b 

3363 

9.1c 

46 

w  Oji  Paper 

328 

7383 

10 

2 

0 

2  5 

166 

0.9 

6432b 

45b 

7698 

1.5c 

23 

D 

33 1 

7308 

1 1 4 

2 

0 

2  4 

49 

0  4 

1  /Iflk 
1  4t5D 

4.9c 

55 

om 

335 

7243 

64 

10 

7 

4.2 

69 

0.7 

2379 

96 

3463 

6.1 

52 

wa  House  Industry 

337 

7226 

15 

5 

3 

1.9 

18 

1,1 

8905 

4T  T 

10794 

T0.9 

32 

ba  Bank 

338 

7217 

9 

-4 

-7 

2.1 

55 

0,5 

NA 

T4T* 

81363* 

3.8* 

61 

tern 

342 

7141 

33 

4 

2 

2.5 

49 

0.4 

4848 

T46 

5932 

5.2 

21 

mizu 

343 

7127 

9 

3 

1 

2.2 

34 

IT 

22646 

207 

32010 

6.4 

32 

00 
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MARKET 

PRICE/ 

RETURN 

uLUunL 

VALUE 

PRICE 

%  CHANGE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

COUNTRY 

1000 

US 

PER  SHARE 

EROM  1993 

VALUE 

P/E 

YIELD 

US 

US 

US. 

tOUlPi'  [t 

RANK 

RANK 

SMIL 

as.  S 

(U  S  S) 

(LOCAll 

RATIO 

RATIO 

% 

SMIL 

SMIL 

SMIL 

106  Nippon  Yusen 

344 

7127 

6 

7 

5 

3  2 

100 

0.6 

8568 

71 

12058 

J  2  .(; 

107  Yasuda  Fire  &  Marine 

350 

7069 

8 

-2 

-4 

3  2 

52 

08 

7684* 

135* 

33415* 

6.1* 

108  Kao 

353 

6932 

12 

-3 

-5 

2.4 

33 

0.9 

7395b 

212b 

6657 

7.2c 

109  Joyo  Bank 

355 

6915 

9 

-3 

-6 

2.2 

64 

0.6 

NA 

128* 

70087* 

3.5* 

110  Shin-Etsu  Chemical 

358 

6841 

21 

28 

25 

2.8 

45 

0.3 

4405 

153 

5758 

6.2 

] 1 1  Jusco 

360 

6781 

22 

1  7 

1 4 

3  3 

70 

09 

16742 

97 

9900 

4.7 

1  1 2  Shikoku  Electric  Power 

362 

6744 

25 

-1 1 

-13 

2.3 

28 

1.9 

4395* 

237* 

1 243 1  * 

7.9* 

1 1 3  Taisei 

364 

6692 

7 

-] 

-3 

1.8 

19 

17 

22469 

348 

31523 

9.6 

]  1 4  Hachijuni  Bank 

369 

6620 

12 

12 

9 

29 

51 

04 

NA 

126* 

50862* 

5.8* 

1 1 5  Taisho  Pharmaceutical 

377 

6486 

19 

^1 

-3 

2.8 

27 

1.0 

1914b* 

240b* 

3157* 

1 0.3c' 

116  Sumitomo  Marine  &  Fire 

385 

6378 

10 

3 

] 

2.9 

58 

0.7 

4795b* 

1 10b* 

21671* 

5.0c' 

117  Nippon  Paper  Industries 

387 

6369 

7 

]  ] 

8 

4.2 

106 

1.0 

5236 

32 

6462 

3.9 

118  Ishikawajima-Harima  Heavy  Industries 

390 

6278 

5 

0 

-2 

36 

56 

1.2 

10320b 

111b 

14256 

6.4c 

1  19  Marui 

398 

6158 

17 

9 

6 

1.7 

35 

1.3 

5209b 

i78b 

7643 

4.9c 

120  Ono  Pharmaceutical 

399 

6154 

50 

-9 

- 1 1 

5  1 

35 

0.4 

1049b* 

175b* 

1971* 

1 4.5c' 

121  Kawasaki  Heavy  Industries 

401 

6133 

5 

7 

4 

48 

44 

1.0 

10415 

138 

1  1394 

10.9 

1 22  Sony  Music  Entertainment 

404 

6109 

56 

29 

26 

3  2 

46 

0.4 

1672b 

132b 

2368 

6.9c 

123  Ricoh 

405 

6100 

9 

3 1 

28 

18 

127 

10 

9252b 

91b 

1 1743 

1.4 

124  Yamanouchi  Pharmaceutical 

407 

6082 

19 

-15 

- 1  7 

1  8 

21 

0.7 

3416 

288 

6427 

8.7 

125  Mitsui  Marine  &  Fire 

409 

6073 

8 

-) 

-3 

30 

57 

0.8 

5246* 

107* 

23500* 

5.2* 

126  Mitsubishi  Materials 

415 

5982 

5 

9 

7 

20 

NM 

09 

10988 

3 

13789 

0.1 

127  Suzuki  Motor 

418 

5959 

13 

48 

45 

24 

31 

0.5 

12030 

182 

7555 

7.8 

128  TDK 

421 

5931 

45 

29 

26 

1,6 

113 

1.1 

4370b 

52b 

5685 

1.4c 

129  Toto 

423 

5906 

17 

-2 

-4 

2  7 

51 

0.6 

4081b 

1  16b 

4159 

5.3c 

130  Mazda  Motor 

426 

5892 

5 

12 

9 

1.5 

482 

0.0 

24781 

12 

15203 

0.3 

131  Toyo  Seikan  Kaisha 

433 

5782 

29 

-2 

-4 

1.8 

22 

0.3 

7358 

264 

6081 

8.2 

132  Gunma  Bank 

434 

5768 

1 1 

4 

2 

2  7 

57 

0.5 

NA 

101* 

50576* 

4.8' 

133  Sekisui  Chemical 

436 

5748 

10 

1 9 

1 6 

1.6 

34 

1.0 

8714 

170 

9394 

4.7 

1 34  Tobu  Railway 

446 

5571 

6 

-17 

-19 

3.9 

240 

0.7 

2998 

23 

9372 

1.6 

135  Hitachi  Zosen 

449 

5554 

6 

-2 

-4 

5.9 

97 

0.9 

5012b 

57b 

4999 

6.1c 

1  36  Bank  of  Fukuoka 

456 

5489 

9 

-1 

-3 

2,3 

67 

05 

NA 

99* 

63169* 

3.5* 

137  Hokkaido  Electric  Power 

466 

5366 

25 

-9 

-1  1 

2,4 

24 

1.9 

4978* 

156* 

12558* 

10.1* 

138  Hokuriku  Electric  Power 

472 

5284 

24 

-8 

-1  1 

19 

34 

20 

4252* 

215* 

13124* 

5.6* 

139  Teijin 

475 

5241 

5 

2 1 

1  8 

1.7 

144 

1.1 

5377b 

36b 

9540 

1.2c 

140  Hankyu  Corp. 

482 

5118 

6 

-5 

-8 

3.0 

75 

0.8 

3399 

68 

10035 

4.0 

141  Ohbayashi 

483 

5112 

7 

3 

0 

1.9 

25 

1.1 

14701 

201 

24310 

7.5 

142  Hokuriku  Bank 

488 

5087 

7 

0 

-2 

1.6 

66 

0.6 

NA 

77 

72820 

2.4 

143  Sumitomo  Metal  Mining 

489 

5084 

9 

-10 

-12 

2.7 

78 

0.5 

4854 

59 

5894 

3.4 

144  Odakyu  Electric  Railway 

491 

5057 

7 

-6 

-8 

3.9 

117 

0.7 

5217 

43 

881  1 

3.3 

145  Kyushu  Matsushita  Electric 

492 

5055 

29 

3 

34 

78 

05 

3093b* 

65  b* 

2504* 

4.4c' 

1 46  Matsushita-Kotobuki  Electronics  Industries 

493 

5032 

32 

70 

67 

3.2 

60 

04 

3463b 

83b 

2539* 

5.2c 

147  Toyoda  Automatic  Loom  Works 

495 

5012 

18 

5 

2 

2.2 

49 

0.7 

4722b* 

103b* 

3939* 

4.4c' 

148  Pioneer  Electronic 

501 

4942 

28 

23 

20 

1.6 

NM 

0.9 

5638 

85 

4809 

0.1 

149  Isuzu  Motors 

508 

4895 

5 

-1 

-4 

5.2 

LOSS 

0.0 

14906 

-41 

12022a 

NEG 

150  Cosmo  Oil 

51  1 

4877 

8 

4 

2 

36 

59 

09 

15384b 

83b 

12265 

6.2c 

151  Ashikaga  Bank 

524 

4749 

8 

-12 

-14 

1.9 

96 

07 

NA 

77* 

63810* 

1.9* 

152  Japan  Energy 

532 

4693 

4 

-16 

-1  8 

3.1 

LOSS 

1.1 

12613 

-276 

15776 

NEG 

153  Asahi  Breweries 

533 

4669 

1  1 

_2 
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3.2 

23 

2  1 

2730 

156 

2822 

13.9 

7     Technology  Resources  Industries 

931 

2742 

4 

113 

115 

8.2 

134 

00 

238 

21 

977 

6.1 

NETHERLANDS 

COUNTRY  COMPOSITE 

153234 

66 

28 

32 

6.5 

40 

2.9 

235418 

12231 

818230 

31.2 

1      Royal  Dutch  Petroleum  (1) 

NR 

56651 

106 

13 

16 

1.7 

19 

4.4 

95173 

4497 

99830 

9.0 

2      Unilever  NV  |2) 

NR 

16756 

105 

-4 

-1 

4.1 

15 

3.0 

41960 

1952 

25979 

27.5 

3     Internationale  Nederlanden  Groep 

200 

10951 

41 

1  1 

15 

0.9 

10 

4.6 

1  1032 

1086 

184179 

9.4 

4     ABN  AMRO  Holding 

240 

9617 

33 

13 

17 

08 

10 

5.1 

NA 

998 

266425 

8.7 

5     Philips  Electronics 

260 

9130 

28 

82 

88 

1.4 

17 

1.0 

31918 

464 

26504a 

8.2c 

6     Akzo  Nobel 

298 

8014 

1  13 

40 

45 

1.8 

16 

3.1 

8958 

376 

7391a 

1 1.3c 

7  Polygram 

322 

7490 

42 

61 

66 

6.8 

22 

1.0 

4024 

333 

2875a 

30.3 

8     Elsevier  (4) 

NR 

5967 

91 

27 

31 

1  1.4 

22 

3.1 

4194 

594 

6216 

51.4 

9  Aegon 

473 

5280 

52 

13 

16 

1.1 

9 

4.2 

6702 

545 

69565 



12.0 

10  Heineken 

506 

4910 

122 

20 

24 

2.5 

17 

1.6 

4910 

281 

4251a 

14.2c 

1 1    Wolters  Kluwer 

626 

4000 

62 

26 

30 

13.3 

23 

1.3 

1419 

175 

894 

58.2 

12    Dordtsche  Petroleum 

746 

3450 

104 

19 

23 

51.1 

23 

4.4 

NA 

152a 

68a 

229.5 

13  Ahold 

860 

3003 

26 

2 

5 

2.6 

16 

2.2 

14701 

289 

4332 



16.1 

14    AMEV  |5) 

NR 

2795 

40 

3 

6 

1.1 

9 

4.7 

NA 

533 

109298 

12.0c 

15  DSM 

971 

2618 

73 

57 

62 

1  2 

284 

11 

4362 

-33 

5462 

0.4 

16    Koninklijke  KNP  BT 

974 

2601 

26 

65 

71 

2  1 

1  19 

0.9 

6065 

-12 

4963 

1.7 

NEW  ZEALAND 

COUNTRY  COMPOSITE 

12750 

3 

60 

45 

2.4 

16 

4.0 

8427 

661 

15787 

16.0 



1      Telecom  Corp.  of  New  Zealand 

447 

5561 

3 

54 

40 

38 

18 

4.6 

1485b 

314b 

2828 

21.6c 

2     Carter  Holt  Harvey 

644 

3909 

2 

42 

30 

1  7 

20 

4.1 

1472b 

193b 

3917 

8.2c 

3     Fletcher  Challenge 

787 

3279 

2 

83 

66 

1  7 

9 

33 

5470 

154 

9042 

18.3 

NORWAY 

COUNTRY  COMPOSITE 

7568 

33 

26 

33 

2.3 

15 

1.5 

8742 

478 

11150 

15.6 

1      Norsk  Hydro 

319 

7568 

33 

26 

33 

2.3 

15 

1.5 

8742 

478 

1  1  150 

15.6 

SINGAPORE 

COUNTRY  COMPOSITE 

80214 

9 

52 

45 

4.8 

31 

0.9 

8150 

2624 

109598 

15.3 

1      Singapore  Telecommunications 

26 

34813 

2 

NA 

NA 

15.9 

44 

0.6 

2081b 

784b 

3455b 

35.9 

2     Singapore  Airlines 

193 

1  1  126 

9 

33 

27 

2.2 

21 

1.2 

3684 

555 

6686 

10.3 

3     OCBC  Overseas  Chinese  Bank 

321 

7508 

9 

33 

27 

34 

26 

08 

NA 

283 

26836a 

13.2c 

4     Development  Bonk  of  Singapore 

354 

6923 

1  1 

40 

33 

23 

23 

0.7 

NA 

305 

41266 

10.2 

5     United  Overseas  Bonk 

420 

5947 

8 

53 

46 

3  3 

19 

1.1 

NA 

298 

18187a 

 « 

17.3c 

6     Singapore  Press  Holdings 

525 

4745 

18 

60 

53 

78 

28 

0.8 

431 

148 

779 

27.8 

7  Keppel 

764 

3372 

7 

42 

36 

24 

27 

1.3 

997 

123 

7288 

8.7 

3     City  Developments 

820 

3142 

5 

102 

93 

43 

42 

0.7 

NA 

75 

2909 

10.3 

9     Eraser  &  Neave 

964 

2640 

12 

51 

44 

18 

48 

0.7 

956 

54 

2193 

3.8 

SOUTH  AFRICA 

COUNTRY  COMPOSITE 

24462 

22 

43 

47 

2.0 

19 

3.0 

NA 

1468 

10364 

10.3 

1      Anglo  American 

209 

10658 

46 

53 

58 

1.9 

26 

2.1 

NA 

391 

6855 

7.1  5* 

2      De  Beers  Centenary 

297 

8030 

21 

20 

24 

11 

10 

3.7 

NA 

790* 

NA 

10.4  m 

3  Gencor 

877 

2954 

2 

65 

71 

1.6 

18 

4.4 

NA 

169 

1961 

8.9  K 

4     Johannesburg  Consolidated  Investment 

905 

2820 

19 

32 

36 

3.4 

23 

2.0 

NA 

119 

1547 
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GLOB/I 


mm 

PRICE/ 

RETURN 

GL08AL 

VALUE 

PRICf 

%  CHANGE 

BOOK 

SALiS 

PROflTS 

ASSETS 

ON 

1000 

U.S. 

PER  SHARE 

FROM  1993 

VAUJE 

P/E 

YIELD 

U.S, 

U.S, 

U.S. 

EQUnY 

INDUSTRY 

RANK 

SMIL 

US.  S 

(U  S.  S) 

(lOCAl) 

RATIO 

RATIO 

% 

SMIL 

SMIL 

S  MIL 

% 

CODE 

i 

i  COMPOSITE 

73208 

40 

13 

22 

2.0 

15 

4.0 

41895 

5334 

437558 

ifonica  Nacional  de  Espana 

160 

12750 

14 

23 

32 

1.3 

18 

3.3 

9570 

71  1 

30255 

72 

55 

esa 

165 

12562 

48 

40 

50 

2  b 

14 

2.2 

5433 

862 

12887 

18.1 

12 

>sol 

242 

9471 

32 

25 

34 

2  8 

15 

2.7 

16350 

591 

9929a 

17.8c 

1 1 

rdrola 

365 

6689 

7 

23 

33 

1.0 

13 

6,1 

5835 

447 

23883a 

7.6c 

12 

ICO  Bilbao  Viztaya 

461 

5444 

24 

-7 

1 

1.4 

10 

53 

NA 

524 

74416a 

NA 

61 

entoria,  Corp.  Bancaria  de  Espana 

469 

5323 

42 

13 

22 

1.3 

1  1 

4.3 

NA 

478 

80107 

1  1.7 

61 

ICO  de  Santander 

505 

4923 

44 

-4 

3 

1.8 

10 

4.9 

NA 

490 

77024 

18.0 

61 

ICO  Central 

713 

3556 

22 

-21 

-15 

0.8 

1  1 

71 

NA 

357 

7331  la 

7.6c 

61 

ICO  Exterior  de  Espana 

769 

3354 

32 

0 

8 

1.9 

13 

4.1 

NA 

257 

3 1 208a 

NA 

61 

ICO  Popular  Espariol 

790 

3255 

113 

-2 

5 

1.8 

8 

5  1 

NA 

398 

21  129 

22-0 

61 

I  Natural  SDG 

821 

3132 

84 

50 

62 

3  4 

29 

1.0 

1  145 

108 

1454a 

1  1  7c 

12 

ca 

926 

2750 

15 

22 

31 

4.2 

25 

1.3 

3561 

1  1  1 

1954a 

16.8c 

54 

»EN 

r  COMPOSITE 

69610 

36 

39 

51 

2.5 

52 

1.6 

86369 

1873 

209143 

10.4 

ra 

156 

12879 

21 

0 

9 

6.1 

16 

10 

2900 

782 

3555 

377 

45 

\.  Ericsson 

210 

10644 

49 

9 

18 

3.9 

26 

1.2 

8078 

364 

8660 

14  8 

34 

vo 

340 

7200 

93 

65 

79 

2.1 

LOSS 

1,1 

14263 

-445 

17261 

NEC 

42 

A  (31 

NR 

7156 

79 

25 

35 

4.1 

29 

1,6 

28315 

68 

24904 

14-1 

34 

dvik 

595 

4190 

15 

14 

24 

2.4 

25 

1,9 

2794 

166 

3224 

9-4 

25 

irmocia 

602 

4143 

16 

1 

10 

2.1 

12 

1,7 

3171 

278 

4308 

171 

45 

trolux 

667 

3787 

52 

68 

82 

1-8 

31 

1,6 

12848 

75 

9190a 

5-8 

41 

estor 

670 

3777 

24 

52 

64 

2.0 

178 

2  8 

NA 

61 

8163a 

1-lc 

71 

indinoviska  Enskildo  Banken 

754 

3414 

6 

138 

158 

1.1 

185 

00 

NA 

18 

57521 

0.6 

61 

ra  Kopparbergs  Bergslags 

788 

3268 

55 

17 

27 

1.2 

39 

1,5 

6472 

84 

9476a 

3.0c 

23 

nska  Handelsbanken 

797 

3217 

14 

48 

60 

1.2 

15 

1.8 

NA 

219 

51362 

7-9 

61 

inska 

856 

3022 

24 

84 

99 

3.3 

46 

17 

3241 

66 

5839a 

73c 

32 

nska  Celluloso  Aktiebolaget 

885 

2912 

15 

-1  1 

-3 

1.1 

18 

29 

4288 

137 

5678 

6,4 

23 

KSRLAND 

r  COMPOSITE 

209421 

1359 

27 

26 

2.5 

27 

1.7 

160577 

12122 

891297 

12.2 

he  Holding 

16 

47262 

9145 

65 

63 

6.2 

44 

0-4 

10215 

1766 

22043 

142 

45 

stie 

32 

31486 

818 

5 

3 

3.0 

15 

2,2 

40984 

2060 

32066 

196 

44 

on  Bank  of  Switzerland 

67 

22358 

852 

22 

21 

1  4 

13 

27 

NA 

1617 

221882 

108 

61 

idoz 

94 

18003 

513 

1 1 

9 

26 

15 

1-6 

10763 

1216 

14398 

17-0 

45 

o-Geigy 

96 

17869 

627 

33 

31 

1.6 

15 

1-7 

16142 

1268 

22641 

10-7 

22 

Hoiding 

130 

14730 

442 

23 

21 

1.6 

10 

2-9 

NA 

1421 

246959 

15  2 

61 

iss  Bank  Corp. 

211 

10584 

288 

1 1 

9 

1.2 

1  1 

4-0 

NA 

973 

147541 

110 

61 

ich  Vers. 

271 

8731 

957 

22 

20 

15 

25 

1-3 

1 3966a 

350a 

52680a 

6-0 

63 

I  Brown  Boveri  (3) 

NR 

7853 

898 

53 

51 

3.8 

124 

1  4 

28315 

68 

24904 

3-1 

34 

weiz.  Ruck. 

441 

5620 

453 

9 

7 

1.9 

29 

1  5 

15627a 

200o 

42552a 

6-8 

63 

npagnie  Financiere  Richemont 

528 

4729 

823 

-1  1 

-13 

20 

15 

0-0 

5201 

315 

8963 

13-3 

71 

iterthor 

615 

4089 

492 

9 

8 

14 

26 

2-3 

1 1 048a 

167a 

37063a 

5.6 

63 

(.H. 

630 

3970 

579 

NA 

NA 

35 

13 

12 

2024a 

294a 

1865a 

27.3 

46 

derbank 

631 

3957 

688 

44 

42 

1.8 

19 

1-6 

NA 

205 

8486a 

9,5c 

21 

suisse-Lonza  Holding 

893 

2876 

469 

42 

40 

1.8 

43 

1-9 

441  1 

59 

4237 

4,2 

24 

S  Ste  Generale  de  Surveillance  Holding 

952 

2661 

151  1 

37 

35 

4,1 

19 

2,2 

1883 

140 

1882 

215 

52 

irma  Vision  2000 

962 

2643 

3542 

63 

60 

2.5 

NA 

0.0 

NA 

5* 

1  134* 

NA 

62 

ED  STATES 

Y  COMPOSITE 

3240696 

90 

7 

7 

3.6 

24 

2.6 

2900642 

173493 

7432669 

18.4 

neral  Electric 

3 

84938 

50 

7 

7 

3.3 

19 

2.9 

60562 

4424 

251506 

17-1 

34 

con 

5 

75917 

61 

-7 

-7 

2.2 

15 

4.7 

99161 

5280 

84145 

14-9 

1  1 

IT 

7 

73875 

55 

-1 1 

-1  1 

5.3 

17 

2.4 

67200 

4260 

60770 

31-8 

55 

l-Mart  Stores 

13 

54010 

24 

-16 

-16 

5.0 

23 

0.7 

67345b 

2333b 

26441b 

22.2 

54 

:a-Cola 

14 

52245 

40 

-3 

-3 

1  1.4 

23 

1.9 

13957 

2188 

12021 

49-0 

43 

lip  Morris 

18 

43192 

49 

-2 

-2 

3.7 

12 

5-6 

60901 

3568 

51205 

30-3 

43 

Pont 

19 

42010 

62 

18 

18 

3.8 

60 

2-8 

37098 

566 

37053 

6-4 

22 

neral  Motors 

21 

38700 

54 

34 

34 

6,4 

15 

15 

1 19686 

2466 

188201 

42-6 

42 

icter  &  Gamble 

22 

38434 

56 

15 

15 

70 

81 

2,2 

30433 

269 

24935 

8-7 

44 

rck 

23 

38245 

31 

-20 

-20 

38 

16 

3,7 

10498 

2166 

19928 

234 

45 

ernationol  Business  Machines 

24 

36673 

63 

19 

19 

2.0 

LOSS 

1,6 

62716 

-7987 

81113 

NEC 

33 

bit 

30 

32252 

81 

16 

16 

2.0 

16 

4-2 

63474 

2084 

40585 

12-5 

1  1 

crosoft 

33 

30509 

54 

16 

16 

9.3 

31 

0-0 

3753 

953 

3805 

30-0 

52 

lerican  International  Group  (7) 

35 

29588 

93 

9 

9 

1.9 

15 

0.4 

21 155 

1918 

101015 

12-5 

63 

ISouth 

36 

29517 

60 

15 

15 

22 

24 

4.6 

15900 

1030 

32870 

8.9 

55 

E 

37 

29512 

31 

-12 

-12 

3.1 

29 

6,1 

19748 

990 

41575 

10  7 

55 

lOCO 

38 

29226 

59 

5 

5 

2.1 

16 

3,7 

28622 

1820 

28490 

13-3 

1  1 

d  Motor 

40 

28817 

58 

1  1 

1  1 

1,9 

10 

3,1 

108521 

2529 

198938 

19,4 

42 

asiCo 

41 

28757 

36 

-1 

-1 

5.4 

18 

2,0 

25021 

1588 

23706 

29,7c 

43 

inson  &  Johnson 

42 

28452 

44 

-1 

-1 

5.1 

16 

26 

14138 

1787 

12242 

32,6 

45 

svron 

43 

28339 

87 

-1 

-1 

2.0 

24 

4.3 

32123 

1265 

34736 

8.5 

1 1 
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MARKET 

PRICE/ 

RETURN 

GLOBAL 

VALUE 

PRICE 

%  CHANGE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

COUNTRY 

1000 

U.S- 

PER  SHARE 

fROM  1993 

VALUE 

P/E 

YIELD 

U.S. 

U.S. 

U.S. 

mm  1  ■ 

RANK 

RANK 

SMIL 

U,S.S 

(U.S.  S) 

(LOCALl 

RATIO 

RATIO 

% 

SMIL 

SMIL 

SMIL 

22 

Bristol-Myers  Squibb 

44 

28296 

55 

-9 

-9 

4  8 

1  4 

5  3 

11413 

1 959 

12101 

33  4 

23 

Intel 

48 

261 25 

63 

13 

13 

3  5 

1 2 

0  4 

8782 

2295 

1  1  344 

29.9 

24 

Motorola 

49 

26049 

47 

15 

15 

4. 1 

24 

0.6 

1 6963 

1022 

1 3498 

1 6.9 

25 

Southwestern  Bell 

54 

24685 

41 

7 

7 

3  2 

17 

3.8 

10690 

1435 

24308 

19.6 

26 

Abbott  Laboratories 

58 

2453 1 

30 

10 

10 

6-7 

1  7 

2.5 

8408 

1 399 

7689 

38  6 

27 

Walt  Disney 

60 

23249 

43 

-1 

-1 

4  6 

23 

0.7 

8529 

1021 

1  1 75 1 

1 9.8 

28 

Bell  Atlantic 

62 

zzoVo 

53 

-2 

-2 

2  7 

1 5 

5.2 

1  3000 

1 480 

28 1 00a 

1 7.5c 

29 

Fannie  Mae 

63 

22750 

84 

10 

10 

2  8 

1  1 

2.9 

NA 

2043 

2 1 6979 

26.0 

30 

McDonald's 

64 

22543 

62 

25 

25 

4.3 

2 1 

0.8 

7408 

1 083 

1 1681a 

20.9c 

31 

Minnesota  Mining  &  Mfg. 

70 

2 1  828 

5 1 

-10 

-10 

3  4 

1  8 

3.5 

1 4020 

1 263 

1  2197 

19.0 

32 

Ameritech 

71 

2 1 387 

39 

8 

8 

2.7 

1 4 

4.9 

11710 

1510 

23430 

1 9.9 

33 

Pfiier 

77 

20459 

64 

-1  1 

-1 1 

5.3 

29 

2.9 

7478 

658 

9331 

18.4 

34 

Home  Depot 

79 

2001 7 

45 

-2 

-2 

8  7 

42 

0.4 

9239b 

457b 

3932 

20.8c  • 

35 

Hewlett-Packard 

80 

1 986 1 

79 

-6 

-6 

2  3 

1 5 

1 .5 

203 1 7 

1 1 77 

1 6736 

1 5.5 

36 

Berkshire  Hathaway  (7) 

89 

1 8966 

16100 

7 

7 

1 .8 

24 

0.0 

3653 

759 

1 9520 

7.7 

37 

Dow  Chemical 

91 

18734 

68 

21 

21 

2  3 

46 

3.8 

18060 

644 

25505 

5.1 

38 

American  Home  Products 

95 

1 7985 

58 

-13 

-13 

4  6 

1 2 

5  0 

8305 

1 469 

7687 

38.3 

39 

Sears<  Roebuck 

98 

1 7762 

5 1 

26 

26 

1  8 

1 0 

3  2 

50838 

2409 

90808 

1 7.8 

40 

US  West 

99 

1 771 1 

40 

-7 

-7 

3  0 

35 

5.3 

1 0294 

476 

20680 

8.7 

41 

BankAmerica 

102 

17359 

49 

9 

9 

12 

10 

3.3 

NA 

1954 

1 86900 

12.3 

42 

Chrysler 

1 04 

1 722 1 

50 

12 

12 

2.6 

7 

2  0 

42260 

2248 

43830 

38.3 

43 

Eli  Lilly 

1 05 

1 6760 

57 

12 

12 

3.7 

37 

4.4 

6452 

491 

9624 

9.9 

44 

Texaco 

1 06 

1 64 1 4 

64 

-1 

-1 

1 .9 

1 5 

5  0 

34071 

1 259 

26626 

1 2.3 

45 

Atlantic  Richfield 

108 

16135 

101 

-19 

-19 

2  6 

23 

5.5 

18847 

814 

23894 

1 1.3 

46 

Boeing 

1  1 3 

15741 

46 

17 

17 

1  8 

1 3 

2.2 

25438 

1 244 

20450 

1 3.5 

47 

Nynex 
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1  6 

1429 

175 

815 

32  7 

44 

idental  Petroleum 

422 

5929 

1 9 

-1  1 

-1  1 

1 .8 

LOSS 

5,2 

8116 

74 

17123 

NEG 

1  1 

erican  General 

424 

5893 

27 

-12 

-12 

1 .3 

1 0 

4.3 

NA 

580 

39740a 

1  3,0c 

63 

odyear  Tire  &  Rubber 

428 

585 1 

39 

-3 

-3 

2  5 

1  1 

2, 1 

1  1 643 

489 

8436 

23.0 

37 

cor 

429 

5845 

67 

53 

53 

6.5 

43 

0.3 

2254 

124 

1829 

15.2 

25 

>rgia-Pacific 

43 1 

5822 

65 

-1 

-1 

2  4 

LOSS 

2.5 

1  2330 

-1  8 

1 0545 

NEG 

23 

ikers  Trust  New  York 

439 

5700 

70 

-2 

-2 

1 .3 

6 

5. 1 

NA 

1 070 

92082 

22,0 

6 1 

chovia 

440 

5655 

33 

-8 

-8 

1 .9 

1  1 

3.6 

NA 

492 

36526 

1 6.5 

*A1 

0  1 

/ton  Hudson 

442 

5613 

79 

8 

8 

2.3 

15 

2.1 

19233b 

375b 

10337 

1  4.7c 

54 

ohn 

444 

5593 

32 

9 

9 

3 . 1 

1 5 

4,6 

361  1 

402 

481 6 

20.9 

45 

omon 

445 

5573 

5 1 

39 

39 

1 .3 

6 

1 .3 

8799 

864 

1 84835 

22. 1 

62 

wning-Ferris  Industries 

448 

5557 

29 

7 

7 

3,3 

24 

2.3 

3495 

1 97 

4296 

1 3  5 

52 

veil 

451 

5533 

18 

-37 

-37 

5,5 

1 8 

0.0 

1 1 23 

285 

1 344 

30.3 

33 

ws 

453 

5518 

89 

-5 

-5 

0.9 

1  1 

1,1 

13687 

594 

45850 

8.2 

71 

lentech 

454 

5512 

48 

17 

17 

4.9 

68 

0.0 

650 

59 

1469 

7.3 

45 

lington  Resources 

463 

5414 

42 

-17 

-17 

2  1 

21 

13 

1249 

255 

4448 

9.8 

1  1 

ik  of  New  York 

465 

5375 

30 

7 

7 

1.5 

9 

3.7 

NA 

559 

45546 

15.5c 

61 

00 
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MARKET 

PRICE/ 

RETURN 

GLOBAL 

VALUE 

PRICE 

%  CHANGE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

COUNTRY 

1000 

US. 

PER  SHARE 

FROM  1993 

VALUE 

P/E 

YIELD 

U.S. 

U.S. 

U.S. 

EQUITY 

RANK 

RANK 

SMIL 

U  S,  S 

(U  S,  SI 

(LOCAL) 

RATIO 

RATIO 

% 

SMIL 

SMIL 

SMIL 

% 

1  74  American  Electric  Power 

468 

5328 

29 

-16 

-16 

1,3 

14 

8.3 

5269 

354 

15341 

9.0 

1  75  Commonwealth  Edison 

470 

5306 

25 

_]  Q 

- 1 0 

0,9 

249 

6.4 

5260 

103 

1 8020o 

0.4c 

176  Fleet  Financial  Group 

471 

5296 

39 

26 

26 

17 

12 

3.6 

NA 

488 

47923 

13.8 

1  77  First  Data 

479 

5179 

47 

28 

28 

5,4 

29 

0.3 

NA 

173 

4148 

18.7 

178  UST 

480 

5170 

25 

-16 

-16 

1 1,2 

15  • 

4.4 

1  1  10 

369 

706 

75.7 

fc 

1  79  Paramount  Communications 

(7) 

481 

5165 

42 

-2 1 

-2 1 

1-2 

30 

0,0 

4265 

270 

7054 

4.0 

180  Syntex 

484 

51  1 1 

23 

12 

12 

43 

14 

4,5 

2123 

288 

2961 

315 

181  Freeport-McMoRan  Copper  &  Gold  (7) 

487 

5097 

25 

-2 

-2 

136 

1  18 

2.4 

926 

61 

21 17 

1  1.6 

182  Walgreen 

494 

5031 

41 

-4 

-4 

3  7 

20 

1.7 

8295 

245 

2535 

18.1 

183  PacifiCorp 

499 

4953 

18 

-] 

-  ] 

15 

13 

6.1 

3412 

423 

1  1959 

12.1 

1  84  Textron 

500 

4946 

56 

7 

7 

1,8 

13 

2.5 

9078 

379 

19658 

14.0 

1  oo  (.igno 

504 

4929 

69 

17 

17 

0.9 

1  1 

4.4 

NA 

361 

69830a 

7.7c 

186  USX-Morathon  Group 

507 

4908 

17 

-9 

-9 

1,6 

71 

4.0 

11962 

-6 

10806 

2.3 

187  Durocell  International 

510 

4882 

42 

39 

39 

4.9 

26 

2.1 

1742 

171 

1998 

18.7 

168  Burlington  Northern 

512 

4870 

56 

3 

3 

3.1 

18 

2.2 

4699 

296 

7045 

17.4 

li 

189  Reader's  Digest  Association 

513 

4848 

42 

-4 

-4 

6.2 

18 

3.4 

2869 

258 

1872 

34.9 

190  Alltel 

514 

4841 

26 

1 

1 

3.2 

19 

3.4 

2342 

262 

4270 

16.9 

191  Marion  Merrell  Dow 

515 

4834 

18 

2 

2 

26 

13 

5.7 

2818 

362 

3183a 

19.7c 

feir 

192  Air  Products  &  Chemicals 

516 

4817 

42 

-1 

-1 

2.3 

23 

2.2 

3228 

201 

4762 

9.8 

« 

1  y J  bysco 

517 

4786 

26 

-3 

-3 

4,2 

22 

1.4 

10022 

202 

2530 

18.8 

Ji 

194  NBD  Bancorp 

518 

4781 

30 

-4 

-4 

1,5 

10 

4.0 

NA 

482 

40776 

15.0 

ill 

195  American  Cyonamid 

519 

4776 

52 

34 

LOSS 

3.5 

4277 

-164 

6057 

NEC 

IVo  Medtronic 

521 

4756 

82 

19 

19 

5,7 

20 

0.8 

1391b 

232b 

1287 

27.8c 

'ti 

iv/  fvicuonneii  i^ougias 

531 

4723 

120 

82 

82 

1  4 

15 

1.2 

14487 

359 

12026 

9.2 

]98  Illinois  Tool  Works 

539 

461  1 

41 

12 

12 

3  7 

21 

1.3 

3159 

207 

2337 

17.2 

199  Amerada  Hess 

541 

4604 

50 

"9 

-9 

1,5 

LOSS 

1.2 

5872 

-298 

8642 

NEC 

200  Lowe's 

546 

4579 

31 

66 

66 

62 

30 

0.5 

4538b 

132b 

1609 

20.9c 

201  Westinghouse  Electric 

547 

4578 

13 

-15 

-15 

44 

LOSS 

1.5 

8875 

-175 

10553 

NEC 

» 
Po 

202  First  Chicago 

549 

4568 

53 

36 

36 

1,6 

6 

3.8 

NA 

805 

52560 

26.7c 

203  Rhone-Poulenc  Rorer 

550 

4561 

33 

-36 

-36 

3,2 

12 

3.4 

4019 

421 

4050 

27.2 

- 

204  Hercules 

554 

4513 

105 

44 

44 

26 

21 

2.1 

2773 

208 

3228a 

12.8c 

lO 
It 

205  Barnett  Bonks 

556 

4493 

46 

-1 

-1 

1,7 

1  1 

3.6 

NA 

421 

38330 

15.6 

206  Quaker  Oats 

557 

4491 

67 

-9 

-9 

8,5 

16 

3  2 

5731 

287 

2816 

54.5 

^ii 

207  Nike 

558 

4491 

59 

-1  9 

- 1 9 

2,7 

15 

1.4 

3931 

365 

2188 

18.6 

208  H&R  Block 

559 

4488 

43 

23 

23 

70 

28 

2.6 

1525 

181 

1006 

24.5 

([ 

209  Rubbermaid 

560 

4467 

28 

-12 

-12 

4,5 

21 

1.6 

1960 

211 

1327a 

21.6c 

«e 

210  Arco  Chemical 

561 

4464 

47 

0 

0 

2,8 

22 

5.4 

3192 

214 

3502 

13.2 

a 

211  Mattel 

562 

4457 

26 

J  / 

J  / 

6,0 

33 

0.9 

2704 

136 

1260a 

18.3c 

a 

212  Morgan  Stanley  Group 

563 

4450 

60 

-10 

-10 

1  2 

7 

20 

NA 

786b 

97242b 

17.3 

M 
( 

213  National  City 

564 

4446 

28 

17 

17 

1,7 

1  1 

4.1 

NA 

404 

31068 

15.3 

214  First  Bank  System 

568 

4380 

38 

29 

29 

2,1 

15 

3,1 

NA 

298 

26385 

14.5 

It 

215  Genuine  Parts 

574 

4334 

35 

_t: 
0 

_C 

3,0 

16 

3.3 

4384 

259 

1871 

18.4 

(!l 

216  International  Flavors  &  Fragrances 

575 

4314 

39 

-1 

-1 

48 

21 

2,8 

1  189 

202 

1225 

22.9 

u.. 

217  TRW 

581 

4279 

67 

-3 

-3 

2  8 

19 

2,8 

7948 

220 

5336 

14.8 

!6rn 
fine 

218  Melville 

583 

4266 

41 

-13 

-13 

2,2 

14 

3,7 

10435 

332 

4272 

16.6 

iO 

219  Newmont  Gold 

585 

4247 

41 

1 U 

—  1  ri 
1 U 

4,6 

37 

1,2 

602 

113 

1022 

12.5 

220  Avon  Products 

586 

4245 

59 

6 

6 

135 

17 

3,1 

4008 

250 

1958 

81.1 

221  Federal  Express 

587 

4241 

77 

56 

56 

2,5 

24 

0.0 

7808 

1  10 

5793 

10.6 

til 

222  R.  R.  Donnelley  &  Sons 

588 

4239 

28 

-8 

-8 

2  3 

23 

2,0 

4388 

179 

3654 

10.0 

K] 

(ylv 

223  Houston  Industries 

589 

4225 

32 

-07 
Z/ 

-07 

1,3 

10 

93 

4324 

416 

12230 

13.1 

224  Santo  Fe  Pacific 

591 

4223 

23 

35 

35 

33 

15 

0,4 

2726 

339 

5937 

21.8 

225  Masco 

592 

4212 

28 

-13 

-13 

2,2 

18 

2.5 

3887 

221 

3987a 

12.2c 

Hilt 

226  AMR 

594 

4199 

55 

-22 

-22 

1.3 

LOSS 

0.0 

15816 

-96 

19326 

NEC 

»or 

227  Fluor 

596 

4187 

51 

28 

28 

4.0 

24 

1.0 

7850 

167 

2589 

16.7 

M 

228  Martin  Marietta 

599 

4176 

44 

16 

16 

2.2 

10 

2  1 

9436 

450 

7745 

21.8 

a  Co 

229  Conrail 

600 

4173 

55 

2 

2 

1,5 

31 

24 

3453 

234 

7315a 

4.9c 

ml 

230  Central  &  South  West 

601 

4169 

22 

-30 

-30 

14 

13 

7.7 

3688 

281 

10623 

1  1.1 

231  Cooper  Industries 

603 

4139 

36 

-27 

-27 

1,4 

14 

3  6 

6274 

367 

7148 

10.1 

232  Honeyv/ell 

604 

4128 

31 

-17 

-1  7 

2.3 

13 

3  1 

5963 

322 

4598 

17.4 

lug 

233  Viacom 

605 

4127 

29 

-38 

-38 

46 

22 

00 

2005 

169 

4317a 

20.7c 

234  Times  Mirror 

606 

4120 

32 

5 

5 

2,2 

38 

3  3 

3714 

77 

4606 

5.7 

lie 

235  Rohm  &  Haas 

608 

4118 

61 

6 

6 

3,2 

33 

2.3 

3269 

126 

3524 

9.7 

tho 
He 

236  Eaton 

610 

41  14 

55 

24 

24 

35 

20 

2.2 

4401 

214 

3268 

18.2 

237  CNA  Financial 

614 

4094 

66 

-27 

-27 

0.8 

7 

0.0 

8689 

593 

41913 

1  1.2 

ii 

238  CBS 

619 

4033 

261 

9 

9 

3.6 

13 

0.8 

3510 

326 

3419 

27.7 

tbie 

239  Tronsomerico 

620 

4033 

53 

8 

8 

14 

9 

3  7 

NA 

450 

36050 

14.6 

240  Lockheed 

624 

4005 

64 

5 

5 

1  6 

9 

36 

13071 

422 

8961 

17.8 

*C 

241  Southwest  Airlines 

627 

3979 

28 

1 

1 

3  8 

24 

0  1 

2297 

154 

2576 

15.7 

fo 

242  Morton  International 

628 

3976 

82 

8 

8 

33 

23 

1.4 

2310 

127 

2239 

14.4 

243  Eastman  Chemical 

629 

3975 

48 

NA 

3.7 

20 

3  3 

3903 

267 

4341 

18.9 

lofs 

244  Dresser  Industries 

632 

3951 

23 

2 

2 

33 

9 

3.0 

4216 

174 

3642 

36.2 

245  AutoZone  (7) 

636 

3947 

27 

15 

15 

8.8 

38 

0.0 

1217 

87 

697 

22.9 

246  Tribune 

637 

3935 

59 

12 

12 

52 

22 

1.8 

1953 

189 

2536 

23.9 

247  Turner  Broadcasting  System 

(7) 

638 

3932 

19 

-13 

-13 

64  8 

159 

04 

1922 

72 

3245 

40.7 

IHii 

248  Great  Lakes  Chemical 

639 

3925 

55 

-24 

-24 

37 

14 

0.7 

1792 

273 

1732a 

26.2c 

•or 

249  Whirlpool 

640 

3918 

54 

-1 

-1 

24 

14 

2.3 

7368 

231 

6047 

17.0 
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IWRKEI 

PRICE/ 

RETURN.. 

GLOBAL 

VALUE 

PRICE 

%  CHANGE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

1000 

U  S 

PFR  <\HARF 

FROM 

1993 

VALUE 

P/E 

VIELO 

u.s 

U  S 

u  s 

EOUrY 

INDUSTRY 

RANK 

SMIL 

US  s 

(U  S  SI 

(LOCAL! 

RATIO 

RATIO 

% 

S  MIL 

SMIL 

SMIL 

% 

CODE 

641 

3918 

26 

62 

62 

5.1 

18 

2.7 

NA 

208 

7320 

27.8 

62 

ina  Power  &  Light 

642 

3918 

24 

-22 

-22 

1.5 

12 

7.0 

2895 

346 

8194 

12.8 

12 

s  Dodge 

643 

3914 

56 

20 

20 

1.9 

22 

3.0 

2596 

188 

3721 

8.8 

24 

Grace 

648 

3902 

42 

4 

4 

2.6 

27 

3.4 

4408 

134 

6109 

9.4 

22 

n  National 

651 

3889 

41 

6 

6 

1.0 

9 

4.0 

5357 

415 

48380 

12.1 

63 

us 

653 

3886 

38 

23 

23 

7.3 

36 

0.0 

1252 

92 

1793 

20.0 

53 

\  Carbide 

658 

3873 

27 

42 

42 

2.9 

24 

2.8 

4640 

165 

4941a 

1  1.9c 

22 

Fidelity  Bancorporation 

666 

3801 

46 

2 

2 

1.7 

10 

3.7 

NA 

399 

31480a 

17.6c 

61 

it  Edison 

669 

3786 

26 

-25 

-25 

1.2 

8 

8.0 

3555 

522 

1 0446a 

15.1c 

12 

ley  Foods 

672 

3767 

43 

-19 

-19 

2.7 

16 

2.8 

3488 

257 

2855 

17.1 

44 

ana  Pacific 

677 

3732 

34 

-2 

-2 

2.4 

15 

1,5 

251  1 

254 

2466 

16.1 

23 

n  Bank 

681 

3713 

59 

7 

7 

1  4 

10 

3,8 

.NA 

361 

36139 

14.2 

61 

684 

3701 

52 

-1 

-1 

2.4 

15 

1.9 

2283 

286 

4831 

16.0 

63 

ral  Instrument 

686 

3689 

61 

57 

57 

12.4 

29 

0,0 

1393 

90 

1727a 

43.4c 

35 

soll'Rand 

688 

3684 

35 

4 

4 

2.7 

21 

20 

4021 

164 

3375 

12.7 

38 

Jones 

692 

3659 

36 

22 

22 

2.5 

23 

2.3 

1932 

148 

2372a 

11.1c 

51 

Strom 

695 

3621 

44 

47 

47 

3.1 

23 

09 

3590b 

140b 

2177b 

13  8 

54 

rica 

699 

3588 

30 

7 

7 

1.7 

10 

4.3 

NA 

341 

30295 

17.0c 

61 

ast 

702 

3578 

18 

25 

25 

LOSS 

LOSS 

0.5 

1338 

-99 

4272a 

NEGc 

51 

;ll 

704 

3575 

45 

2 1 

2 1 

3  7 

21 

1.8 

1645 

165 

1953 

173 

41 

of  Boston 

706 

3573 

28 

22 

22 

1.3 

10 

3.1 

NA 

299 

32350a 

13.8c 

61 

ed  Materials 

707 

3572 

44 

69 

69 

5.9 

22 

0.0 

1080 

100 

1 120 

26.0 

35 

71  1 

3562 

47 

-13 

-13 

1.7 

12 

2.0 

2474 

312 

12437 

14.5 

63 

ott  International 

712 

3560 

28 

35 

35 

5  0 

22 

1.0 

7430 

159 

2652a 

22.8c 

53 

icon  Stores 

714 

3548 

25 

16 

16 

2.1 

13 

1.9 

18763b 

262b 

6545 

15.8c 

54 

9n  Purina  Group 

715 

3545 

34 

-1 1 

-1  1 

5,4 

1  1 

3.5 

5915 

284 

5151a 

47.6c 

44 

Paper 

719 

3535 

48 

32 

32 

1,7 

30 

1  7 

4749 

1  18 

6625 

5  9c 

45 

i  Depot 

724 

3519 

37 

51 

5 1 

8,7 

50 

0,0 

2579 

63 

848a 

17  5c 

54 

1  Oil  &  Gas  (7) 

727 

3516 

22 

4 

4 

3.7 

25 

05 

568 

138 

181  1 

14  5 

1  1 

er  Products 

728 

3510 

51 

80 

80 

9.9 

31 

1.7 

1 172b 

1  14b 

954 

32.0c 

44 

mont  Mining 

729 

3509 

41 

-2 

-2 

6.8 

40 

1.5 

634 

133 

1215a 

16.9c 

81 

slidated  Natural  Gas 

730 

3508 

38 

-27 

-27 

1.6 

18 

5.1 

3184 

188 

5410 

8.9 

12 

d  Department  Stores 

734 

3494 

31 

-24 

-24 

1.9 

14 

0.3 

5131b 

240b 

4107 

13  2c 

54 

nen's  Bancshares 

736 

3488 

34 

16 

16 

1.6 

1  1 

3.7 

NA 

317 

26650 

15.2 

61 

ilabrator  Technologies 

741 

3470 

18 

-6 

-6 

2.7 

21 

2.2 

1  142 

163 

3090 

13.1 

71 

o 

742 

3469 

55 

-3 

-3 

1.3 

8 

3.6 

2236 

426 

14807 

14.8 

63 

>urton 

743 

3467 

30 

-25 

-25 

1.7 

17 

3.3 

6351 

205 

4736a 

10.1c 

36 

C 

744 

3466 

34 

6 

6 

2.5 

14 

1.4 

4225 

244 

15443 

17.6 

63 

i  Computer 

745 

3466 

29 

-48 

-48 

1.7 

46 

1.6 

7977 

286 

5172 

3.7c 

33 

1  Electric 

751 

3434 

34 

-1  7 

-1  7 

1.6 

12 

7.1 

2066 

297 

6596 

12,6 

12 

lern  Pacific  Rail 

752 

3427 

22 

NA 

NA 

9.2 

LOSS 

0.0 

2919 

-45 

3434 

NEC 

57 

Financial  Management  (7) 

755 

341  1 

56 

37 

37 

2.7 

25 

0.2 

1660 

128 

1626 

10.6 

62 

Grainger 

756 

341  1 

65 

2 

2 

3.7 

22 

1.2 

2628 

148 

1311a 

17.0c 

34 

sson 

757 

3398 

83 

91 

91 

6.9 

23 

2.0 

12428b 

157b 

2800 

30.7c 

45 

•Dixie  Stores 

758 

3394 

45 

-22 

-22 

3.4 

14 

3.2 

10832 

236 

2063 

23.8 

54 

>n  Technology 

761 

3383 

34 

184 

184 

5.3 

14 

0.1 

828 

104 

966 

37.9 

35 

sylvania  Power  &  Light 

766 

3366 

22 

-26 

-26 

1.4 

1  1 

7.5 

2727 

348 

9454 

13.0 

12 

767 

3364 

33 

-5 

-5 

1.5 

1  1 

3.9 

1823 

324 

16279 

130 

63 

Third  Bancorp  (7) 

772 

3345 

54 

2 

2 

2.8 

16 

2  0 

947 

196 

1  1966 

1  7  3 

61 

nore  Gas  &  Electric 

776 

3322 

23 

-10 

-10 

13 

12 

67 

2669 

310 

7987 

10.9 

12 

Mae 

777 

3320 

40 

-12 

-12 

3.1 

8 

3.5 

NA 

567 

46509 

39.3 

62 

1  Camp 

778 

3300 

47 

7 

7 

1.8 

68 

3.3 

3120 

50 

4685 

2,7 

23 

ral  Public  Utilities 

783 

3291 

29 

-6 

-6 

1  3 

10 

6.3 

3596 

296 

8869 

1  3.2 

12 

aul 

784 

3288 

78 

-4 

-4 

1.1 

8 

3.9 

3178 

428 

17149 

1  3.1 

63 

ana 

785 

3287 

21 

75 

75 

3.7 

32 

0.0 

3137 

89 

1731 

1  1,7 

52 

-lughes  Electronics  (7| 

786 

3285 

36 

1  7 

1  7 

0.4 

14 

2.2 

13450 

922 

141 17 

3.2 

31 

■aw-Hill 

789 

3261 

66 

14 

14 

4.0 

19 

3.5 

2195 

172 

3084 

20,9 

51 

International 

791 

3255 

29 

15 

15 

210 

35 

0.0 

879b 

87b 

479 

59.7c 

52 

ehold  International 

792 

3240 

34 

-2 

-2 

1.6 

1  1 

3.5 

NA 

299 

32962 

1  3.9 

62 

el  Communications 

794 

3226 

38 

50 

50 

9.3 

LOSS 

00 

53 

-10 

334 

MEG 

55 

able 

795 

3222 

23 

10 

10 

14 

15 

0.9 

599 

235 

78869a 

9,1c 

63 

Standard 

798 

3216 

58 

18 

18 

3.3 

305 

1.7 

6445 

8 

3349 

1  1 

52 

'n  Cork  &  Seal 

799 

3208 

36 

-5 

-5 

2.6 

17 

0.0 

4163 

181 

421  7 

14.8 

26 

"1  Foods  (7) 

805 

3183 

22 

-1  1 

-1  1 

2.2 

18 

0.4 

4707 

180 

3254 

12  6 

44 

806 

3168 

49 

-2 

-2 

2.0 

1  3 

2.6 

4320 

246 

2877 

15  8 

47 

itates  Financial 

812 

3158 

27 

1 

1 

1 .6 

9 

4.5 

NA 

328 

23665 

1  7.6 

61 

larko  Petroleum 

815 

3152 

54 

30 

30 

3.6 

76 

0.6 

476 

40 

2023 

4.8 

1  1 

823 

3121 

17 

96 

96 

16.5 

23 

0.0 

783 

127 

321a 

72,5c 

35 

826 

3105 

29 

13 

13 

16 

1  1 

6.2 

9417 

283 

5900 

14.2 

1  1 

"it-Ridder 

828 

3092 

56 

1 

1 

2.5 

20 

2.5 

2451 

148 

2431 

12.4 

51 

.mark 

830 

3090 

42 

-21 

-21 

2.2 

1 1 

2.7 

1493 

280 

7646 

19.6 

63 

Street  Boston 

836 

3078 

41 

31 

31 

2.8 

16 

1.4 

NA 

180 

18720 

16.9 

61 

Footnotes  on  page  60 


BUSINESSWEEK/JULY  1  1,  1994  73 


^  R  A  L  1  O  Q  Q 


fnilHTBY 
LUUnini 

RANK 

GLOBAL 
1000 
RANK 

MARKET 

VALUE  PRICE 
U.S.         PER  SHARE 
S  MIL           U.S.  S 

%  CHANGE 
FROM  1993 
(U  S  S)  (LOCAL) 

PRICE/ 
BOOK 
VALUE 
RATIO 

P/F 

r/t 
RATIO 

YIELD 

% 

SAlfS 

II  C 

SMIL 

PROFITS 

11  c 
U.J 

S  MIL 

ASSETS 
US. 
S  MIL 

RETUIl 
ONk 

EQUn  II 

jzz  jfiicon  v^rapnics 

839 

3065 

23 

27 

27 

J  u 

97 

u  u 

1  09 1 

00 

946 

— -— 

1  8 

323  Pioneer  Hi-Bred  International 

840 

3065 

35 

35 

35 

3.7 

19 

1 .6 

1  343 

1  37 

1221 

1  9 

324  WellPoint  Health  Networks  (7) 

842 

3060 

31 

7 

7 

2.4 

15 

0.0 

2449 

1  87 

1927 

1  5 

325  Northeast  Utilities 

845 

3053 

23 

-15 

-15 

1  4 

14 

7  7 

3629 

198 

10668 

9 

ozQ  ^nuiiipion  inicr nuFiwnui 

85 1 

3035 

33 

-2 

-2 

1  0 

LOSS 

0  6 

5069 

- 1 34 

9 1 43 

r^JE 

327  Franklin  Resources  (7) 

852 

3035 

37 

-3 

-3 

3  7 

14 

0.9 

641 

176 

1582 

26 

328  Dover 

853 

3033 

53 

1 5 

1  5 

3.8 

1  8 

1 .7 

2483 

158 

1426a 

20 

329  Snapple  Beverage 

866 

2987 

25 

70 

70 

1  8.3 

40 

00 

516 

68 

239 

46  • 
— ^ 

330  Digital  Ecfuiprnent 

87 1 

2976 

22 

-50 

-50 

'J  O 

Ll,JOO 

'J  XJ 

1 4371 

ZO  1 

1  uvou 

neB 

331  Providian 

874 

2963 

31 

-16 

-16 

1.5 

9 

2.6 

NA 

323 

20590a 

17 

332  Loral 

875 

2958 

36 

35 

35 

25 

1  3 

1 .6 

4009b 

228b 

3228 

18. 

333  Bausch  &  Lomb 

878 

2942 

50 

-5 

-5 

3  2 

19 

2.0 

1  872 

157 

2512 

17. 

oj^  ^005101 

879 

2938 

28 

5 

5 

1  3 

1 6 

1  4 

1  r~n  1 A 

1  U  1  JO 

1  1  ft 

1  1  0 

1  n997 

1  uzz/ 

Q 

o. 

335  UAL 

888 

2905 

120 

-1  1 

-1  1 

2.5 

LOSS 

0.0 

1451  1 

-31 

1  2840 

NE 

336  Hasbro 

889 

2903 

33 

-8 

-8 

2.6 

15 

0  8 

2747 

200 

2083a 

17. 

337  Williams 

890 

2899 

28 

1 5 

1 5 

1  8 

19 

3.0 

2438 

232 

5020 

9. 

J  J  O   rrice  /  \.OSTCO 

2876 

13 

-4 

-4 

1  A 
1  O 

1  J 

n,  r\ 
u.u 

!  0  1  J  J 

zz  J 

1  9 
1  Z. 

339  Harcourt  General 

895 

2860 

37 

17 

17 

3  1 

18 

1  6 

3656 

165 

5977 

17. 

340  Becton^  Dickinson 

900 

2849 

38 

-1 

-1 

2  0 

14 

1  9 

2465 

213 

3088 

14. 

341  Roadway  Services 

901 

2838 

71 

32 

32 

2  7 

24 

2.0 

4156 

1  19 

1846 

10. 

342  Cabletron  Systems 

904 

2821 

99 

-1 

-1 

9  7 

24 

0  0 

598b 

1  1 9b 

343 

yt  1 
4  1  . 

343  Clorox 

907 

2818 

51 

4 

4 

3  2 

16 

3.5 

1634 

168 

1649 

20, 

344  Baker  Hughes 

915 

2791 

20 

-29 

-29 

1.7 

35 

2.3 

2702 

59 

3143 

5.1 

345  Sherwin-Williams 

917 

2789 

32 

2 

2 

3.1 

1  7 

1  8 

2949 

165 

1915 

1  8. 

J40  Urn  3.  Doncorp  {/] 

y  1  o 

2785 

28 

14 

14 

]  y 

1  fi 

1  0 

J.z 

1  ft  1  ft 

i  0  1  0 

ZOO 

'^1416 

0 

y. 

347  International  Game  Technology 

920 

2778 

22 

-40 

-40 

7,3 

22 

0  5 

478 

106 

647 

33. 

348  FecJeroted  Department  Stores 

923 

2763 

22 

-5 

-5 

1.3 

13 

0.0 

7080 

133 

7020 

10.1 

349  Temple  Inland 

924 

2756 

50 

1 0 

10 

1  6 

45 

2  0 

2101 

67 

1  1959 

3.: 

jou  wasningron  rosi 

TZO 

2747 

233 

-4 

-4 

Z.O 

1  0 

1  ft 

1  .0 

1 498 

1  04 

1  OOOu 

1  O.i 

351  Reynolds  Metals 

929 

2746 

46 

1 

1 

1.7 

LOSS 

2.2 

5294 

-322 

6709 

NEC 

352  Praxair 

930 

2745 

20 

30 

30 

4.3 

18 

1 .4 

2438 

143 

3255 

23., 

353  Huntington  Bancshares  (7) 

932 

2741 

26 

1  1 

1  1 

2  0 

1 1 

3.0 

1477 

237 

17619 

1 8., 

354  Northern  States  Power 

VJ  J 

2734 

41 

-7 

-7 

1  c 

1  A 

0.0 

2404 

9  1  9 
Z  1  Z 

OOOO 

1  1 . 

355  Lotus  Development 

934 

2728 

60 

75 

75 

5.1 

43 

0.0 

981 

56 

905 

1 1.< 

356  New  York  Times 

936 

2725 

26 

-1  2 

-1  2 

1 ,7 

255 

2.2 

2020 

6 

3215 

0.: 

357  Reebok  International 

937 

2722 

32 

-14 

-14 

3.4 

1  2 

1 ,0 

2894 

230 

1  345a 

28. 

jjo  rooa  Lion  [/j 

y  JO 

2721 

6 

-12 

-12 

/  y 

Oft  1 
zo  1 

1  A 

1  ,o 

VA  1  O, 
/  O  1  U 

4 

9  ^r\A 

]  ( 

359  National  Medical  Enterprises 

939 

2717 

16 

72 

72 

1  6 

16 

0.0 

3762 

160 

4173 

9.! 

360  Citizens  Utilities  [7) 

940 

2703 

15 

-1  8 

-1  8 

2,7 

20 

0.0 

619 

1  26 

2580 

13.C 

36  ]  Homestake  Mining 

942 

2698 

20 

4 

4 

5.2 

38 

1.3 

722 

52 

1  121 

13.< 

Joz  LiDerry  meoia  [/] 

947 

2683 

21 

-12 

-12 

A  Q 

O.O 

LOSS 

U.U 

1  1  '^1 

1  1  O  J 

■7 

/ 

1  40  / 

NEC 

363  Ohio  Edison 

950 

2670 

18 

-29 

-29 

1  2 

10 

86 

2370 

25 

891  8 

12.' 

364  Wisconsin  Energy 

953 

2659 

25 

-6 

-6 

1 .6 

1  8 

5  4 

1644 

188 

4223 

9.; 

365  General  Dynamics 

955 

265 1 

42 

25 

25 

2.3 

10 

3,3 

31  87 

270 

2635 

21.< 

Joo  meaa 

956 

2649 

45 

-4 

-4 

1  ./ 

z  1 

Z.Z 

t  OA 
1  Z4 

4  1  OD 

y  C 

367  Cyprus  Amax  Minerals 

957 

2648 

29 

18 

18 

1.1 

LOSS 

2.8 

2808a 

-406a 

5707 

N/ 

368  Engelhard 

958 

2648 

27 

1  2 

1 2 

4.1 

23 

1.6 

2151 

108 

1280a 

17.; 

369  Hilton  Hotels 

959 

2647 

56 

1  2 

1 2 

2.6 

26 

2.2 

1394 

103 

2660a 

10.; 

j/u  Cincinnati  rtnanciai  [/) 

975 

2599 

52 

-9 

-9 

1  4 

1 4 

z  J 

1 442 

9ri9 
zUz 

40UZ 

0  c 

371  Sybase 

976 

2592 

54 

57 

57 

20  5 

56 

0,0 

427 

44 

333 

36' 

372  Shaw  Industries 

978 

2585 

1  8 

10 

10 

3  8 

21 

1  2 

2321 

101 

1280 

18.< 

373  Kroger 

979 

2579 

24 

34 

34 

LOSS 

13 

00 

22384 

171 

4480 

N/ 

374  USX-U.  S.  Steel  Group 

981 

2573 

34 

-21 

-21 

4  1 

LOSS 

2  9 

561  2 

-1  64 

6616 

NEC 

375  Freeport-McMoRan 

982 

2571 

18 

-9 

-9 

LOSS 

LOSS 

6,8 

161  1 

-83 

3714 

NEC 

376  Hillenbrand  Industries  |7) 

983 

2568 

36 

-16 

-16 

3  8 

19 

1.6 

1448 

132 

2271 

20.1 

377  Golden  West  Financial 

991 

2525 

40 

-10 

-10 

1.5 

9 

0.8 

NA 

274 

25890O 

15.; 

378  Dana 

992 

2524 

52 

1 

1 

3  3 

16 

3  3 

5460 

129 

4343a 

2Q.( 

379  Republic  New  York 

999 

2510 

48 

-5 

-5 

1  1 

9 

2  8 

NA 

301 

39494 

13.( 

KEY  TO  INDUSTRY  CODES   Left-hand  digif  represents  broad  economic  sector  as  defined  by  Morgan  Stanley  Capitol  Internotionol,  Right-fiand  digit  i 

s  industry  classification  code  wifhi 

n  each  economic  se 

1.  ENERGY 

32  Construction 

&  housing 

44 

Food  & 

household  products 

57.  Transportation-rood  & 

roil 

1  1  Energy  sources 

33-  Date  processing  &  reproduction 

45 

Health  i 

t  persona 

care 

58.  Transportation-shipping 

12.  Utilities-electrical  &  gas 

34  Electrical  &  e 

lectronics 

46 

Recreation,  other  consumer 

59  Wholesale  &  internotionol 

2.  MATERIALS 

35  Electronic  components  & 

goods 

trade 

21  Building  materials  &  components 

instruments 

47.  Textiles 

&  apparel 

6.  FINANCE 

22.  Chemicals 

36,  Energy  equipment  &  services 

5.  SERVICES 

61  Banking 

23.  Forest  products  &  paper 

37.  Industrial  components 

51 

broadcasting  &  pL 

blishing 

62  Finoncio 

services 

24  Metals-nonferrous 

38  Machinery  & 

engineering 

52 

Business 

&  public 

ervices 

63  Insurance 

25  Melals-steel  4 

CONSUMER  GOODS 

53 

Leisure  I 

i  tourism 

64  Real  estate 

26  Misc  materials  &  commodities 

4 1  Appliances  & 

<  household  c 

urables 

54 

Merchandising 

7.  OTHER 

3.  CAPITAL  EQUIPMENT 

42  Automobiles 

55 

Telecommunications 

71  Multi-industry 

3 1 ,  Aerospace  &  military  technology 

43  Beverages  & 

tobocco 

56.  Transportation-airlines 

8 1  Gold  mines 

Foohiotes  on  page  60 
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lABETICAL  LIST  OF  COMPANIES 

ir  preceding  each  company  is  its  Global  1 000  rank.  The  code  following  each  compony  shows  its  nationality  and  rank  within  that  nation, 
statistics  for  a  company,  turn  to  the  country  listing  and  look  for  the  company  by  its  rank. 


w  &  Munchener  Bel  |GE-30| 

go  Btown  Boveri  (SWE/SW|.NR| 

NoDonol  IBR-31) 

xiboraloiies  |US261 

mo  Holding  (NE4| 

■|l-37| 

INE.9I 

fe  &  Cosudty  |USI51| 

IUS287) 

JuplBE-lOl 

i.t9| 

nE-131 

fein  iFR-131 

uOs  &  Chemicols  (US  1921 
I  Communicofons  (US70) 
ta  OA-206) 

0  1)A941 
obel  INEol 
i's(US:23) 
luminiom  (CA-IO) 
M*om  IFR-21 

:::6bte  (fR-22) 

indoid  IUS31  1| 
ion  Airways  QA-d  1 1 

1  Assiccfozioni  (iT-5) 
HokJirg  (GE-11 

jTis  IBR-241 
ra>  IUS-821 

5- 1901 

l>  Co  of  Ameiico  |US146| 
ionzo  Holding  ISWI-151 
IIA223I 
^S91 

J  Hess  IUSI99I 

1  Boifid  Resources  (CA4j 

1  Brands  IUSI34I 

1  Cyonomd  |USI95| 

1  Elearlr.  Power  |US174| 

1  Express  (US581 

1  Geneid  (US  1 59] 

1  Home  Products  (U5-38I 

1  Internchonol  Group  (USI4) 

1  Stores  IUS274I 

h  IUS32I 

|NE- !  4| 

IUS145I 

IUSI71 

opeoies  (HK-21I 

S-1271 

S-2261 

a  Petroleum  (US316I 
meiicon  (SAl ) 
r-Busch  IUS52I 
.297} 

Trading  (JA.2391 
bmpuler  |US288| 
Moleiiols  IUS27I1 
Oil  (JA262I 
tenieis  Midlond  (US96| 
emicol  IUS2101 

3.  Corp  Boncoho  de  Espono  iSPti] 

roup  jBR-54) 

ggms  Applelon  (BR-68) 

ink  OA  18) 

eweries  [JA-l  531 

Temicol  Industry  {JA.621 

loss  (JA46I 

WE^l 

1  Bonk  0A1511 
Eicni  Generoli  (IT.I ) 
■d  British  Foods  (BR<i3| 
/VE-11 
ISO) 

iicHieid  IUS451 

iNw/  Zedond  Borfe^  Group  |A&10| 
c  Dolo  Processing  |US-I  161 
e  IUS2451 
jducis  IUS2201 
16) 


duslries  IBR.8) 
W3) 

ughes  IUS.3441 

I  Gos  &  Electnc  105-2991 
ne  IUS631 

IjOmmeiciole  Itoliono  (IT-121 
(ilboo  Vizcoyo  |SP.5| 
^entrol  (SP.Bl 
te  Sontondei  (SP.71 

II  Romo  IIT-91 

Ttferiof  de  Espono  (SP-9) 
'opulor  Esponol  (SP-101 
islrio  [AT-l] 
Boston  IUS2701 
East  Asio  IHK-201 
Fukuoko  (JA-l  361 
Montreal  |CA1  2) 
New  York  IUS173) 
Novo  Scotia  (CA.  141 
ScoHond  (BR-751 
Tokyo  UAI41 
Yokohama  llA-691 
erico  IUS-41) 


439  Bonkeis  Trust  New  York  |US163) 

457  Bonkgesellschofl  Berk.  IGE-IP) 

291  Bonque  Nollonole  de  Pons  |FR  I2) 

167  Borcloys  Bonk  |BR-161 

SS6  Boineii  Bonks  |US205I 

197  BASF  (GE-IO) 

356  Boss  IBR-35) 

878  Bousch  &  Lomb  IUS-333) 

345  Boxler  Inlernolionol  IUS1221 

131  Boyer  IGE-61 

416  Boyensche  Hypoltieken  IGE-171 
384  Boyensche  Vereinsbonk  IGE-161 

NR  BBC  Brown  Bo«eri  (SWWl 
202  BCE  (Bell  Conodo  Enterprises)  |CA.21 
900  Bedon  Dickinson  |US340| 

62  Bell  Ailontic  (U5-28) 

36  BellSouth  (US  15) 
880  Benetton  Group  |IT141 

89  Berkshire  Holhowoy  (US36) 
559  Block  IH&R)  (US208) 
382  Blockbusler  Entertainment  (US  140) 
847  Blue  Circle  Industnes  |BR-76) 
231  BMW  IGE-1  1) 
736  Boatmen's  Boncshaies  IUS2831 
485  BOC  Group  IBR431 
113  Boeing  |US461 
963  Bombordier  |CA22| 
299  Boots  IBR-291 
909  Borol  (AS  161 
807  Bowoier  |BR-71) 
187  Bridgeslone  OA-591 

44  Bnsto^fylyers  Squibb  |US-221 
966  British  Aerospace  IBR-911 
467  Biilish  Aimoys  IBR421 
103  British  Gos  IBR-9) 

31  Biiiish  Petroleum  |BR-3) 
61 1  British  Steel  |BR-J3) 

27  Bntlsh  Telecommunications  (BR-2) 

66  Broken  Hill  Proprietor/  lASl) 
448  BrowningFerris  Industries  (US  1 681 
222  BSN  IFR-7) 

82  BTR  (BR«) 
406  BTR  Nylex  (AS61 
512  Burlington  Northern  (US  188) 
463  Burlington  Resources  (US1721 
990  Buimoh  Cosrrol  (BR-94| 


133  Cable  &  Wireless  |BR-i2| 

904  Coblelion  Systems  (US3421 

432  Codbury  Schweppes  (BR-381 

252  riompbell  Soup  IUS9I1 

540  Canadian  Imperiol  Bonk  (CA-I31 

464  Conodlan  Podhc  |CA-9) 

759  Conol  Plus  (FR-33) 

148  Canon  0A481 

716  Conon  Soles  0A.1931 

189  Capital  Glies/ABC  (US71) 

922  Corodon  (BR-86) 

943  Corlsberg  (DE-SI 

863  Carlton  Communicotions  [BR-8 1 1 

970  CoinoudMetolbox  |FR421 

371  Cornivol  (US1331 

642  Corolino  Power  S.  bght  |US251) 

280  Carrefour  (FR-IO) 

644  Coner  Holt  Horvey  |NZ-2) 

748  ilosio  Computer  UA203) 

201  Caterpllot  |US731 

609  Cothoy  Pocific  Arwoys  |HK- 1 6) 

619  CBS  IUS238) 

601  Centrol  &  South  West  (US2301 

894  Ceielem  |FR.391 

851  Champion  Internotionol  (US326) 

357  Ciiose  Monhotlan  (US  120) 

235  Chemical  Bonking  |US851 

194  Cheung  Kong  Holdings  (hK-b\ 
43  Chevron  |US211 

338  Chibo  Bonk  (JA.1031 

195  Chino  Ughl  &  Power  |HK.7l 
104  Chr/slei  (US42) 

349  Chubb  (USl  24) 

92  Chubu  Electric  Power  [JA-341 
925  Chugoi  Phormoceuticol  UA-2561 
738  Chugoku  Bonk  (JA201I 
265  Chugoku  Elednc  Power  (JA-B6) 

96  Gbo<;eigy  (SWI-5) 
504  Cigno  (USl  851  ' 
975  Gncinnoti  Fmonciol  (US3701 
403  Cisco  Systems  (USl 501 
430  CITIC  Pacihc  (HK.131 
120  Citicoip  (US501 
91 1  Citizen  Watch  0A252| 
940  Citizens  Utilities  (US360) 
820  City  Developments  |St8) 
907  Clofox  (US3431 
614  CNA  Finanaol  (US237| 
879  Cooslol  (US334) 

14  CocoColo  (US5) 
617  Coles  Myei  (ASl  11 
277  Colgote-Polmolive  (US99) 
147  Columbio/HCA  Heolthcoie  IUS571 
702  Comcost  (US268| 
699  Comerico  (US2671 
566  Commerdol  Union  Assuronce  (BR-501 
376  Commerzbonk  IGE-I5) 
477  Commonwealth  Bonk  of  Australia  (ASS) 
470  Commonweollh  Edison  (USl 751 


246  Compoq  Computer  |US89) 

352  Computer  Associotes  International  (USl 25 

373  ConAgro  (USl 35) 

600  Conroil  (US2291 

379  Ccraibed  Edszri  Co,  c/  Ne.^  Yak  (USl  3f 

730  Consolidated  Noturol  Gos  (US2811 

603  Cooper  Industries  (US23  I ) 

812  CoieSloles  Fmonciol  (US3151 

370  Corning  (USl  321 

511  Cosmo  Oil  UA-1501 

817  Courtoulds  (BR-721 

334  CPC  Inlemotionol  (USl  201 

305  CRA  (AS4) 

945  Credit  Commercial  de  Ftonce  (FR-4 1 1 
1000  Credit  locol  de  Fionce  (FR44) 
555  Credit  lyonnois  (FR-23) 
833  Credit  Soison  0A229) 
969  CreditanslallBonkverein  (AT.2) 

799  Crown  Cork  &  Seol  (USB  1 2) 
130  CS  Holding  (SWI.6) 

800  CSR  (AS14) 
303  CSX  (USI09) 

791  cue  Internotionol  (US3071 
957  Cyprus  Amox  Minerals  IUS3671 


144  Doi  Nippon  Punting  11M7] 
12  Do^lchi  Kongyo  Bonk  0A81 
804  DofTokyo  Fire  4  Marine  [1A219) 
176  Doiei  0A55) 

616  Doiichi  Phormoceutical  UA.1711 

65  Doimler^enz  (GE-31 
612  Doinippon  Ink  &  Chemicals  OA  1701 
726  Doito  Trust  Construction  0A198) 
124  Doiwa  Bonk  UA43) 
337  Doiwo  House  Indusin/  (JA-l  021 

61  Doiwo  Securities  0A23) 
625  Dompskibsselskobet  of  1912  (DE-31 
618  Dompskibsselskobet  Svenborg  (DE-21 
992  Dona  (US378) 
442  Doylon  Hudson  (USl  65) 
297  De  Beers  Centenary  1SA.21 
380  Oeon  Witter,  Discover  (USl  391 
414  Deere  (USl 561 
973  Oegusso  (GE-36) 
967  Den  Donske  Bonk  |DE«) 
669  Detroit  Edison  (US258) 

75  Deutsche  Bonk  (GE41 
747  Deutsche  Lufthansa  (GE-291 
354  Development  Bonk  of  Singopore  (SI4) 
871  D.gitol  Equipment  (US3301 
734  Dillord  Department  Stores  (US282) 

60  Disney  (Walt)  (US271 
367  Dominion  Resources  (USI311 
588  Donnelley  (RR)  &  Sons  (US222) 
746  Dordtsche  Petroleum  |NE.I21 
853  Dover  (US3281 

91  Dow  Chemicol  IUS371 
692  Dow  Jones  IUS2651 
248  Diesdner  Bonk  (GE-13) 
632  Diesser  Industries  (US244) 
971  DSM  INE-151 
307  Duke  Power  (USl  111 
216  Dun  &  Brodslteet  (US781 

19  DuPont  (US7| 
510  Durocell  Internotionol  (USl  87] 


85  Eost  Jopon  Roilwoy  0A3  1 1 
629  Eostmon  Chemical  |US2431 
117  Eostmon  Kodak  |US48) 
610  Eoion  IUS236) 
573  Eboro  OA.  1 661 
858  5aison  |IT.|3| 
552  ;^Q,  GA160) 
259  iiecirobel  (BE-l) 
919  Eleclroko  (BE-9) 
667  Eledrolux  (SWE-71 
250  Electronic  Doto  Systems  (US90| 

90  Elf  Aquiloine  (FR- 1 ) 
732  Elf  Sonoh  IFR.3  1 1 

NR  Elsevier  (NE-8) 
823  EMC  (US3  1 7) 
143  Emerson  Elednc  (US551 
165  Endeso  |SP-21 
958  Engelhard  (US3681 
318  Enron  (USl  151 
727  Enron  Oil  &  Gos  (US278) 
363  Entergy  (USl  29) 
862  Enterpnse  Oil  (BR.801 
795  Equitoble  (US3I0) 
210  Ericsson  (LM  )  ISWE-21 
623  Endonio  Beghin.SQy  (FR-26) 
841  Eurotunnel  (FR/BRJMR) 

NR  Eurotunnel  (Londonl  (BR-951 

NR  Eurotunnel  (Pons)  (FR451 
5  Ewn  (US2) 


647  FomilyMort  OA  1 76) 
63  fonnie  Moe  |US29) 
217  Fonuc  0A67) 
587  Federal  Express  (US2211 
212  Federal  Home  Loon  Mortgage  (US751 
923  Federated  Deportment  Stores  (US3481 
129  Fiot  Group  |IT4) 
772  Filth  Thiid  Boncorp  (US2981 


528  Finonoeie  Richemont  (Compognel  (SWtl  I 

568  first  Bonk  System  |US214| 

549  First  Chicogo  (US2021 

479  First  Doto  (USl  771 

666  First  Fidelity  Boncorporoton  1US2571 

755  First  Finonciol  Monogement  (US29 1 1 

397  First  Interstate  Boncoip  IUS1481 

304  first  Union  (USl  101 

471  fleet  Fmonciol  Group  (USl 761 

787  i.-.icher  Chollenge  (NZ-31 

596  :,.,or  IUS2271 

938  Food  bon  (US358) 

40  Ford  Motor  (USl  81 
867  fone  (BR.82) 
455  Fort.s  (NE/BE-NR) 
903  fosters  Brewing  Group  .(AS  15) 
413  fPI  Group  (USl  55) 
852  Fionklin  Resources  (US327) 
964  Froser  &  Neove  (SFO) 
982  Fieepon-McMoRon  IUS3751 
487  Freeoort-McMoRon  CiG  |US181| 

10  Fu|,  Bonk  0A61 
680  Fu|i  Elednc  OAl  82| 
192  Fu|i  Photo  Film  0A<5I1 
844  f,j|il.uia  OA-2321 
733  hjiisawo  Phormoceuticol  OA200) 
883  f.jrio  Corp  UA243) 
949  fuflo  Konko  0A259) 

86  Fuiitsu  0A32) 
793  Fukuyomo  Tronsoorling  UA-2 1 4) 
548  Furukowo  Elecirc  (JAI58I 


722  'CAN  IFR-30) 

316  i.i'inelt  (USl  14) 

393  'jao  I  US  1441 

821  Gos  Noturol  SDG  (SP.l  11 

684  Geico  |US2621 

877  Gencor  (SA3| 

454  Genenlech  (USl  711 

668  ilieneral  Accident  Fire  &  Ule  (BR-591 

955  i:^eneral  Dynomics  (US365I 

3  Generol  Eledric  (USll 
168  General  Elednc  Co  (8R-I7) 
686  General  Instrument  (US2631 
268  Generol  Mills  (US95) 

21  General  Motors  (USB) 
783  General  Public  Utilities  IUS302) 
223  General  Re  |USS  1 1 
701  General  Sekr/u  OA  1 901 
737  Generole  de  Bonque  (BE^51 
170  Generate  des  Eoux  (Compogniel  (FR-31 
443  Genting  (MA51 
574  Genuine  Ports  (US2I51 
431  Georgio-Pook  (USl  621 
728  'Cerber  Ptoduds  |US279) 
119  Gliette  |US491 
855  GfN  (BR-791 

56  Gioxo  Holdings  (BR.51 
786  GM  Hughes  Electronics  (US3051 
991  Golden  West  Financial  (US3771 
428  Goodyeoi  Tire  &  Rubber  (US  1601 
648  Grace  (WR)  (US253) 
756  Grainger  (WW)  IUS2921 
657  Granodo  Group  (BR-56) 
139  Grand  Metropolitan  (BR- 14) 
639  Great  lokes  Chemical  IUS2481 
267  C-eai  Umversol  Stores  IBR-251 
835  c.-uoe  Bruxelles  lombert  (BE-71 
578  :«oupe  Schneider  (FR-241 

37  GTE  (USl 61 
135  Guinness  IBR-1  31 
434  Gunmo  Bonk  OA-I  32) 

H 


369  Hochi|uni  Bank  OAl  141 
743  Holliburton  (US2861 
141  Hong  Seng  Bonk  (HK4) 
482  Honkyu  Corp  OA  1 40) 

84  Honson  Trust  (BR-71 
895  Marcourt  General  (US339) 
889  Hosbra  (US336) 
870  Hoseko  OA-240) 
679  Hq.os  (FR-28) 
829  ■  leidelberger  Zement  |GE-3 1 1 
506  Heirieken  (NE-IOl 
274  --..'iz  (HJl  IUS97) 
802  -<-iv,o  0A2I7) 
282  ".enderson  Lond  Development  (HK-9) 
476  Henkel  (GE-211 
554  Hercules  IUS2041 
672  Hershey  Foods  (US259) 

80  i-lewleltfockaid  (US351 
983   '  .jnbrond  lndustr«s  (US376) 
959  -iiiion  Hotels  (US369) 
81 1  Hirio  Motors  OA-222) 
646  Hiroshima  Bonk  OA-1751 
822  Hitachi  Coble  0A226) 

28  Hitachi  Ud  OA-13) 
685  Hitochi  Melols  OA-I  85) 
449  Hiioch,  Zosen  OAl  35) 
663  Hochtief  (GE-251 
178  Hoechst  (GE-91 
466  Holkoido  Eledrc  Power  OA-I  37) 
571  Hokkoido  Tokushoku  Bonk  OA  164) 
488  rioiuriku  Bonk  OA- 1 42) 
472  Hokuiiku  Eledric  Power  DAI  381 


631  Holdeibonk  |SWI-141 

79  Home  Depot  (US34) 
942  Homestoke  Mmmg  (US36  I ) 
101  Hondo  Motoi  0A38) 
604  Honeywell  (US2321 
613  Hong  Kong  &  Chino  Gos  (HK-1  7) 

69  Hong  Kong  Telecommunicotions  (HK-I 
388  Hongkong  Eledric  Holdings  (HK-1  11 
311  Hongkong  lond  Holdings  |HK-10) 
661  Hopewell  Holdmgs  (HK-1 91 
792  Household  Internotionol  (US3081 
589  H,-.,j.,ion  Industnes  (US223) 

45  -  AC  Holdings  (BR4) 
785  ■  .  -  ono  (US304) 
932  Huntington  Boncshoies  (US3531 
112  Hutchison  Whompoo  (HK-2) 
846  Hyson  Development  |HK-22) 

I 


365  Iberd.'olo  |GP-4| 

539  Illinois  Tool  Works  (US  1 08) 

825  Imosco  (CA-20) 

272  Imperial  Chemicol  Industries  IBR-261 

417  Impend  Oil  (CA71 

652  Inchcope  (BR-55) 

876  Inco  (CA2 1 1 

8  Industrial  Bonk  of  Japan  0A41 
688  IngersollRond  (US264| 
48  Intel  (US23) 

24  Internotionol  Business  Mochines  (USl  11 
575  International  Ravrxs  &  Frogrances  [US2161 
920  International  Gome  Technology  (US347) 
279  Internotionol  Poper  (USl Oil 
200  Interrotionole  Nederlonden  Groep  {NE-31 
670  Investor  (SWE-8) 
887  Isoi-AmpeiweHie  IGE-33] 
678  Iseion  OAl  81) 

390  lshikawo|imoHoiima  Heavy  lndsOA-1  181 
522  Istituto  Boncorio  Son  Poolo  di  Torino(IT-71 
543  Istitulo  Mobiliare  lloliano  (IT- 101 
508  Isuzu  Motors  OA  1 49) 
72  ItoYokodo  0A25) 

228  Itochu  OA-721 

229  ITF  IUS831 


163  jopon  Airlines  OA-5 1 ) 

532  Jopon  Energy  OAl 52) 

972  Jopon  Rodio  OA-265) 

427  Jorame  Motheson  Holdings  (HK-1  21 

655  Joidine  Strotegic  Holdmgs  (HK-1  81 

905  Johannesburg  Consolidoted  (SA41 

42  Johnson  &  Johnson  (US20) 
355  Joyo  Bonk  OA- 1 00) 
360  Jusco  OAl  1  1) 


270  t  .J  imo  OA-871 
809  1  of'iigumi  0A-22O) 
753  Koridenko  0A2O51 
996  Konkoku  Secunlies  OA-2721 

57  Konsoi  Electric  Power  0A22| 
353  Koo  OA  1081 
834  Korstodt  (GE-321 
935  Koufhof  (GE-351 
401  Kowosokj  Heovy  Industries  OA-1211 
151  Kowosoki  Steel  0A491 
331  KDD  OAIOOI 

796  Keihin  Elednc  Express  Roilwoy  OA-2151 

696  'eio  Teito  Electric  Roikvoy  OAl 891 

995  ■  ■  *  Elednc  RoiL/oy  OA-2711 

182  • --  iqg  IUS681 

764  r  eopel  |SF7) 

313  heyCorp  (USl  131 

261  KimbeilyClork  (US92) 

693  Kinden  OAl 88) 

460  t  -gtisher  (BR40) 

1 72  r  - ,  r-Jippon  Railway  OA-54) 

166  r      Biewery  OA-521 

400  ■    -  (US  1491 

828  ■    jrvRiddei  (US319) 

284  t  ooe  Steel  0A89) 

837  Kokuyo  0A23O1 

253  Komatsu  OA-801 

974  Koninkliike  KNP  BT  (NE-161 

882  Kiedielbonk  (BE-81 

979  Kioger  |US3731 

989  Krupp  (Fried)  AG  HoesctvKrupp  (GE-371 

244  Kuboto  0A791 

782  KumogOhGumi  OA-2131 

720  Kuioroy  OAlO:',) 

898  li  V-  W.-,;- 

179 

584    ,  . 

184  I  /umu  tieci-.c  ^-y, 
492  Kyushu  Motsushito  Eledric  0Arl45l 


884  lodbroke  Group  (BR-831 
451)  totorge  Coppee  (FR-20) 
498  lond  Securities  IBR461 
848  leool  &  Generol  Group  (BR-771 
832  legrond  (FR-351 
998  lend  leose  (AS  1 7) 
947  libera  Medio  (US362) 
105  lifly  lEliI  (US43) 


NR  =  not  ranked 
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383  limited  |US141| 

410  UN  Btoodcosrmg  (USl  52) 

651  Lincoln  Nolionoi  |US254| 

673  Lnde  IGE-271 

710  Uoyds  Alibey  liie  IBR.65) 

214  Uoyds  Bonk  |BR^2  1 1 

624  Lockheed  IUS240) 

453  Loews  |Uil701 

46  Lonc^Teim  Ctedii  Bonk  ot  Jopon  UA- 1  5) 
875  Lorai  IUS332I 
934  Lotus  DevelopiTienl  |US3551 
677  Louisiono  Paabc  |US2601 
S46  Lowe's  |US2001 
173  LVMH  Moel  Hennessy  |FR4| 
458  Lyonr,Qi»  des  Eoux.Dumez  (FR  2  1 1 

M 


780  MIM  rioidings  [ASl  3| 
768  Mobuchi  Molor  UA-2081 
773  Moiilo  lJA-2 1  1 1 

368  Moloyon  Banking  |MA3| 
700  rvlAN  IGE-281 
247  Monnesmonn  (GE- 1  2) 
515  Morion  Merrell  Dow  |USl9l| 
107  Morks  &  Spencer  |BR  101 
712  MomoJ  Inlernolional  |US-273| 
386  Moish  &  McLennan  (USrl42| 
599  Mann  Mofieno  (US-2281 

294  Marubeni  lJA-021 
398  Matui  UA-1  I9| 

592  Masco  IUS225I 

572  Molsushta  Communojton  Indus^d  UAL  65) 
25  Molsushilo  Eleclric  Induslnot  ljAi2) 

295  Molsushiio  Eleclric  Works  tiM2] 
493  MotsushitoKotobuki  EiecrroniCi  UA)46) 
997  Motsuzokoyo  OA-273) 

562  Monel  |US2 1  ) ) 

239  Moy  Depoitmenl  Siores  |U5-B6) 
426  Mozdo  Molor  ()AL  30) 
641  MBNA  IUS250) 

204  McCow  Cellulor  Communicotions  (US74] 

64  McDonold's  (US30) 
531  McDonnell  Douglos  |USI97| 
789  McGraw-Hill  |US-306) 
154  MCI  Communicalions  (US^jO) 
757  McKesson  IUS293) 
956  Meod  |US366) 
523  Mediobonco  (ITS) 
521  Medironic  |US^I<56] 
681  Mellon  Bonk  IUS261) 
583  Melville  |US218| 
914  MEPC  IBR85) 

23  Merck  lUSlOl 

296  Merrill  lynch  |USI07| 

593  Michelin  |FR  25) 

761  Micron  Techno)ogy  IUS-295) 

33  Mic/osok  (US.)  3] 
899  Minebeo  0*249) 

70  Minnesoia  Mining  &  Mfg  |US-3  I ) 
4  Mitsubishi  Bonk  UA-2) 

93  Mitsubishi  Corp  [)A-35) 
138  Mitsubishi  Eleclric  UA45) 
118  Miisubisni  Eslote  l\MO] 

55  Mitsubishi  Heovy  Industiies  OA-2 1 ) 
312  Mitsubishi  Kosei  UA95) 
415  Mitsubishi  Moteiiols  1JAI26) 
323  Mitsubishi  Molois  UA971 
765  Mitsubishi  Oil  UA-207) 
771  Mitsubishi  Petrocher^icol  llA-210) 
968  Mitsubishi  Rayon  UA2641 

74  Mitsubishi  Trust  &  Bonking  UA-27) 
912  Mitsubishi  Warehouse  &  Tions  UA-253) 
171  Milsui  S.  Co  0A53) 
831  Mitsui  Engineering  &  Shipbuilding  tjA228) 
236  Miisui  Fudoson  UA-751 
409  Mitsu.  Maiine  &  Fire  UA125) 
553  Miisui  OSK  bnes  UA)61) 
993  Milsui  Petrochertiicol  Industries  (JA-270] 

781  Mitiui  Tootsu  Chemicois  lJA-2 1  2) 
122  Mitsui  Trust  &  Bonking  UA-4?) 
544  Mitsukoshi  UAI56) 

30  Mobil  lUS  1 2) 
241  Monvonio  (US87| 
502  Montedison  |lT/i| 
158  Moigon  OP)  (USo2| 

563  Morgan  Stanley  Group  (US2 1 2) 
628  Morion  Inteinalional  |Ui242] 

49  Motordo  IUS24) 
146  Munchener  Ruck  |GE  7) 
243  Murolo  Mfg  OA  78] 

N 


579  I  logoyo  Roilicxjo  OA  1 67) 
654  tslonkai  Electiic  Roiiwoy  OA  I  79) 
188  Notional  Auslrolio  Bonk  |AS3| 
564  Notional  Ov  |US2I3| 
868  Noiionol  House  Industrrol  0A238) 
939  Noiionol  Medicol  Enterprises  IUS359) 
293  Nalianol  Power  (BR-28| 
205  Notional  Weslminilei  Bonk  I6R-20) 
125  NotionsBonk  IUS51) 
908  Navigction  Mii^e  (Compognie  de)  (FR40) 
518  NBD  Bonrorp  IUS194) 
897  NCR  Jup.in  1JA247I 
100  NEC  0A37I 
32  Nestle  |SW|.2) 
721  New  Jopon  Secu.-:i*i  JA  I  96) 


328  New  0|i  Poper  0A99| 

486  t-Jew  World  Development  (HK.M) 

936  I  tew  Tork  Times  (US356) 

689  Newondge  Networks  |CA-)8| 

704  Newell  IUS269) 

585  Newmonl  Gold  |US2  1 9) 

729  Newmonl  Mining  IUS280) 

159  News  Corp  (AM) 
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\  77?^  Remaking  of  the 

\v  Japanese  Corporation 


Never  in  their  history  have  Japanese 
corporations  faced  as  many  formidable 
challenges  as  those  v/hich  confront 
them  today. 

A  new  era  of  lower  economic  growth 
has  brought  with  it  enormous  pressures 
on  Japanese  companies  to  restructure 


themselves  so  that  they  can  compete 
long  term  in  an  increasingly  global 
marketplace. 

As  the  yen  strengthens  to  new  all-time 
levels,  Japanese  companies  also  are 
being  pressured  to  allocate  more 
production  overseas,  especially  in  Asian 

► 


It's  not  too  early  to  prepare  for 
the  1996  Olympic  Games 
when  youte  in  it  for  the  long  run. 


A  runner  prepares  for  an  Olympic  event.  Every 
step,  every  stride  is  analyzed  and  scrutinized. 

A  gymnast  practices  a  flip.  Each  leap,  each 
landing  is  studied  in  minute  detail. 

A  swimmer  slips  through  the  water  with  grace 
and  speed.  Every  stroke  and  breath  is  examined. 

At  the  U.S.  Olympic  Training  Center, 
Panasonic  provides  video  equipment  to  help 
improve  every  step,  breath  and  stroke  of  an 
athlete's  performance.  Matsushita  is  not  only 
helping  the  U.S.  Olympic  team,  but  we're  also 
helping  support  the  Olympic  movement  around 
the  world. 

And  the  world  will  witness  the  athletes'  efforts 
through  our  technology.  After  a  worldwide  com- 
petition, Matsushita's  Panasonic  digital  video 
system  has  been  selected  as  the  official  broadcast 
equipment  of  the  1996  Olympic  Games.  It  will 
capture  the  Olympic  Summer  Games  in  stunning 
detail  and  breathtaking  color. 

For  more  than  a  decade,  Matsushita 
4^4?     has  been  dedicating  its  vast  resources 

to  the  Olympic  Games.  So,  while  it 
'q^^'    might  seem  like  it's  too  early  to  pre- 

1 1 1      pare  for  the  1996  Olympic  Games, 
\tlanialW()  '^'^  when  you're  in  it  for  the 
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long  run. 


Matsushita  Electric 

Panasonic  Technics  ciuasar 


S  P  E  C  I  A  I,   A  D  V  E  K  Tl  S  I  N  G   SEC  T  I  0  N 


Xfi.IlSUl§S<il3lCj6>.    I  lie  l{eni<ikiit<i;  oj  ihc  J(tp<uiese  Cor/jonilioii 


Wlien  an  engineer  speaks  about  inno- 
vation, you  might  assume  the  topic  is 
technology,  but  NEC  Corporation's  new 
President,  Dr.  Hisashi  Kaneko  uses  the 
term  in  a  much  broader  and  more 
competitive  context. 

"Innovation,"  he  says,  ''must  be  the 
essence  of  our  corporate  culture.  It 
includes  technology,  products,  organi- 
zation, and  even  the  way  we  think 
about  our  business." 


'in  America,  there  are  ten  times  as 
many  personal  computers  as  in  Japan," 
he  said.  "Our  mission  is  not  only  to 
develop  the  software  but  to  show  our 
customers  in  Japan  how  using  these 
new  electronic  tools  can  help  their 
business,  or  make  their  daily  life  more 
convenient." 

Before  that  potential  can  be  realized. 
Japan  must  pull  out  of  the  prolonged 
recession  which  has  inhibited  business 
growth  lor  more  than  three  years. 


Improving  service  to  customers,  says 
Dr.  Kaneko.  requires  a  special  kind  of 
innovation. 

"Were  it  not  iui  our  customers,  our 
products  would  not  even  exist."  he 
says.  "Assuring  customer  satis- 
faction is  a  never-ending 
process.    If  we  don't  listen 
carefully  to  our  customers,  we 
cannot  succeed." 

With  a  new  era  ol  so-c-alled 
multimedia  services  on  the  hori 
zoii,  a  company  like  NKC  faces 
special  challenges. 

"Multimedia  is  not  a  collec- 
tion of  hardware."  says  Dr.  Kaneko.  "It 
is  software  which  will  enable  you  to 
concentrate  a  variety  of  functions  at  a 
single  terminal." 

Even  (hough  NEC  dominates  Japan's 
personal  computer  market,  there  is 
enormous  room  for  growth. 
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"I  feel  the  economy  has  l)ott()med  out 
and  that  we  will  see  a  recovery,"  said 
Dr.  Kaneko,  "but  it  will  not  be  as  vigor- 
ous as  in  America." 

That  is  one  reason  why  overseas 
markets  are  a  crucial  part  of 
NEC's  future  strategic  plans. 

Long  term,  the  strongest 
growth  will  come  in  Asia. 

"  The  ceremony  marking 
the  resum|)tion  of  diplomatic 
relations  between  China  and 
Japan  in  1972,"  Dr.  Kaneko 
saiil,  "was  transmittetl  via  an 
NEC  earth  satellite  station. 
That  symbolized  the  beginning  of  a 
strong  role  we  plan  to  have  in  Chinese 
economic  growth." 


cont.  Irom  cover 

markets  which  promise  tf 
strongest  growth  over  the  nei 
two  decades. 

Other  issues,  including  he 
to  cope  with  trade  protectiO' 
ism  abroad  and  how  to  derec 
late  their  home  markets,  a 
major  topics  of  debate  amoi 
Japon's  business  leaders. 

There  are  promising  signs  th 
Japan's  most  severe  recessit 
since  World  War  il  may  ha? 
bottomed  out,  but  the  need 
corporate  restructuring  has  ri 
diminished. 

For  some  companies,  the  ne* 
to  change  is  a  matter  of  survive 
For  others,  it  is  a  key  to  remain ij 
competitive  in  the  2 1  st  century.  ; 

One  of  the  new  terms  associi 
ed  with  this  trend  is  call^ 
Business  Process  Reengineerij 
(BPR).  The  key  concept  of  BP^ 
not  merely  reorganizing; 
company,  but  rethinking  eve 
aspect  of  doing  business,  wi: 
the  purpose  of  making  the  co 
pany  more  efficient,  more  ci 
ative  and  thus  more  competitive 

One  of  the  key  driving  fore 
behind  this  trend  is  a  renew* 
emphasis  on  what  Japone 
companies  call  "CS"  (custonrj 
satisfaction). 

Gone  are  the  days  wh| 
Japanese  electronics  firms  tri| 
to  out-do  each  other  with 
but  often  confusing  product  fui 

com.  ottS 


I 


The  way  the  world  sees  us 


Kawasaki  Heavy  Industries,  Ltd.  is  proud  of  its  century 
of  accomplishments  as  one  of  the  world's  leading 
high-technology  enterprises.  As  the  21st  century 
approaches,  we  are  aiming  to  become  on  ever  more 
valued  contributor  to  the  international  community. 
This  we  will  do  by  continuing  our  quest  for  excellence 
in  the  air,  on  land,  at  sea  and  in  space. 

Aircraft,  rolling  stock,  ships,  manufacturing  plants, 
industrial  robots,  submersibles,  steel  structures... the 
list  is  endless:  Kawasaki  products  truly  span  the  Earth. 
But  we're  not  interested  simply  in  filling  up  the  planet 
with  our  goods.  Behind  everything  we  do  lies  a  deep 


commitment  to  the  global  environment,  and  we  are 
working  in  countless  ways  to  develop  new  technol- 
ogies to  control  pollution  and  improve  life  worldwide. 

We  believe  that  to  fulfill  our  potential  as  a  global 
corporation,  we  have  to  continually  push  back 
frontiers— of  space,  of  high  technology  and  of  en- 
vironmental protection— in  other  words,  the  frontiers 
of  our  own  potential. 

People  who  know  us  understand  that  the  Kawasaki 
name  is  a  byword  for  quality,  reliability  and  innova- 
tion around  the  globe.  Get  to  know  us,  too.  Try  seeing 
us  the  way  we  see  the  world. 


The  way  we  see  the  world 


POTENTIAL 

KAWASAKI 

HEAVY  INDUSTRIES,  LTD. 
Tokyo  Head  Office 


World  Trade  Center  BIdg.,  4-1,  Hamamatsu-cho  2-chome,  Minato-ku,  Tokyo,  Japan  105 
Phone:  8 1  -3-3435-2  111  Fax:  8 1  -3-3436-3037 
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Tadakazu  Yainamoto,  senior  managing 
director  of  Matsushita  Electric 
Industrial  Co..  Ltd..  opposes  protec- 
tionism in  any  lorm,  ljut  acknowledges 
the  need  for  coriiorate  strategies  to 
handle  an  uncertain  luture. 

"We  view  so-called  trading  blocs  in 
two  ways,"  Yamamoto  said.  "'On  the 
positive  side,  economic  activities  in 
the  region  are  stimulated,  but  on  the 
other  hand,  there  is  the  problem  of 


higher  technology,  value-added  prod- 
ucts, while  overseas  products  will  be 
manufactured  according  to  local 
market  needs. 

The  importance  of  Asia  in  this  glob- 
al picture  is  reflected  in  that  regions 
60  percent  share  of  Matsushita's  total 
overseas  production. 

"Asia  will  continue  to  enjoy  high 
economic  growth,"  Yamamoto  said, 
"and  will  be  not  only  a  strong  produc- 
tion base  for  industrial  products,  but  a 


annually.  He  predicts  that  this  level 
growth  will  continue  for  another  thn 
years. 

In  the  future,  the  enormous  Chine 
market,  with  a  population  of  1 
billion  people,  will  have  obvioi 
impact  on  the  region,  and  the  world. 

As  that  economy  develop 
Matsushita's  own  strategies  a 
changing. 

"Exports  and  technology  suppo 
used  to  l)e  our  main  activities 


possible  discrmnnalion  against  'out- 
siders.' We  want  to  be  "insiders.'  to 
cope  with  any  developments  in  the 
trading  bU)c." 

Within  the  NAFTA  (North  American 
Free  Trade  Agreement)  area,  for  exam- 
ple, Matsushita  has  three  sales  compa- 
nies and  19  manufacturing  facilities. 
The  gross  value  of  all  business  han- 
dled l)y  these  t  ompanies  in  1992  was 
730  bilHon  yen  (about  $5.8  billion), 
and  tlie  vakie  of  local  production  was 
220  billion  yen  (about  $1.7  billion). 

"We  try  to  produce  close  to  the 
markets  we  serve."'  Yamamoto  said, 
"but  the  world  is  moving  rapidly 
toward  a  borderless  economy." 

In  the  future,  the  ratio  between 
Matsushita's  .japan  anil  overseas  sales 
is  lik(dy  to  be  about  50-50.  he  said. 

In  this  new  era  ol  gloljal  marketing, 
the  emphasis  in  Japan  will  be  toward 


tjooming  consumer  market." 

Yainamoto  expects  that  Asian 
nations  and  Japan  will  play 
complementary    roles  in 
|)roducl  supply,  thus  con- 
tributing   to  industrial 
development.  "For  exam- 
ple," he  said,  "our  audio 
products       factory  in 
Singapore  and  oiu'  air  condi- 
tioner and  color  TV  plants 
in  Malaysia  now  export  to 
Japan  and  the  rest  of  the 
world." 

in  1992.  total  sales  vol- 
ume for  the  Matsushita  group  in  Asia 
was  1  trillion  yen  (about  $8  billi(jn), 
which  amounted  to  about  14  [)ercent  of 
the  company's  total  consolidatetl  sales. 

Over  the  past  five  years,  Yamamoto 
said,  Matsushita  sales  companies  in 
Asia  have  grown  by  about  10  percent 
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Seiii((r  Manaf^ing 
Diifclor 


China,"  Yamamoto  said,  "but  to  me 
local  needs,  we  have  established  1 
manufacturing  facilities,  five 
which  are  now  in  operatic 
Eleven  of  these  have  ioc 
joint  venture  partners,  wi 
plans  to  produce  for  tl 
Chinese  market." 
Eventually,  Matsushi 
expects  to  export  to  Japan  ai 
other  third  countries,  b 
throughout  the  comii 
years  of  Chinese  econom 
development.  Yamamo 
said,  "We  want  to  play 
role  in  im|)roving  the  standard  of  li 
ing  in  China,  through  supplying  o 
quality  products."  , 
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^^J^is  new  computer  RISC  chip  technology  is 
rea^  something.  It  took  me  one  day  to  complete 

%m  assignment  that  used  to  take  weeks. 
Now,  if  you  II  excuse  me, 

I  I'm  off  to  have  dinner  with  my family.^ ^ 


i 


In  an  increasingly  demanding  world  in  which  time  always  seems 
to  be  of  the  essence,  computer  chip  technology  is  allowing  us  to  be 
faster,  smarter... and  ultimately,  more  productive.  And  leading  the 
way  is  NEC's  new  MIPS '  RISC  microprocessor.  Designed 
for  the  raw  speed  of  Windows  NT  ' '  computing,  it  can  perform 
millions  of  advanced  commands  in  a  split  second-taster  than  just 
about  any  otiier  processor  today  Now,  people  can  complete  the 
most  complex  tasks  in  a  mere  fraction  of  the  time  it  took  just  a 
few  years  ago. Whether  its  processing  data.  Manipulating  spread- 
sheets. Or  analyzing  10  years  of  sales  figures.  Because  of  this  chip, 
millions  will  complete  projects  in  a  way  they  were  rarely  able  to 
before... ahead  of  schedule.  In  tact,  evety  product  NEC  makes-fi-om 
cellular  phones  to  high-resolution  color  monitors-is  designed  to 
enhance  human  potential.  And  they're  backed  by  the  expertise 
of  a  world  leader  in  computer  and  com- 
munications technology.  In  public  and 
private  institutions.  In  businesses  large 
and  small,  in  homes  across  the 
country.  NEC  is  a  part  of  people's  lives. 
For  more  inprmatUm.  call  us  at  l-S()()-33S-9549. 


A  part  of  peoples  lives  everywhere. 

Wimldws  NTaikl  AIII\S  are  nciclcmaiks  u/  Iheir  respective  umiers. 


NEC 
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"Asia  is  a  key." 

Willi  those  words,  Takestii  Okatomi. 
Tosliil)a  (Corporation's  executive  vice 
president,  international,  describes 
what  he  —  and  T()shil)a  —  see  as  one  oi 
the  world  s  most  promising  regions. 

Most  forecasters  agree,  predicting 
that  the  value  of  the  Asian  economy 
will  equal  those  of  North  America  and 
Europe  by  2000. 

Okatomi  goes  further.  "By  2005,"  he 


in  critical  areas,  like  manufacturing 
and  |)()llution  control.  We  want  to 
contribute  to  sustainable  growth  and 
environmental  protection." 

The  result  is  an  impressive  and 
increasing  number  of  stale-ol-the-arl 
operations  throughout  Asia. 

Toshiba  manufactures  semiconduc- 
tors, facsimile  machines,  and  tele- 
phones in  Malaysia:  VCRs  and  TV  sets 
in  Singapore;  integrated  circuits,  color 
picture  tubes,  refrigerators,  and  air 


says,  "Asia  will  luive  the  largest  econo- 
my in  the  world." 

This  |)olential  is  attracting  Toshiba 
and  many  other  Jajianese  companies  to 
invest  in  I  he  region.  "Our  com- 
mitment is  long  term."  says 
Okatomi. 

Toshiba's  record  in  Asia 
and  Oceania  speaks  lor  itsell. 
Since  19P)7.  annual  sales 
have  ciind)e(l  Irom  $2.3  bil- 
lion to  $4  billion,  while  its  affili 
ates  in  Asia  have  more  than 
doubled,  to  a  total  ol  22  com- 
panies   employing  aboirt 
1.3,000  people. 

"We  want  to  encourage  growth  in  the 
region,"  Okatomi  said,  "without  trade 
friction. 

"Toshiba  ])romotes  localization,"  he 
explains,  "in  niarketing  and  j)rocure- 
ment,  and  through  technical  transfers 


Takeshi  Okittomi 
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conditioners  in  Phailand;  and  it  has  a 
compressor  plant  in  Taiwan  and  two 
new  components  plants  in  China. 

Toshiljas  Asian  activities  are  part  of 
its  global  operations  -  integrating 
major  functions,  from  product 
development  and  manufactur- 
ing to  marketing  and  seiTice, 
in  each  of  the  three  major 
eionomic  regions  outside 
Japan. 

Okatomi  says  that  China  will 
play  a  major  role  in  this 
structure,  first  as  a  manufac- 
nsidciii  tu,i,ig  base  for  ex])orts  to 
world  markets,  then  as  a  tlomestic 
market  in  its  own  right. 

Througlioul  Asia,  sales  of  air  condi- 
tioners, refrigerators.  TV  sets,  and 
video  cassette  players  enjoy  steady 
growth,  he  said.  As  that  mix  changes, 
so  will  Toshiba's  products. 


torn  page  4 

rrons  Now,  they're  listening^ 
much  more  closely  to  the  voice; 
of  the  marketplace,  the  customer^ 
Toshiba  Corporation  discov-, 
ered  that  its  customers  often! 
found  video  cassette  recordersj; 
difficult  to  operate.  So  it; 
designed  a  nev/  model  which? 
not  only  is  simpler  to  operate,  ! 
but  requires  fewer  parts.  The 
company  not  only  achieved  cus- 
tomer satisfaction,  but  lowerecf; 
the  cost  of  production.  > 
Of  all  the  changes  in  the,] 
Japanese  corporate  world,  nonei 
is  more  dramatic  than  the  long^| 
term  shift  toward  Asian  markets. 

Less  than  a  decade  ago,  the 
value  of  Japan's  exports  to  the 
United  States  was  nearly  one- 
third  larger  than  those  to  Asia.^ 
Today,  the  ratio  is  almosf 
reversed.  Over  the  same  period^ 
Japan's  direct  investment  in  Asia 
has  doubled,  from  about  1 0% 
of  its  world  total  in  1985,  to; 
about  20%  today. 

That  major  shift  is  based  on 
the  stunning  growth  of  Asia| 
economies  themselves. 

One  generation  ago,  Asia  repj 
resented  only  about  4%  of  thig^ 
global  economy.  Today,  if 
accounts  for  20%,  and  by  th| 
early  21st  century,  according  to 
most  forecasts,  Asia  will  com- 
prise 25%  of  the  world  econoi 


j  \i'  \\    HI  SI \i  ss  w  I  I  k/ii  I     1 1   1  'I'M 


s  I'  K  c  1  A  1.  A  I)  V  !■:  H  r  I  s  I  N  (;  s  !•;  c  r  i  o  n 


yllcllSSclIlCC    Ilic  Heinakiii'j;  (>!  l/ic  Jd/xiiicsc  (  'oipoidiion 


TOKYU  HOTELS  PROFILE 

Tokyu  Hotels,  in  partnership  with  its 
American  hotel  reservation  agent, 
Robert  F.  Warner,  Inc.  is  making  it 
easier  than  ever  to  book  a  room  in 
Japan. 

All  you  have  to  do  is  dial  Tokyu's 
24-hour  loll-free  number  (1-800- 
428-6598)  and  within  minutes  your 
reservation  will  be  sent  directly  to 
the  Tokyu  Hotel  in  question  by  an 
on-line  computer  system. 


)ver  the  next  20  years  in  the 
istruction  business,  predicts 
yoda  Corporation  President 
soaki  Kashiwara,  the  prime 
wth  markets  in  Asia  will  be 
*v\aiaysia,  the  Philippines, 
[nam,  and  Cambodia, 
here  also  is  a  growing 
(sensus,  as  expressed  by 
:;yer  Co.  President  Takeshi 
:jrai,  that  "We  can't  survive 
'  longer  just  by  exporting, 
ve  got  to  produce  locally, 
I  help  develop  reliable  local 
h  suppliers." 

ie  shift  of  Japanese  econom,- 
ittention  to  Asia  comes  at  a 
i  when  U.S.  and  European 
^orations,  despite  much  talk 
>ut  the  importance  of  Asian 
kets,  have  a  weaker  strate- 

position  there  relative  to 
an  then  a  decade  ago. 
lothing  better  illustrates  the 
idly  developing  economic 

business  integration  in  Asia 
1  the  concept  of  the  so-called 
:AN  autom.obile.  Named 
!r  ASEAN  (Association  of 
theast  Asian  Nations),  the 
AN  car  may  have  a  transmis- 
I  made  in  Indonesia,  brake 
ns  from  Malaysia,  body  pan- 
stamped  in  Thailand,  and  the 
play  panel  from  the 
lippines.  But  the  label,  if 
sent  trends  continue,  almost 
□inly  will  be  Japanese. 


Warner  President  Kalhieen  M. 
Prodan  also  announces  that  in 
September.  Tokyu  will  have  a  full 
customer  service  organization  in 
place  to  serve  guests  from  the  U.S. 
and  Canada. 


Capilol  T(ik\u  Hold. 
Tokyo 


We  Are 

The  Real  Japan. 

Tlie  real  Japan  greets  you 
the  momeni  you  enter  a  Tokyu  Hotel  — 
at  any  one  of  our  19  convenient  locations 
throughout  the  country.  Japanese  hospitality 
and  courteous  service  provide  a  warm  welcome, 
while  refined  surroundings  blend  with  a  host 
of  modern  conveniences  to  make 
your  stay  comfortable. 
Tokyu  Hotels.  Where  the  real  Japan  awaits. 


Copilot  Tokyu  Hotel:  lel  03  3581  4511 

TOKYU  HOTELS 

FOR  RESERVATIONS: 

TOLL-FREE  U  S  A  /CANADA  800-42-TOKYU  (86598), 

JAPAN  0120-21-5489 

OR  CALL  THE  UTELL  INTERNATIONAL, 
DISTINGUISHED  HOTELS  &  RESORTS/ROBERT  F,  WARNER  INC. 
SALES  OFFICES:  NYC  212-867-1370,  LAX.  213-622-0245, 
LDN.  071-493-2585,  TYO.  03-3264-4436 


IT  TAKES 
A  LOT  OF  DRIVE  TO  SET 
NEW  STANDARDS  FOR 
INNOVATION 


The  programs 


personal 


and 


computer  runs  - 
nerates  —  are  gluttons 
storage  space.  qO  So  we  created  a  new  standard  in 
data  storage:  3-1/2  inch  magneto-optical  disk  drives  with 
BOMB  capacity  that  store  as  much  as  160  conventional  floppy 
:s.  qD  It's  not  the  first  time  we've  established  a  world  standard  in 
V  technology.  And,  with  our  $3  billion  annual  investment  in  R&D, 
we  don't  expect  it  to  be  the  last.  qO  We  helped 
establish  the  ATM  standard  for  multimedia  com- 
.  ^  .j..^  munications.  For  America's  first  information  super- 
highway,  we  delivered  all-bandwidth  ATM  switching 

'  systems  for  handling  voice,  data  and  video.  And 

ire  the  first  to  offer  a  comprehensive  set  of  ICs  for  ATM.  qD  Our 
)uter  breakthroughs  include  some  of  the  world's  fastest  and 
allest  —  from  supercomputers  to  pen-based,  hand-held  mobile 
Dmputers.  And  credit-card-sized  PCMCIA  devices  for 
memory  and  peripherals.  qD  Like  you,  we've  learned 
that  today's  creative  environment  offers  two 
choices:  lead  or  follow.  With  our  drive, 
we're   not  looking  back. 
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FUJITSU 


COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 


Sl'F.  \  I)  V  F,  RTl  S  I  N  G  SKCTION 


If  ihere  is  one  certainty  in  a  changing 
global  l)usiness  world,  it  is  this: 

Technology  never  stands  still. 

This  is  why  Tatsuzunii  Furukawa, 
group  manager  lor  multimedia  pro- 
jects at  Fujitsu,  Ltd.,  predicts  that  his 
company's  computer  and  telecommu- 
nications technologies  will  be  linked 
to  virtually  every  new  market  his 
company  is  targeting  over  the  next 


rooms  and  prep  schools  into  millions  of 
Japanese  homes. 

"Lectures  now  attended  by  hun- 
dreds of  people  in  a  public  audi- 
torium," he  said,  "will  be  seen  by 
millions,  live,  right  in  their  homes." 

Fujitsu  has  its  own  framework  for 
presenting  this  multiplicity  of  infor- 
mation. 

Habitat,  an  interactive  mode  for 
presenting,  requesting,  and  receiving 


To  confirm  that  this  is  no  dre  > 
world,  Fujitsu  is  putting  its  com  c 
to  the  test.  When  their  people 
an  international  meeting  these  d.i 
they  often  take  along  a  portal 
minicam  with  their  personal  coiiip 
er,  to  create  an  on-scene  n  p 
which  includes  both  pictures  c 
text  data. 

Another  future  market  in  w  li 
Fujitsu  is  plaving  a  r()\t'  in',i)l\c 


4  *Sv^ 

decade  and  beyond. 

The  over-riding  trend  of  that  future 
he  says,  will  be  "community- 
linked  business  iniormation." 

1  hat  is  Furukawa  s  way  of 
defining  a  popular  term 
these  days:  multimedia. 

As  optical  fiber  conmmiii- 
cations  systems  go  into  |)lace 
around  the  world,  he  foresees 

a  major  impact  not  only  in  the  Tudashi  Sekizawa  m^'i' 
jjusiness  world,  but  in  our      I'lt-sidcnt,  and 
daily  lives.  ''••!'•  I)ir.'<  t..r 

"Information,"  he  said,  "not 
ordy  will  move  thousands  ol  times 
faster  than  before,  but  it  will  include 
video  as  well  as  text  data." 

In  Japan,  education-related  services, 
already  valued  at  tens  of  billions  of  dol- 
lars aniuially,  will  spread  from  class- 
ic M  \i'  \\    HI  SI  \|       W  I  I  K/,|l  I  ^  II    I  'I'M 


information,   was   tl e v e  1  o p e tl  by 
Lucas  Films  in  the  United  States. 
Fujitsu    has  purchased 
global      rights  to 
market  and  further 
develop  a  system 
which  can  be  used 
f  o  r       e  d  u  c  a  t  i  o  n . 
home  shopping,  home 
banking,  entertain- 
a  n  tl     m  a  n  y 
other  markets,  which 
Furukawa  freely 
admits,  "we  haven't 
yet  thought  of." 

In  short.  Habitat  is  an  elec- 
tronic platform  for  precisely  the  kind 
of  broad  impact  information  services 
which  Furukawa  predicts  is  the  real 
future  of  multimedia. 
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data  "recycling"  concept  called 
Intelligent  Pad.  The  Intelligent 
makes  it  easier  than  ever  bef 
for  software  developer 
share  blocks  of  data  wh 
may  contain  text,  sou 
graphics,  photos,  and  vi 
iidormation. 

"We're  working  with 
software  companies, 
one  of  our  computer  inc 
try  competitors," 
Furukawa,  "because  th 
is  no  point  in  trying 
develop  this  all  by  o 
selves.  We  believe  tha 
sharing  technology,  we  will  creal 
larger  market  demand." 


Innovation  is 


In  1973,  we  built  the  world's  largest  power  source. 
20  years  later,  we  built  the  smallest. 


Time  was  when  power  was  big. 
In  fact,  it  didn't  get  any  bigger 
than  the  geothermal  power  plant  turbine 
we  built  two  decades  ago. 

But  time  and  power  don't  stand  still 
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Today  we  live  in  a  world  of  portable  phones,  fax  machines  and  computers. 
And  to  that  end,  we  present  the  Toshiba  Portege '  T3400  Series. 
It  packs  your  entire  office  into  a  computer  that's  less  than  half  the 
size  of  your  briefcase,  and  that  weighs  4/2  pounds. 
Our  new  Portege  is  the  first  sub-notebook  computer  to  use  the  ultra- 
bright  color  TFT/LCD  active  matrix  display.  The  first  with  a  rechargeable 
Lithium-Ion  battery  that  lasts  for  up  to  six  hours.  It  has  the  innovative 
AccuPoint'  integrated  pointing  device,  and  the  power  of  an 
Intel486'"  SX  microprocessor. 

With  an  optional  modem,  it  can  do  almost  anything 
your  desktop  computer  does.  On  a  plane.  On  a  boat. 
In  a  cabin  on  a  mountain. 
It's  quite  possibly  the  biggest  thing  we've  built  yet. 

In  Touch  with  Tomorrow 

TOSHIBA 
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The  people  at  Kawasaki  Heavy 
Industries,  one  of  the  major  heavy 
machinery  and  engineering  companies 
in  the  world,  often  say  that  their  aim  is 
to  turn  dreams  into  reality. 

A  few  weeks  ago,  something  which 
had  been  a  dream  for  more  than  200 
years,  the  Eurotunnel,  became  a  reah- 
ty.  Kawasaki  technology,  skill,  and 
foresight  played  a  key  role  in  helping 


another  Kawasaki  TBM  achieved  the 
breakthrough  of-  the  second  main 
tunnel. 

Two  of  the  five  boring  machines  used 
on  the  French  side  of  the  project 
were  ordered  from  Kawasaki  by 
Transmansche  Construction  (TMC),  to 
be  used  for  boring  the  main  railway 
tunnels. 

The  specifications,  like  the  project 
itself,  were  unparalleled.  The  goal  was 


that  dream  come  true. 

Three  years  earlier,  at  11:30  on  a 
morning  in  May,  there  was  an  unex- 
pected sound  330  feet  beneath  the 
English  Channel  -  the  applause  of 
workers  celebrating  the  first  of  two 
historic  breakthroughs. 

The  word  "breakthrough"  is  often 
misused,  but  in  this  case,  it  was 
precisely  correct.  A  Kawasaki  tunnel 
boring  machine  (TBM)  broke 
through  the  last  barrier  of  rock  and 
earth  which  separated  Great  Britain 
and  the  European  continent.  Later, 


to  bore  500  meters  (1650  feet)  per 
month.  The  Kawasaki  machines  not 
only  met  that  standard,  but  more  than 
doubled  it,  month  after  month.  As  a 
result,  the  project  was  finished  eight 
months  ahead  of  schedule. 

When  it  isn't  part  of  epoch-making 
events,  Kawasaki  equipment  is  part  of 
everyday  life  around  the  world,  in  the 
form  of  passenger  coaches  on  trains  and 
subways,  motorcycles,  ocean  transport 
vessels,  aircraft  and  even  in  the  latest 
space  vehicles. 


r 


h  home,  meanwhile,  Japanes 
executives  are  encouraged  b' 
several  economic  indicatorsi 
including  housing  starts. 

Housing  starts  for  the  fiscq 
year  which  ended  March  3 1  su( 
passed  1 .5  million  for  the  fir^ 
time  in  three  years,  according  t( 
the  Ministry  of  Construction; 
Housing  starts  exceeding  1.-^ 
million  a  year  represent  "swifl 
vigorous  growth,"  in  the  min 
istry's  words. 

The  Housing  Loan  Corp.  foun< 
in  a  survey  that  of  its  customers 
who  took  loans,  42.4%  boughj^ 
new  air  conditioning,  41.8%; 
lighting  equipment,  28.5%  cold 
TVs,  36.8%  a  bed,  and  24.3%  ^ 
new  or  used  car  within  a  year  g 
purchasing  real  estate.  Man|  ^ 
people  purchased  more  than  on|  . 
item,  thus  showing  that  a  stron|  , 
ripple  effect  is  being  created 
the  housing  start  comeback. 

Despite  these  encouragingj 
signs,  many  Japanese  executive!: 
feel  strongly  that  unless  theS 
home  market  is  deregulatecl 
long  term  growth  will  be  stunteii 
i  Key  targets  for  reform  whic| 
are  supported  by  many  Japanesj 
corporate  leaders  include  moil 
equitable  income  tax  guidelingl 
and  new  building  and  land  zoif 
ing  regulations. 
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5-seventh  of  Tokyo,  for 
)le,  is  zoned  as  ogricultur- 
d  and  \\\e  average  height 
ildings  in  the  capital, 
te  alt  its  skyscrapers,  is 
lan  two  stories.  More  effi- 
eol  estate  regulations,  crit- 
gue,  would  free  up  pre- 
land  for  the  improved 
ig  which  most  Japanese 
i  a  major  social  infrastruc- 
iority. 

other  major  issue  in 
lese  corporate  circles, 
protectionism,  also  is  a 
;-edged  sword, 
^e  are  no  good  bilateral 
ins  to  what  are  essentially 
iteral  issues,  many  execu- 
rgue. 

must  solve  trade  issues  on 
tilateral  basis,  using  inter- 
lal  rules,  said  Toshiba's 
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HOTEL  OKURA  PROFILE 

Great  hotels  all  strive  for  the  same 
goals  of  excellence.  They  use  the 
acronym  "ACS"  (Accommodations, 
Cuisine,  Service)  to  define  those  quali- 
ties which  separate  the  best  from  the 
rest. 

In  an  increasingly  competitive  inter- 
national hotel  market,  the  key  chal- 
lenge to  executives  like  Hotel  Okura 
Managing  Director  Mikio  Matsui  is 
how  to  further  improve  its  "ACS." 


Dusiness  consultant  James 
glen  and  others  point  out, 
ct  that  Japanese  corpora- 
are  positioning  themselves 
^\y  in  Asia,  but  in  North 
ca  and  Europe,  is  provid- 
lem  with  an  insulation 
st  regional  protectionism, 
nerican  and  European  firms 
it  follow  suit  and  position 
;lves  more  strongly  in  Asia, 
glen  argues  in  his  recent 
the  result  could  be  the  de 
ormation  of  trading  blocs, 
h  long-term  economic  fore- 
predicting  2%  growth  in 
.S.,  and  7%  in  East  Asia, 
/estment  priorities  for  com- 
s  of  all  nationalities  seem 


Tins  special  secliDi}  was  ttrittffi  In 
hiiel  Berger,  former  Tokyo  bureau  cliiefjor 
w-HiU  World  News  who  is  now  a  Tokyo-based 
wedia  consultant  and  freelance  icriter 

Design  b'l  I'tirliani  Sanlana.  Inc.  NYC 
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Since  it  opened  32  years  ago,  the 
Okura  has  emphasized  service  with  a 
personal  touch.  In  its  search  for  new 
ways  of  improving  customer  satisfac- 
tion, its  latest  innovation  is  a  plan  to 
ease  the  most  unpleasant  side-effect  of 
international  travel  -  jet  lag. 

A  new  program,  under  development 
in  coordination  with  a  Tokyo  hospital, 
will  create  a  special  environment  to 
help  Okura  guests  recover  from  jet  lag. 

A  package  of  ser- 
vices will  include 
the  Okura's  health 
club  and  swimming 
pool,  special  light- 
ing and  'water  mas- 
sage' devices,  and 
menus  designed  to 

freshen  up  tired 

Hotel  Okura.        i  i- 

bodies. 

/  OHYO 


THE 
LEGEND 

in  tht^ 

HEART 

of 

TOKYO 


The  Hotel  Okura  is  the  first  choice 
of  executive  travellers  from  all 
over  the  world.  Why?  We 
invite  you  to  come  see 
and  understand. 


COMPUTER  RESERVATION  CODES: 
SABRE,  APOLLO  and  WORLDSPAN:  OC 
SYSTEM  ONE:  LW  TYO802 
DATAS  IL  LW  1802 


HOTEL  OKURA 
2-10-4  Toranomon,  Minato-ku, 
Tokyo  105,  Japan 
Teh  03-3582-0111  Fax;  03-3582-3707 
Telex:  J22790 

HOTEL  OKURA  OFFICES 
WORLDWIDE 

New  York  Tel:  212-755-0733 

Los  Angeles  Tel:  213-488-1477 

Amsterdam  Tel:  020-6761160 

Hong  Kong  Tel:  895-1717 


ordie 
'World 
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iGER  AND  Acquisition  Advisory  Services  •  Mezzanine  and  Equity  Capital  •  Money  Market  Investments 
c  Finance  •  Risk  Management  Products  •  Structured  Finance  •  Syndicated  Loans 


FRAMATOME 


-  No.  1  nuclear  power  plant  vendor  in 
the  world 

-  No.  1  nuclear  fuel  manufacturer  in 
the  world 

-  No.  1  in  Europe  and  No.  3  worldwide 
in  connector  manufacturing 

Throughout  the  world,  Framatome 
employees  are  displaying  their  talents. 
With  commitment,  they  overcome  techno- 
logical challenges  to  bring  your  projects 
to  life. 


GOOD  RESULTS 
IN  1993 

In  1993,  Framatome's  revenue  reached  FF  17  bil- 
lion, versus  FF  12.7  billion  in  1992. 

This  increase  of  slightly  over  33%  is  mainly 
attributed  to  revenue  from  recently  acquired  sub- 
sidiaries: 

-  the  revenue  of  fuel  manufacturing  companies 
acquired  in  July  1992  were  recorded  for  the  full 
year, 

-  the  acquisition  of  Jeumont  Industrie  in  1993, 

-  in  the  connector  field,  Daut  +  Rietz  and  Con- 
nectors Pontarlier  were  also  acquired  this  past 
year. 

The  increase  is  also  due  to  the  invoicing  of 
non-recurring  contracts:  the  fuel  transfer  station 
and  related  systems  for  Superphenix  (Frama- 
tome) and  the  European  Transonic  Windtunnel 
(ETW)  test  section,  designed  to  simulate  the 
flight  conditions  of  large  European  commercial 
aircraft  (NFM). 

Net  income  after  minority  interests  was 
FF  863  million.  Its  decrease  compared  to  1992 
(FF  950  million)  is  explained  by  the  following: 

-  in  the  connector  field,  the  drastic  worldwide 
decline  of  orders  in  the  military  and  civil  aviation 
industries, 

-  at  Jeumont  Industrie,  the  implementation  of  a 
necessary  industrial  restructuring  plan  has  been 
costly,  particularly  in  the  electromechanical 
sector. 

At  the  close  of  the  1993  financial  year,  the 
order  book  reached  the  same  level  as  at  year- 
end  1992.  In  the  nuclear  sector,  it  comprised  four 
nuclear  reactors  in  France  and  two  nuclear 
islands  in  the  People's  Republic  of  China  (Daya 
Bay).  The  first  Daya  Bay  unit  started  commercial 
operation  in  February  1994  and  the  second,  in 
May,  to  the  entire  satisfaction  of  our  customer 


At  the  beginning  of  1994,  Framatome  sub- 
mitted an  offer  to  the  Taiwan  Power  Company 
(TPC)  for  the  supply  of  two  nuclear  islands  for 
the  fourth  Taiwanese  nuclear  power  plant. 

The  acquisitions  made  or  consolidated  in 
1993  are  in  line  with  the  Group's  strategic  objec- 
tives that  have  been  in  effect  for  almost  10  years. 
The  1993  takeover  of  Jeumont  Industrie,  which 
manufactures  reactor  coolant  pumps  and  con- 
trol rod  drive  mechanisms,  rounds  out  our  exper- 
tise in  the  nuclear  sector  The  acquisition  at  the 
end  of  1992  of  Daut  +  Rietz  (automotive)  and  in 
April  1993  of  Connectors  Pontarlier  (telecom- 
munications) strengthens  FCl's  potential  in  these 
two  burgeoning  sectors. 

In  addition,  Framatome  Connectors  Interna- 
tional (FCI)  has  been  reorganized  throughout  the 
world  into  divisions,  and  the  resulting  profit  is 
only  starting  to  be  felt  in  1994. 

Industrial  investment  and  rationalization 
efforts  undertaken  in  certain  businesses  in  1993 
continue  to  bear  fruit.  They  have  already  pro- 
duced a  significant  recovery  in  results  during  the 
first  quarter  of  1994,  particularly  in  the  connector 
field. 


CONSOLIDATED  FIGURES 


I  -  OPERATIONS 

1993 

1992 

Consolidated  revenue 

(in  millions  of  FF) 

17,011 

12,668 

Nuclear  share 

10,358 

8,009 

60.9% 

63.2% 

II    NET  INCOME 

AND  DISTRIBUTION 

1993 

1992 

Corporate  share  of  net  income 

(in  millions  of  FF) 

863 

950 

%  of  revenue 

5.1% 

7.5% 

Number  of  shares  outstanding 

10,200,000 

10,200,000 

Corporate  share  of  net  income 

per  share  (in  FF) 

81.6 

93.1 

Proposed  dividend  per  share  (in  FF) 

39.00 

46.50 

/- 
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DRKERS  MAY  GET  SCARCE, 
fT  NOBODY'S  SCARED 


:t,  slow  workforce  growth  could  spur  productivity 


y  the  time  Sarah  Pace's  second 
child  was  born  in  May,  the  32- 
year-old  corporate  lawyer  had 
p  her  three-month  maternity  leave 
e  of  pregnancy  complications.  Her 
:o  law  firm  offered  to  give  her  an 
ion  if  she  would  agree  to  a  specif- 
irn  date.  But  Pace  wasn't  ready, 
ith  her  lawyer  husband  earning 
1  to  support  the  family,  she  quit, 
anning  to  come  back 
le  point,"  she  says, 
iust  a  question  of 

nearly  30  years, 
mothers  like  Pace 
flocked  to  work, 
ly  increasing  the 
of  the  U.  S.  popula- 
lat  holds  or  wants  a 
ut  in  the  past  five 
the  participation  of 
1  in  the  labor  force 
:eled  off  (chart).  The 
IS  include  a  rising 
rate,  which  keeps 
vomen  at  home,  and 
'down  in  the  speed 
vhich  new  mothers 
.  to  work.  Beyond 
oung  women  are  re- 
ig  in  school  longer, 
same  time,  the  male 
!pation  rate,  which 
en  drifting  lower  for 
3s,  has  suddenly 
i  to  race  downhill, 
isons  that  aren't  entirely  clear. 
AGES  LOOM.  These  trends  have 
idous  implications  for  the  econo- 
1  a  typical  recovery,  unemploy- 
■emains  high  at  first  as  previously 
raged  workers  suddenly  flood  the 
irket.  Today,  the  absence  of  these 
ing  workers  largely  e.xplains  why 
)less  rate  has  plunged  to  6%,  even 
1  job  growth,  while  improving,  is 
lower  than  in  prior  recoveries. 
>  more,  some  economists  believe 
he  share  of  adults  who  want  to 
nay  have  slowed  permanently  or 
stopped  growing.  Result:  the  la- 
d  skill  shortages  that  popped  up 
the  late  1980s  could  return  with  a 


vengeance  if  the  economy  continues  to 
grow. 

Such  shortages,  oddly,  might  have  a 
positive  economic  impact.  True,  compa- 
nies would  have  to  scramble  to  find  qual- 
ified workers.  But  this  likely  wouldn't 
trigger  inflationary  wage  hikes,  many 
economists  believe.  After  all,  global  com- 
petition remains  stiff,  and  productivity 
has  been  climbing  at  nearly  double  the 


PACE  AT  HER  CHICAGO  HOME:  SHE'S  PUTTING  OFF  HER  RETURN  TO  WORK 


anemic  pace  of  the  1980s.  Instead,  labor 
shortfalls  would  likely  spur  employers 
to  invest  in  more  technology,  not  labor. 
This  would  keep  efficiency  gi'owing  and 
allow  wages  and  living  standards  to  rise 
again  without  making  U.  S.  coinpanies 
uncompetitive.  "You  would  like  to  see 
wages  go  up  if  it  doesn't  push  up  prices, 
which  can  happen  if  productivity  rises," 
says  Martin  N.  Baily,  an  economist  at 
the  University  of  Maryland. 

The  central  question  is  whether  la- 
bor force  growth  really  has  slowed  for 
the  long  term.  Until  recently,  most  econ- 
omists assumed  that  the  participation 
rate  would  chug  along  in  the  1990s  at 
roughly  the  same  0.3%  annual  increase 
recorded  in  the  1980s.  Few  even  blinked 
when  it  fell  in  the  recession,  since  many 
people  leave  the  labor  market— quit  look- 
ing—when jobs  dry  up.  But  after  three 
years  of  gi-owth,  the  participation  rate  is 
no  higher  than  its  1989 
peak  of  65.5%.  This  is 
prompting  experts  to  re- 
think their  assumptions. 

The  job-market  behavior 
of  women  has  attracted  the 
most  attention.  After 
climbing  eight  percentage 
points  in  the  1970s  and  six 
points  in  the  1980s,  the  fe- 
male participation  rate  has 
edged  up  less  than  one 
point  since  1990,  to  57.9% 
of  all  women  last  year,  ac- 
cording to  the  Bureau  of 
Labor  Statistics  (BLS). 

Some  of  the  slowdown 
revolves  around  school.  Be- 
cause college  graduates' 
pay  has  outpaced  that  of 
other  employees,  students 
have  more  incentive  to 
keep  on  studying.  That's 
just  what  women  are  do- 
ing. Only  half  of  female 
teenagers  want  to  work  to- 
day, vs.  about  53%  in  1987, 
according  to  the  BLS.  Meantime,  their 
enrollment  rate  has  jumped  four  points, 
to  64%.  The  same  is  true  of  20-  to  24- 
year-olds.  "Young  women  aren't  going 
home  to  take  care  of  the  kids,  they're 
going  to  school,"  says  BLS  economist 
Howard  Hayghe. 

Motherhood  is  the  other  main  factor. 
The  birth  rate  has  jumped  from  1.8  chil- 
dren per  woman  in  the  1980s  to  nearly 
2.1  since  1990.  This  has  brought  an  extra 
300,000  or  so  births  a  year.  Result:  More 
women  are  not  working  for  three  to  six 
months,  the  length  of  maternity  leaves. 
What's  more,  the  Census  Bureau  has 
lifted  its  birth  rate  projection  for  the 
'90s  from  1.85  to  2.1,  which  suggests 
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aNDOWLESS  DESIGN  saves 

ERGY.  However^  let's  consider 

RE  GULAR  ^  Thorough 

NSPECTIONS 

If  STRUCTURAL  FATIGUE. 


H     BUILDING  may 

to  perform  typically  in-house  services 

structural  problems  before  they  occur. 

ue  in  its  own  right,  yet  there 

that  are  often  quite  distinct  from  your 

And  allow  you  to  schedule  maintenance 

lin  critical  elements  that  every 

core  business.  Outsourcing  helps  lower 

so  your  building  works  right  all  the  time. 

eat  one  possesses. 

operating  costs  while  allowing  you  to 

As  the  experienced  leader,  we 

Comfortable  temperature  and 

tap  into  a  resource  of  specialized  skills. 

realize  that  any  building,  given  proper 

y  levels.  Soft,  balanced  lighting. 

With  over  40  years  experience 

attention,  can  become  a  more  productive 

naintained  appearance.  And,  of 

in  integrated  facility  management,  we 

environment.  There's  no  reason  why  your 

uperior  stmctural  integrity. 

have  the  skills  to  manage  an  entire 

building  can't  achieve  similar  status. 

^t  Johnson  Controls,  our  mission  is 

building.  Everything  from  the  physical 

With  help  from  Johnson  Controls. 

this  ideal  building  environment. 

plant  to  landscaping. 

People  committed  to  improving  life  in 

)utsourcing  is  a  prime  way  to 

We  can  offer  services  like  vibra- 

the great  indoors. 

lis  happen.  It's  a  tool  whereby 

tion  analysis  and  infrared  imaging 

JgHNSON 

tract  with  an  outside  company 

inspection.  Services  that  can  predict 

CONTROLS 

Turn  your  excess  inventory  into  a 
tax  break  and  help  send  needy 
kids  to  college. 

Call  for  your  free  guide  to  learn  how 
donating  your  slow  moving  inventory  can 
mean  a  generous  tax  write  off  for  your  company. 

Call  (708)  690-0010 

Post  Office  Box  3021 
Glen  EUyn,  IL  60138 
Fax  (708)  690-0565 

Excess  inventory  today... student  opportunity  tomorrow 
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Chemical 


-u^.  ^ucii  races,  mis  years  CorfwatT 
Challenge  is  hotter  than  the  summer  heat.  If  the 
nice  hasn't  come  to  vour  m  yet,  there  still  may 
he  time  to  get  a  companv  team  togetlier  and 
enter  this  years  competition,  which  culminates 
with  the  international  championships  in 
October.  \ou'll  not  only  be  promoting  fitness, 
iHit  be  helping  all  who  rise  to  the  challenge  real- 
ize a  sense  of  team  spirit  and  self-achievement. 

The  Corporate  Challenge  is  open  to  ftill- 
time  employees  of  corporations,  businesses  and 
hnancial  institutions.  For  more  inhjnnaoon, 

write  or  fa.x:  Event  Marketing,  Chemical  Bank, 
HO  East  45tli  Street,  16di  Floor,  New  York,  NY 
7.  Fix:  (212)  557-3799. 
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J  Owning  your  own  trucks  is  no  day  at  the  club.  For  starters,  you  tiave  to  lay  out 
a  significant  capital  investment  and  be  responsible  for  regular  maintenance.  And  if 
you  think  three -putting  leaves  you  frustrated,  consider  the  hassles  and  paperwork 
that  come  with  hcensing,  permitting  and  DOT  compliance. 

But  these  are  not  the  only  hazards  you  face.  Time-consuming  problems  like 
changing  EPA  regulations,  new  technologies  and  a  more  demanding  customer  can  be 
as  frustrating  as  a  bad  slice. 

A  Ryder  Full  Service  Lease 

will  prevent  you 
from  driving  into  the  traps. 

There  is  an  easier  way  for  your  company  to  reach  the  green.  A  Ryder  Full 
Service  Lease.  The  experts  at  Ryder  will  help  you  improve  customer  service  and 
reduce  costs.  You'll  get  customized  trucks  and  extra  or  leaner  vehicles  if  you  need 
them.  Plus  a  preventive  maintenance  program  that  keeps  your  vehicles  in  top 
condition  and  a  competitively  priced,  comprehensive  fuel  program. 

To  learn  how  transportation  can  improve  your  business,  call 
1-800~RYDER-OK,  ext.  102,  for  a  free  brochure  and  a  "Lease  Versus  Own  Analysis." 
And  take  a  lesson  or  two  from  the  pros. 

RYDER. 

©M.'!  Rv,|pr Track  K™M.  In.-  A  Kv.I.t Syst.™  (J,,  Ryd^r  is  an  e,j„al  .i,,|»,rtunily  ™,pln,vr  1-8  OQ-RYD  E  R-Q  K 
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RETAILING  I 


REARRANGING  THE  FURNITURE 
AT  ETHAN  ALLEN 


The  retailer  has  successfully  moved  beyond  mahogany  and  chintz 


B 


right  purple  chairs.  Black  leath- 
er sofas.  Computer  tables  for  the 
home  office.  Can  this  be  Ethan 
Allen,  that  l)astion  of  colonial  credenzas 
and  chintz  couches?  "It's  not  what  you'd 
think  of  as  classical  Ethan  Allen,"  ad- 
mits Edward  P.  Schade,  chief  financial 
officer  of  Ethan  Allen  Interiors  Inc. 

That's  exactly  what  Chief  Executive 
M.  Farooq  Kathwari  wants.  Since  lead- 
ing a  management  buyout 
of  the  company  in  1989,  the 
reserved,  49-year-old  native 
of  Kashmir  has  refashioned 
the  284-outlet  furniture  sell- 
er to  appeal  to  younger 
shoppers.  He  has  remade 
the  product  line  using  mod- 
ern styles,  slashed  prices  as 
much  as  15%,  and  even 
opened  Ethan  Allen  stores 
in  malls  to  reach  yuppies 
where  they  shop. 

It's  working.  Sales  in 
stores  open  a  year  or  more 
were  up  20%  for  the  three 
quarters  ended  Mar.  31. 
When  Ethan  Allen  closes 
the  books  on  its  fiscal  year 
ended  June  30,  analyst  John 
Stanley  of  Dillon,  Read  & 
Co.  expects  net  income  to 
jump  l)y  $40  million,  to  $23 
million.  That  would  end 
four  years  of  losses  as  the 
new  owners  restructured 
the  business  (chart).  The 
chain,  which  is  No.  2  to  Le- 
vitz  Fiu'niture  Corp.  in  U.  S.  furni- 
ture sales,  should  report  about 
$440  million  in  sales,  up  14%  from 
1993.  Fully  70%  of  revenues  will  l>e 
from  furniture  styles  launched  in 
the  past  three  years. 
"STRONG  MARKET."  The  overhaul  has  put 
Allen  in  a  position  to  benefit  from  the 
turnaround  that's  shaping  up  in  the 
home-furnishing  industry.  Following  the 
jump  in  home  sales  that  began  in  the 
second  half  of  1993,  the  next  couple  of 
years  should  be  good  ones  for  the  indus- 
try, says  David  Dwyer,  an  analyst  at 
Kidder,  Peabody  &  Co.  Furniture  sales 
tyi^ically  lag  house  sales  by  a  little  more 


than  a  year.  A  rebound  would  be  wel- 
come news  for  fiu^niture  retailers,  nearly 
11,000  of  whom  have  closed  their  doors 
since  the  boom  days  of  the  late  1980s. 
"We  think  we're  in  the  beginning  phase 
of  a  5-to- 10-year  strong  market,"  says 
Roy  B.  Goodman,  secretary  of  Heilig- 
Meyers  Co.,  a  retailer  in  Richmond,  Va. 

Kathwari's  strategy  was  predicated 
on  the  industry's  turning  around.  Man- 


▲  MILLIONS  Of  DOLLARS 
DATA:  COMPANY  REPORTS;' 


KATHWARI: 
BUYERS  WANT 
COMFORTABLE, 
COLORFUL, 
ECLECTIC,  AND 
CASUAL  STUFF 


agement  had  little  else  going  for  it  after 
acquiring  the  chain  from  Interco  Inc. 
Sales  were  stagnant.  Most  Ethan  Allen 
shoppers  were  over  40;  the  conserva- 
tive styles  wei-e  anatheina  to  the  twen- 
ty- and  thirtysomethings  who  are  the 
heart  of  the  home-buying  mai'ket.  "We 
had  to  change  this  company  from  toj) 
to  bottom,"  Kathwari  says. 

Kathwari,  an  MBA  from  New  York 


University  who  immigi-ated  to  the 
30  years  ago,  was  in  a  position  to  k 
Ethan  Allen's  problems.  He  began 
ing  business  with  the  company  in  : 
when  he  started  a  joint  venture 
sold  lighting  and  other  fixtures  t( 
stoi'es.  Ethan  Allen  bought  the  ven 
in  1980:  Kathwari  rose  to  presiden 
1985  and  became  CEO  in  1988. 

Kathwari  moved  swiftly  after 
buyout,  closing  7  inefficient  plants 
23  underperforming  stores.  In  tan 
with  Grey  Advertising  Inc.,  the 
Yoi-k-based  agency,  he  began  exai 
ing  what  buyers  wanted.  They  leai 
that  consumers  desired  the  same 
ities  in  their  furniture  as  in  the  app 
they  were  buying  from  such  store 
Gap  and  The  Limited— colorful,  e< 
tic,  casual,  comfortalile. 
DIGITIZING  DECORS.  The  finding  le 
four  new  styles:  American  Impressi 
— ^^^^^1  a  mix  of  sturdy  woo 
oit^^^HH  pieces  inspired  by  Shi 
0  ^K^^m  designs;  Country  Crossi 
a  rustic  line  of  maple  ft 
tui'e;  American  Dimens: 
a  modern  look  that  acc 
geometric  shapes;  and 
acy,  which  borrows 
styles  fi-om  Italian  arch 
ture.  Another  line,  dul 
Radius,  featuring  sleek 
signs  reminiscent  of 
1960s,  will  debut  i 
month. 

To  get  consumers  intc 
stores,  Ethan  Alien  is  ; 
ping  up  advertising, 
chain  is  spending  $48 
lion  this  year,  up  from 
million  in  1990.  The  slo; 
"Everyone's  at  home  i 
Ethan  Allen."  Kathwai 
also  having  the  shops'  w 
colmnned  facades  remodf 
New  art-deco  fronts  ar, 
place  at  100  stores,  and  i 
there  are  up  as  mud 
20%.   Kathwari  want 


have  all  new  storefronts  by  the  en'Oi 
1995.  He  has  also  put  PCs  in  each  sjtt 
that  allow  consumers  to  mix  upholst) 
patterns  with  different  sofas  and  oef 
furniture  in  a  computer  simulation. 

Now  that  Ethan  Allen  has  remadii 
self,  Kathwari  wants  to  exi:)and.  He's  i 
ing  15  stores  this  year,  including  n- 
tures  overseas  into  Japan,  Korea,  w 
Mexico.  He  expects  to  add  a  fiu'therJZ- 
en  in  1995.  And  Kathwari  wants  la!^ 
stores,  some  as  big  as  20,000  square  9- 
to  handle  the  new  lines.  Those  lines  ay 
be  revolutionary  for  the  company- ffi 
then,  so  was  the  guy  they  named  it  ij- 
By  Chris  Ruush  in  Danburij,  C'- 
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1  Siar  for  B160.  •Monitor  not  included.  FAXPHONE  and  UHQ  arc  tradi  ni  irl ,  -il  ( 


rii;i«cTcJ  fradcm  irk  of  Canon  Inc.  Canon  Home  Olfice  Products  Division  ©  1994  Canon  U.S.A.,  Inc. 


The  FAXPHONE  BKiO  IS  a  fax 
that  can  he  used  as  a  printer  with 
a  personal  computer': 


'he  FAXPHONE  BISO  features 
Ji^iital  answering  machine  and  a 
pCiikerphone. 


The  FAXPHONE  B140  has  an 
adjustable  cassette  that  holds  1 00  sheets 
of  letter-  or  legal-size  paper. 


Our  new  plain  paper  FAXPHONEs 
are  perfect  for  your  business's  future  because 
they  work  like  there's  no  tomorrow. 


he  more  successful  a  business  becomes,  the  busier  it  gets.  And 
the  busier  it  gets,  the  more  it  needs  one  of  Canons  new  Hne  of 
■eatured  plain  paper  Bubble  Jet'"  FAXPHONEs. 
The  FAXPHONE  B140,  B150  and  B160  come  with  an  adjust- 
cassette  that  holds  100  sheets  of  letter-  or  legal-size  paper,  so  your 
pany  can  handle  the  increased  volume  of  faxes  it'll  be  receiving. 
All  three  have  UHQ™  Canon's  Ultra  High  Quality  image 
essing  system,  so  they  can  transmit  faxes  of  unsurpassed  clarity 
they  have  Bubble  Jet  printing  so  you  receive  faxes  with  laser- 
ity  precision. 


Whats  more,  the  FAXPHONE  B150  features  a  built-m  digital 
answering  machine,  which  means  you'll  never  have  to  replace  a 
tape.  And  a  hands-free  speakerphone  so  your  people  can  talk  on 
the  phone  while  handling  all  that  extra  paperwork. 

The  FAXPHONE  B 160  is  so  productive  it  can  actually  do  the 
work  of  two  machines.  It's  a  stand-alone  fax  machine.  And  when  it's 
connected  to  a  personal  computer,  it's  also  a  Bubble  Jet  printer. 

With  a  hardworking  lineup  like  this,  it's  no  wonder  Canon 
is  the  leader  in  plain  paper  facsimile.  For  more  information, 
call  1-800-4321-HOP 


Cation 


Flowers  are  messengers  of  our  sentiments, 
our  wishes,  and  our  dreams.  They  make  us 
happy  and  they  console  us  when  we're  sad. 
They  go  deeply  into  our  souls. 

Flowers  also  mark  all  the  milestones  in 
our  lives.  Graduations,  weddings.  Even  when 


Flowers  were  the  priority.  So  we  froze. 

I  love  what  I  do.  I  love  flowers  and  I  love  what 
they  bring  to  other  people's  lives.  1 5  i  .  .  ,  ,^ 
job.  It  really  is. 

Most  of  our  phone  orders  are  paid  for 
through  credit  cards.  And,  interestingly  enough. 


we're  born,  someone  sends  us  flowers  to 
say,  'Welcome  to  the  world.' 

I've  adored  flowers  since  I  was  a  child.  So 
one  day  I  decided  to  follow  my  dream  and 
started  this  business  in  my  kitchen.  This  was 
around  Christmas  and  it  was  very  cold.  To 
preserve  the  flowers,  I  had  to  keep  all  of  the 
windows  and  doors  open. 


80%  are  made  with  the  American  Express® 
Card.  Obviously,  our  r  '  finer 
things  in  lite. 

The  American  Express  Card  is  welcomed 
at  The  Daily  Blossom ...  and  at  other  beautiful 
places  you  pick. 

Saundra  Parks 
Founder,  The  Daily  Blossom 
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STRATEGIES  I 


A  NEW  EMPIRE  RISES 
NORTH  OF  THE  BORDER 


Canada's  Peter  Munk  is  out  to  create  a  continentwide  colossus 


The  past  couple  of  years  haven't  ex- 
actly been  kind  to  Canada's  empire- 
builders.  In  1992,  the  Reichmanns' 
highly  leveraged  Olyinpia  &  York  Devel- 
opments Ltd.  crashed  into  bankruptcy. 
Then  last  year,  Peter  F.  and  Edward  M. 
Bronfman,  who  dabbled  in  everything 
from  brewing  to  mining,  stumbled  as 
their  markets  also  slumped. 

Yet  such  traumas  show  little  sign  of 


sure  of  corporate  prestige.  Both  former 
Canadian  Pi'ime  Minister  Brian  Mulroney 
and  former  Bundesbank  chief  Karl-Otto 
Pohl  are  Horsham  directors. 

Now,  Munk  hopes  to  transform  Hor- 
sham into  one  of  North  America's  biggest 
real  estate  players.  On  July  5-6,  investors 
in  Trizec-  Coip.  will  vote  on  a  $732  million 
V)id  fi"om  a  Horsham-led  investor  gi'oup  to 
acquire  68.-5%  of  the  bankrupt  real  es- 


HORSHAM'S  HOIDINGS 


AMERICAN  BARRICK  RESOURCES 


With  a  20%  stake,  Horsham  has  control 
ling  interest  in  successful  Toronto-based 
gold  miner 

1993  earnings:  $21 3.4  million  (+22%) 
Revenue:  $680.6  million  (+23%) 


CLARK  REFINING  &  MARKETING 


St.  Louis-based  refiner,  with  850  gas  sta- 
tions in  the  Midwest,  is  struggling  because 
of  slumping  margins. 
1993  earnings:  $2.8  million  (NM) 
Revenue:  $2.3  billion  (unchanged) 

r 


PROPERTIES 


Founded  in  1 990,  German  company 
wants  to  develop  commercial  properties. 
Its  first  project:  a  600-acre  office  and 
industrial  park  in  Berlin. 
1993  results:  NA 


TRIZEC 


Horsham  has  tentative  deal  to  acquire 
44.5%  of  bankrupt  Calgary-based  real 
estate  company,  one  of  the  biggest  in 
North  America,  with  $4  billion  in  assets 
1993*  loss:  $225  million  (NM) 
Revenue:  $749  million  (+14%) 

'Fiscal  yeor  ended  Oct.  31  NM:  Not  Meoningful  NA:  Not  Available 
DATA,  COMPANY  REPORTS,  BUSINESS  WEEK 


curbing  the  ambitions  of  Peter  Munk, 
chief  executive  of  Horsham  Corp. 
Canada's  newest  empire-creator  has  been 
expanding  his  Toronto-based  holding  com- 
pany into  a  diversified  giant.  Building  on 
a  20%  stake  in  gold-mining  company 
American  Barrick  Resources  Corp.,  Munk 
has  extended  Horsham's  reach  into  oil 
refining  and  German  real  estate.  Along 
the  way,  Horsham  has  gained  a  mea- 


tate  giant.  The  Calgary-based  company— 
once  controlled,  ironically,  by  the  Bronf- 
mans  and  Reichmanns— owns  and 
manages  85  office  buildings  and  shopping 
centers  from  San  Francisco  to  Montreal, 
worth  about  $4  billion.  "If  we  combine 
our  financial  credibility  and  global  vision 
with  Trizec's  real  estate  expertise,  I  think 
we  can  do  great  things,"  says  Munk. 
That's  high-flown,  of  course.  But  Munk, 


now  66,  has  a  knack  for  squeezinjij 
value  from  unlikely  places.  He 
Southern  Pacific  Hotel  Corp.  into  a 
chain  in  the  South  Pacific  in  the  H 
Then  he  founded  American  Barric 
1983  at  a  time  when  gold  prices 
slumped.  Using  strict  cost  controls 
modern  mining  technology,  Munk  t 
formed  the  company  into  one  of 
America's  most  profitable  gold  mi 
In  1987,  he  founded  Horsham.  The  aii 
use  the  wealth  created  by  gold  to  vei 
into  other  potential  tiuTiaround  situai 
TRiZiC'S  noPHiES.  Pi'oblem  is,  Horsl 
other  interests  haven't  duplicated  A 
ican  Barrick's  success  so  far.  Hon 
acquired  60%  of  the  bankrupt  Clarl 
fining  &  Marketing  Inc.  in  1988.  It  b( 
the  rest  in  1992.  But  Clark's  earning 
down  because  of  smaller  refining  I 
gins.  In  1990,  he  launched  Horsham  If 
erties  to  develop  commercial  properti 
Germany.  But  the  dt 
turn  in  the  German  et 
my  slowed  new  offici 
mand.   Horsham's  i 
project:  a  600-acre  i 
and  industrial  com 
near  Berlin. 

Still,  Horsham's 
argues  that  he  paid 
bottom  prices  for  h:i 
vestments  and  it  maj  t 
take  a  while  before 
ness  picks  up.  H£ 
seen  the  problems  o 
Reichmanns  and 
Bronfmans,  Munk  sa; 
knows  the  perils  of 
That  doesn't  mean 
sham's  balance 
isn't  leveraged.  Hor; 
has  $1.1  billion  in 
And  its  long-term  de  k 
a  percent  of  capit  jJl 
66%;  55%  is  typicg  it 
many  companies. 
$600"  million  of  the 
came  from  low-int 
debentures  issued  ir  fci 
cember  in  anticipate  eJi 
new  acquisitions.  Bj 
ing  bondholders  the 
to  exchange  their  del 
shares  in  American 
rick,  Horsham  wrai  ^ 
an  annual  interest  of  just  3.25%,  less 
half  the  current  prime  rate  of  7.25°/  n. 

For  now,  Horsham's  shareholders 
willing  to  wait.  After  climbing  ss 
year  to  just  above  15,  Horsham's 
has  been  flat  this  year,  at  about  14 
analyst  Marc  Cohen  of  Kidder,  Pes 
&  Co.  estimates  that  Horsham's  ear 
could  double  this  year,  to  $79.5  m; 
thanks  to  productivity  gains  at  C  ff^i 
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e  reckons  Horsham's  assets  are 
$20  a  share.  "The  parts  of  Hor- 
idd  up  to  a  great  deal  more  than 
lole,"  says  William  Spears,  chair- 
Spears,  Benzak,  Salomon  &  Far- 
New  York  money  management 
lat  owns  6%  of  Horsham's  stock, 
rsham's  companies  gain  momen- 
s  stock  will  start  climbing.  Spears 
.  Munk  hopes  so,  too.  He  owns 
iorsham's  common  stock  and  con- 
L%  of  its  voting  shares, 
ec  could  be  key  to  Horsham's 
.  Once  the  biggest  publicly  traded 
tate  company  in  North  America, 
;  fortunes  have  sagged  along  with 
i!  estate  market.  It  was  forced  to 
)ff  its  more  than  $500  million  in- 
mt  in  bankrupt  Canadian  develop- 
malea  Ltd.  And  by  1993,  with  its 
income  depressed,  it  was  unable 
vice  its  debt.  Ti'izec  entered  a 
upervised  debt  renegotiation  in 
i  last  August. 

k  is  convinced  that  Trizec's  luster 
restored.  Its  portfolio  is  chock  full 
hy  properties,  such  as  the  sprawl- 
len  Center  office  complex  in  Hous- 
id  Trizec's  buildings  have  low  va- 
rates:  11%  of  its  office  space  is 

compared  with  a  North  Ameri- 
srage  of  over  15%. 
IG  THE  DEAL.  Under  the  proposed 
lorsham  and  its  U.  S.  partners- 
organ  &  Co.  and  O'Connor  Group, 

estate  investment  firm— would 
5732  million  into  Trizec.  Investors 
then  swap  $1.4  billion  in  debt  for 
nd  equity.  That  would  still  leave 
with  $2.4  billion  in  debt.  But  the 
3uld  reduce  its  annual  interest  ex- 
)y  about  a  third,  to  some  $150  mil- 
he  result:  a  positive  cash  flow  of 
illion  in  its  first  year.  Horsham  is 
(Uting  about  $475  million  to  the 
r  a  controlling  44.5%  stake  in  Tri- 
izec's  biggest  creditors  tentatively 
id  Munk's  offer  in  June.  But  some 

company's  smaller,  unsecured 
Idei-s  are  balking  at  the  deal.  Still, 
;ly  that  Horsham  will  prevail. 

Sperry,  a  managing  director  at 
Bank  of  Switzerland  and  chairman 
senior  creditors'  steering  commit- 
ys  the  big  debtholders  could  seize 
and  cut  a  deal  with  Horsham  if  the 
^  plan  is  voted  down. 
1  if  the  deal  goes  through,  Munk 

see  quick  riches.  It  may  still  take 
[•  five  to  seven  years  before  the 
tate  market  fully  recovers.  In  the 
me,  he  is  trying  to  build  his  other 
3ses.  Clark  is  negotiating  with 
■n  to  buy  its  Port  Arthur  (Tex.) 
y— a  deal  that  could  double  its  re- 
•.apacity.  The  way  Horsham's  chief 

the  key  to  modem  empii-e-building 
;ant  gi-owth— and  lots  of  patience. 
William  C.  Symonds  in  Toronto 


STRATEGIES  I 


AT  DCERE'S 
MOUNB  CUMIC: 
LIKE  THE  HMO, 
WHICH  SERVES 
EMPLOYEES  OF 
300  OTHER 
COMPANIES, 
THE  CLINICS 
MAY  SOON  BE 
OPEN  TO 
PATIENTS  WHO 
DON'T  WORK 


DEERE'S  SURPRISING  HARVEST 
IN  HEALTH  CARE 


It's  building  on  a  successful  HMO  with  a  chain  of  clinics 


E 


xecutives  at  Deere  &  Co.  had  a 
novel  plan  back  in  1985.  Concerned 
about  runaway  health-care  costs, 
Deere  founded  its  own  health-mainte- 
nance organization.  The  company  hoped 
that  its  Heritage  National  Healthplan 
could  control  spending  while  still  pro- 
viding adequate  services  to  employees. 

As  it  turned  out,  Deere's  HMO  proved 
far  more  successful  than  executives  at 
the  company's  Moline  (111.)  headquarters 
ever  imagined.  Besides  putting  the 
brakes  on  costs,  it  was  a  hit  with  Deere 
employees.  Before  long,  Deere  even  be- 
gan selling  its  HMO  service  to  other  com- 
panies. Today,  only  22%  of  the  HMO's 
290,000  members  have  any  relation  to 
the  agricultural-equipment  manufacturer. 
Most  work  at  300  other  client  compa- 
nies, including  Chrysler,  Eastman  Chem- 
ical, and  Woolworth. 

Now,  Deere  is  building  on  its  surpris- 
ing success  in  health  care.  In  early  1993, 
the  company  opened  a  primary-care  clin- 
ic in  Moline.  The  facil- 
ity, built  in  partnership 
with  the  Mayo  Clinic  of 
Rochester,  Minn.,  treats 
patients  on  site  rather 
than  passing  them  on  to 
more  costly  specialists. 
Two  other  clinics  are 
scheduled  to  open  on 
July  1  in  Des  Moines 
and  Waterloo,  Iowa.  The 
clinics,  which  are  i-un  by 
Mayo  administrators. 


RATION 


HEALTHY  GROWTH 


400 


DEERE'S  HMO  MEMBERSHIP 


'90       '91  '92 
▲  THOUSANDS  OF  MEMBERS 
DATA:  COMPANY  REPORTS,  BUSINESS  WEEK  ESTIMATE 


will  eventually  serve  11,600  Deere  em- 
ployees. 

Pushing  further  into  health  care  in 
this  era  of  sweeping  reform  may  seem  a 
bit  ill  timed.  But  Deere  believes  that 
the  benefits  are  well  worth  the  risk. 
Thanks  to  services  offered  through  John 
Deere  Health  Care  Inc.,  the  subsidiary 
that  oversees  Deere's  health  ventures, 
the  company  reckons  that  its  annual 
health-care  costs  increased  11%  a  year 
since  1985  instead  of  the  13%  that  the 
company  had  anticipated.  What's  more, 
the  health-care  unit  doesn't  depend  on 
any  corporate  subsidies.  Its  profits  rose 
43%  last  year,  to  $11.2  million,  as  reve- 
nues climbed  19%,  to  $388.6  million. 
PHONE  PROMPTING.  One  reason  for 
Deere's  success:  It's  applying  the  same 
cost  and  quality  standards  to  its  health- 
care facilities  that  it  does  at  its  tractor 
plants.  For  example,  a  team  of  Deere 
and  Mayo  staffers  are  developing  stan- 
dard procedures  to  treat  20  common 
illnesses,  including 
heart  disease,  lower 
back  problems,  and  de- 
pression. By  standard- 
izing patient  care, 
Deere  hopes  to  elimi- 
nate duplicate  tests  and 
treatments.  In  the  past, 
for  instance,  people 
who  needed  back  sur- 
gery had  both  magnetic 
resonance  imaging  and 
a    CAT    scan,  even 


'93 


'94 
EST. 


BUSINESS  WEEK/JULY  1 1,  1994  107 


From  The  Company 
That  Taught  The  World 
How  To  Combine  Power 

And  Affordabi lity: 

Lesson  Two. 


^1  >*iB 


INST9UUINTS 
DONATtO 


hen  we  introduced  the  Compaq  ProLinea, 
it  was  more  than  just  a  new  computer.  It 
was  a  whole  new  idea.  The  first  computer 
to  dehver  the  right  features  and  high  quahty  at  a 

And  now  we'd  hke  to  build 
on  that  idea.  Introducing  our  newest 
ProLinea:  A  computer  that's  been 
designed  to  make  your  money  go  further  still. 

To  begin  with,  it's  fast.  Our  new  ProLinea 
offers  a  choice  of  Intel  processors,  right  up  to 
the  IntelDX4.  Video  is  up  to  27%  faster. 
With  support  for  a  128K  memory  cache,  you 
can  boost  speed  another  35%.  And,  should 
you  ever  thirst  for  greater  speed, 
you  can  easily  upgrade  to 
a  Pentium  OverDrive. 
But  going  faster  is  only  part  of  our  story. 
True  to  the  Compaq  spirit,  we  made  ProLinea 
even  easier  to  use.  It  comes  pre-loaded  with 
the  latest  version  of  Microsoft  Windows,  along 
with  TabWorks',"  which  graphically  simplifies 


the  way  you  view  and  organize  all  of  your  work. 

It  also  comes  with  built-in  Plug  and  Play 
capabilities,  bringing  new  ease  to  the  process 
ot  adding  add-on  devices  and  expansion  cards. 

And  while  we  made  the  ProLinea  easier  to 
work  with,  we  also  made  it  easier  to  own.  It 
meets  Energy  Star  standards,  to  save  money 
in  the  long  run.  Better  still,  it's  priced  to  keep 
your  costs  down  today— starting  at  only  $950.* 
That,  of  course,  includes  all  the  benefits 
of  owning  a  Compaq,  from  our 
free  three-year  warranty"  to 
our  free  24 -hour  helpline. 

If  you'd  like  a  demonstration  of  affordable, 
easy-to-use  power,  go  try  a  ProLinea  at  your 
nearest  authorized  Compaq  reseller.  If,  on  the 
other  hand,  vou'd  like  to  receive  specifications 
via  fax,  just  call  1-800-345-1518,  choose  the 
PaqFax  option  and  request  document  #4032. 

It's  a  moment  in  computer  history  every- 
one can  savor  —  as  Compaq  raises  the  value  of 
a  dollar  once  again. 

COMPAa 


•  C..m|U(,  Lompuu  r  Cor|i„rali(iii  All  Kighls  UeAt  rvi  .i  Compaq  anil  I'roLinea  Kcgistcrv.l  U  S  I'al.  lU  an.l  Tradumark  OlfiLC   I'aqFax  isa  m  tvici  mark  ..l  C..mpai|  C.mpuu  r  e  ..rp.>rali..Ti 

lal.Wnrks  IS  a  Ira.K  mark  i.l  Xcr.jx  Crp..! aliun  Win.i.nvA  is  a  >raiL-mark  iit  Micriisiill  Corporatiim  IVntium  and  the  Intel  Insidu  liigi.  are  registered  trailemarks  iil  Intel  C.irpi.rali.in  •Estimateil 
selling  prue,  avtua!  prii  ing  may  \ary  "Certain  restrKtinns  and  exi  lilsinns  may  apply  Miinitnrs,  battery  paeks  and  eertain  optKins  are  covered  by  a  one -year  warranty 


Why  The  Last  One  In 
Is  Always  A  Rotten  Egg. 


The  A.C.  Gilbert  Company  was  never  big,  but  it  was  important.  Their  American  Flyer  trains  and 
Erector  sets  brought  fathers  and  sons  together  for  generations.  Success,  however,  has  a  dari\  side:  it  begs  vou 
to  please  stand  still.  And  perhaps  that's  why,  in  the  early  1960s,  A.C.  Ciilbert  chose  to  ignore  a  new  force 
in  toy  marketing:  ^^^^^^^f^^  telexision  advertising.  Within  a  few  short  years,  splashy,  fad-creating 
T\  campaigns  ^^'^'^'^^Bp*^  |  ^  'ot  more  than  consumer  preferences.  They  were  affecting  how 

toy  manufacturers  ■  developed  their  products,  managed  their  in\'entories  —  and  even  how  they 

related  to  retailers.    WBT^  Meanw  hile,  the  A.C.  Gilbert  Company  was  bleeding.  Fiddling  with  their 

product  line.  Firing  e\ecuti\  es.  And  waiting.  Finally  in  1965,  just  dollars 


away  from  insolvency,  they  took  to  the  networks  w  ith  a  \engeance.  It  was  too  late. 

That's  something  you  might  consider  the  next  time  \ou  re\  iew  your  corporate  transportation  strategy. 
Because  if  you  haxen't  leapt  w  holeheartedly  into  intermodal  transportation,  histor\'  has  a  lesson  for  you:  The 
last  to  embrace  a  new  idea  is  in  far  more  peril  than  the  first. 

Today,  we're  helping  companies  truly  manage  transportation.  It  is,  when  you  think  about  it,  your 
supfily  chain.  .\  good  one  creates  \  alue,  and  a  poor  one  sc|uanders  it  away.  We're  the  only  transportation 
company  in  the  countr\  w  ith  truck,  rail,  and  terminal  operations  stretching  across  all  of  North  .America. 
Right  now ,  companies  arc  using  our  system  to  improv  e  margins,  and  compete  more  effectively.  They're 
paying  for  two-thirds  less  fuel  than  they  used  to.  Staying  in  front  of  strict  environmental  regulations.  .\nd 
discovering  that  transportation  is  important  enougli  to  be  discussed  in  the  executive  suite. 

The  press  has  been  chronicling  the  trend.  I'^cn  trucking  firms  are  busy  reinventing  themselves  as 
more  shippers  inch  toward  the  edge  of  the  platform.  What  about  you.'  Will  your  companv  be  among  the  first 
in.'  Or  w  ill  you  be  the  last.'  If  xou'd  like  to  discuss  it  with  us,  we  encourage  you  t(i  call  us  at  1 -<S()()-279-6779. 
We'd  like  you  to  do  it  soon,  of  course.  But  you  can  call  whenever  you  like. 

€.  r'''4  CSX  Iiitcfmnd.il  I'.tfi  i>f  ilu-  (  S\  i;l((b.ii  ir.iiispnrt.nion  iifiwink 
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1  the  tests  were  very  similar, 
lays,  patients  just  receive  an  MRI. 
nessage  from  manufacturing  is 
ight  the  first  time,"  says  Richard 
Bell,  president  of  Deere's  health- 
nit. 

re  is  also  encouraging  clinic  em- 
s  to  meet  regularly  to  come  up 
ays  to  save  money,  just  as  it  calls 
rly  workers  at  its  factoines  to  re- 
ssembly-line  methods.  One  recent 
tion  suggested  by  a  group  of  din- 
ers: calling  patients  to  urge  them 
preventive-care  programs  at  the 
Last  year,  for  example,  the  clinic 
sure  that  80%  of  its  expectant 
rs  got  prenatal  care  during  the 


iality  is  a  priority  at  the 
ics:  Doctors  are  graded 
irterly  by  their  patients 


first  three  months  of  pregnancy. 
5%  of  its  diabetic  patients,  who 
en  prone  to  vision  problems,  got 
cams.  "If  we  screen  people  up 

says  Van  Bell,  "we  can  improve 
's  health  status  before  things  get 

IG-ROOM  RELIEF.  Despite  the  eni- 
on  costs,  quality  is  also  a  big  pri- 
t  the  clinic,  according  to  Van  Bell, 
er  human-i-esources  executive  and 
;ar  veteran  of  Deere.  Doctors,  for 
;e,  are  graded  cjuarterly  by  their 
.s.  Their  performance  reviews  are 
d  to  the  point  that  they  include 
ck  from  patients  about  their  bed- 
anner.  And  the  average  wait  for 
)ointment  is  kept  to  15  minutes, 
s  HMO  pays  similar  attention  to 
.  And  many  of  its  corporate  cus- 

seem  satisfied.  "They  try  to  man- 
alth  care,  not  just  costs,"  says  F. 
ihnson,  benefits  manager  for  East- 
hemical  Corp.  About  three  out  of 

four  of  the  Kingsport  (Tenn.)- 
company's  11,000  employees  be- 
)  Deere's  HMO. 

1  goes  well.  Bell  says,  Deere  will 
jven  more  clinics  in  the  years 

If  so,  Deere's  clinics  may  start 
ig  as  fast  as  its  HMO,  which  re- 
expanded  into  its  fifth  state,  Vir- 
and  started  taking  on  Medicaid 
ts  in  Iowa  and  Tennessee.  That 
if  .success  certainly  has  Deere's 

happy.  "Saving  dollars  on  health 
■anslates  into  higher  wages,"  says 
ecker,  a  United  Auto  Workers 
1  who  sits  on  the  board  of 
ge.  Substitute  "profits"  for 
>"  and  you  have  Deere's  philoso- 
<actly. 

By  Kevin  Kelltj  in  Moline,  III. 


AUTOS  I 


MOTOWN'S  STRUGGLE 
TO  SHIFT  ON  THE  FLY 


It  still  takes  too  much  time  to  retool  factories  for  new  models 


FORD'S  KANSAS  CITY  (MO.)  PLANT  IS  IN  THE  MIDST  OF  A  TWO-MONTH  CHANGEOVER 


The  tortured  launch  of  the  1995 
Chevrolet  Lumina  couldn't  have 
been  more  poorly  timed  for  GM:  In 
the  midst  of  the  strongest  auto  market 
in  years,  the  Oshawa  (Ont.)  factory  that 
makes  General  Motors  Corp.'s  No.  3 
best-seller  was  shut  for  three  months 
starting  last  November,  while  workers 
installed  new  welding  robots  and  other 
machinery  to  build  the  revised  model. 
The  factory  started  up  again  on  Feb. 
14— slowly.  Oshawa  made  just  10  cars  a 
day  and,  to  keep  things  simple,  painted 
all  of  them  white.  By  Apr.  1,  it  had  built 
a  total  of  288  cars. 

The  plant  won't  reach  its  full  line 
speed  of  60  cars  an  hour  until  August, 
though  its  palette  has  expanded  to  7  of 
the  10  colors  it  will  produce.  The  pain 
can  be  measured  in  lost  greenbacks. 
Chevy's  sales  this  year  are  up  a  scant 
4%,  less  than  half  the  industry  average. 
The  main  culprit  is  the  Lumina,  whose 
sales  are  down  61%.  And  that's  not  gm's 
only  nightmare.  Production  of  the  new 
Oldsmobile  Aurora  and  Buick  Riviera  is 
starting  slowly,  to  maintain  quality.  And 


shortly,  GM's  Lordstown  (Ohio)  plant  will 
shut  for  a  monthlong  change  for  the 
Cavalier,  Chevy's  No.  1  model.  Says  Dan- 
iel Blaskovich,  general  manager  of  Tom 
Blaskovich  Chevrolet-Oldsmobile  Inc.  in 
East  Chicago,  Ind.:  "I'm  afraid  we'll  lose 
four  months  of  sales  with  it,  too." 

Over  the  past  decade,  Detroit  has 
made  huge  strides  in  cutting  costs  and 
improving  quality.  But  in  one  respect, 
the  Big  Three  are  still  miles  behind  the 
Japanese:  They  take  forever  to  change 
over  for  new  models.  Ford  Motor  Co.'s 
Kansas  City  (Mo.)  factory  is  down  for 
two  months  right  now  to  switch  to  the 
new  Ford  Contour  and  Mercury  Mys- 
tique. And  Chrysler  Corp.  has  yet  to 
hit  full  output  on  its  subcompact  Neon- 
more  than  six  months  after  production 
began.  At  Honda  Motor  Co.'s  Marys- 
ville  (Ohio)  assembly  plant,  by  contrast, 
the  final  1993  Accord  rolled  off  the  line 
on  Friday,  Aug.  27.  Production  of  the 
all-new  1994  model  V)egan  the  next  Mon- 
day. And  the  factory  reached  full  speed 
of  48  cars  an  hour  within  six  weeks. 

To  be  sure,  some  downtime  is  often 
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inevitable.  That's  especially  true  as  the 
Big  Three  retool  passenger-car  plants 
to  meet  surging  demand  for  minivans, 
pickups,  and  sport-utility  vehicles.  Yet 
Detroit  is  slower  than  Japanese  makers 
even  when  the  models  are  comparable 
(chart).  The  result  is  as  damaging  as  a 
strike:  When  sales  are  booming,  as  they 
are  now,  every  month  that  a  plant  is 
shut  costs  between  $65  million  and  $85 
million  in  pretax  profits,  estimates  Mor- 
gan Stanley  &  Co.  analyst  Scott  F.  Mer- 
lis.  And  delays  take  the  oomph  out  of 


being  put  in  place,"  says  plant  manager 
Steve  Yoder.  Even  as  the  old  line  ran, 
Honda  made  prototype  new  models  by 
shunting  them  onto  the  new  equipment, 
as  if  in  a  railroad  switch  yard. 

GM's  Oshawa  plant  didn't  have  that 
option.  The  body  shop,  where  a  car's, 
frame  is  welded  together,  is  at  the  heart 
of  a  model  changeover.  Although  Osh- 
awa was  one  of  many  GM  factories  refur- 
bished in  the  1980s,  most  of  the  money 
was  spent  on  its  stamping  facilities— 
where  sheet-metal  parts  are  formed.  The 


and  holidays.  Ford  began  removing  ( 
old  piece  of  equipment  at  a  time  { 
replacing  each  with  another  one  flexi 
enough  to  build  both  the  old  and  n 
model.  As  a  result.  Ford  thinks  it 
make  the  switch  with  just  a  three-wi 
shutdown  next  summer— two  weeks 
which  are  scheduled  during  the  com 
nywide  vacation  in  July. 

Eventually,  gm's  27  assembly  pla 
should  be  better  at  changeovers,  t 
New  body-shop  machinery  at  Oshs 
is  reprogrammable.  And  by  convert 


DETROIT'S  ACHIIIES'  HEEL 


U.S.  carmakers  still  lag  far  behind  their  Japanese  rivals 
in  changing  over  their  factories  to  produce  a  new  model 


'94  HONDA  ACCORD 

MARYSVILLE,  OHIO 


'92  TOYOTA  CAMRY 

GEORGETOWN,  KY. 


'95  FORD  CONTOUR/MERCURY  MYSTIQUE* 

KANSAS  CITY,  MO. 


'95  CHEVY  LUMINA 

OSHAWA,  ONTARIO 


END  OF  ■ 
OLD  MODEL 
PRODUaiON 

AUG.  27,  '93 


—II  SKRTOF 

O  NEW  MODEL 
.7„,  PRODUCTION 
"^^^     AUG.  30,  '93 
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18 
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JULY  19,  '94 


NOV.  19,  '93- 


60 

DAYS 


DATA:  COMPANY  REPORTS,  mm  MlJOUOWl  KfPOSrS 


•REPUCES  THE  EORD 
TEMPO/MERCURY  TOPAZ 


"LINE  2  STARTED  JUKI 


marketing  blitzes— because  dealers  don't 
have  cars  when  customers  show  up:  Jim 
Muir  Oldsmobile-GMC  Truck  Inc.  in  Ster- 
ling Heights,  Mich.,  has  received  only 
four  new  Auroras,  even  though  it  has 
customer  orders  for  14. 

Belatedly,  the  Big  Three  are  trying  to 
adapt.  "We  can't  afford  three-,  four-,  or 
five-month  downtimes  for  model  con- 
versions if  we're  running  at  lean  capac- 
ity," says  G.  Richard  Wagoner  Jr.,  the 
new  president  of  GM's  North  American 
Operations.  The  industry's  new  goal: 
two  weeks  at  most  to  launch  a  model. 
"It's  one  of  the  things  we're  working 
aggressively  to  change,"  adds  GM  Presi- 
dent and  CEO  John  F.  Smith  Jr. 
FLEXIBLE  ROBOTS.  It  isn't  rocket  science, 
after  all.  "The  key  is  planning,  pure  and 
simple,"  says  Alex  Warren,  senior  vice- 
president  at  Toyota  Motor  Manufactur- 
ing USA  Inc.  in  Georgetown,  Ky.  To 
start,  Toyota  and  other  Japanese  auto 
companies  make  new-car  designs  as  com- 
patible as  possible  with  existing  equip- 
ment. To  make  that  easier,  they  tend 
to  use  more  flexible  automation— such 
as  welding  robots  that  can  be  repro- 
grammed.  And  their  factories  have  extra 
space  beside  the  assembly  line,  so  that 
new  gear'  can  be  tested  well  before  it's 
needed. 

At  Marysville,  Honda  began  debug- 
ging the  1994  model  Accord's  machin- 
ery a  year  before  the  production 
changeover.  More  was  added  over 
Christmas  of  1992,  and  then  "about  eve- 
ry weekend  until  July,  something  was 


body  shop  was  left  with  heavy,  inflexible 
robots  for  welding  and  frame-position- 
ing that  had  to  be  torn  out  for  the  Lu- 
mina's  major  redesign.  The  scheduled 
three-month  closing  was  bad  enough,  but 
then  unforeseen  glitches  slowed  the  pro- 
duction ramp-up.  Chevy  belatedly  redid 
the  instrument  panel  after  consumers  in 
focus  groups  disliked  it.  The  Japanese 
avoid  such  last-minute  tinkering:  They 
would  wait  until  next 
year  to  change  it. 

There  are  signs  De- 
troit is  catching  on. 
Chrysler's  Windsor 
(Ont.)  minivan  factory 
doesn't  have  extra 
room  to  install  new 
welding  gear,  but  an 
unused  former  engine 
plant  is  right  next  door. 
So  Chrysler  is  setting 
up  a  body  shop  there 
for  next  summer's  mini- 
van  launch.  By  1997, 
vows  Dennis  K.  Paw- 
ley,  Chrysler's  execu- 
tive vice-president  for 
manufacturing,  "there 
won't  be  a  plant  in  the 
system  where  I  couldn't  bring  in  another 
car  or  truck  in  two  or  three  weeks." 

Ford  also  is  starting  earlier.  In  plan- 
ning for  a  1996  model,  managers  realized 
it  would  take  14  weeks  to  replace  the 
tooling— for  an  all-new,  high-volume  car. 
Adding  a  body  shop  nearby  was  impos- 
sible, so  last  year,  over  long  weekends 


LESSONS  FOR 
THE  BIG  THREE 

CAR  DESIGN  Insist  that  engi- 
neers adapt  their  designs  to  a 
plant's  capabilities 

ADVANCE  PLANNING  Leave 
open  areas  next  to  the  assem- 
bly line  to  install  and  test  new 
equipment  even  v/hile  the  old 
model  is  still  being  built 

FLEXIBLE  EQUIPMENT  Use 

"soft"  automation,  such  as 
v/elding  robots,  that  can  be  re 
programmed  for  new  models 


to  lean-manufacturing  methods,  wl 
slash  inventory,  Oshawa  has  freed  fa 
ly  space— as  much  as  45%  in  some  ar 
Once  they  adapt  to  faster  turnaroui 
Amei"ican  auto  plants  should  be  flex 
enough  to  produce  several  different 
on  the  same  production  line.  E.  Micl 
Mutchler,  GM  vice-president  and  gr 
executive  for  North  American  pasi 
ger  car  platforms,  wants  all  his  facto 
to  hit  their  two-w 
changeover  target 
the  year  2000. 

In  the  old  days, 
troit  might  well  h 
yielded  to  a  quic 
fix— cranking  up  ; 
duction  regardlesi 
the  effect  on  qua 
But  the  Big  Three  i| 
know  that  won't  Wi 
"If  the  first  2,500  u] 
are  poor  quality, 
sacrifice  thousand 
sales  later,"  says  i 
analyst  Ronald 
Glantz  of  Dean  Wi 
Reynolds  Inc.  Ind 
Detroit  has  mad 
fundamental  shift, 
David  E.  Cole,  director  of  the  Offici 
the  Study  of  Automotive  Transpo: 
at  the  University  of  Michigan.  "It 
new  discipline  on  quality,"  he  says.  ^ 
a  little  luck,  Detroit  may  master  r 
changeovers  by  the  time  the  next  s 
boom  arrives. 

By  James  B.  Treece  in  De 
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t  iP  someone  Found  a  way  to  convert  some  oF 
chemical  waste  into  6n8rQy  f 


CHEMICAL 
MANUFACTURERS 
ASSOCIATION 


In  just  one  year,  the  member  companies  of  the  Chemical  Manufacturers  Association 
captured  over  one  billion  pounds  of  toxic  chemical  waste  for  conversion 
to  energy,  it's  not  the  whole  answer,  but  it's  a  start.  Find  out  how  our  180 
members  and  partners  are  working  for  change.  Call  1  -800-624-432 1 .  RESPONSIBLE  CARE 


Getting  inside  his  head  cg 
;martest  thing  you've  ever  dc 


J994  xAf  Global  Informatitih'Solutions/  All  RighB  Res* rve^l. 


It  seems  you  cant  open  a  magazine  today  without  reading 
about  the  importance  of  understanding  your  customers. 

But  81%  of  CEO's  still  claim  they  don't  know  their 
customer  base.  And  55%  say  technology  liasn't  helped. 

Wliat  good  is  infomiation  that's  stovepiped,  so  the 
people  who  need  it  can't  get  their  hands  on  it? 

What  good  is  information  in  ten  different  databases? 

Our  Get  IX  Move  IT,  Use  IT""  solutions  recognize  both 
the  CEO's  need  for  customer  information  and  the  CIO's 
need  for  integration  and  open  architecture. 

Because  of  all  tlie  information  companies  out  there, 
we're  the  one  that  best  unites  the  strengths  of  both 
computing  and  communications  in  our  solutions. 

So,  for  a  major  retailer,  we  helped  tliem  discover  that 
70%  of  their  merchandise  was  not  productive.  And 
transformed  each  of  their  locations  into  a  customer-driven 
neigliborhood  store.  Wliere  vendors  knew  what  was 
moving,  not  in  75  days,  but  in  less  than  a  week. 

Eor  a  European  insurer  with  a  niglitmare  claims 
process,  where  20  pages  per  claim  got  filed  and  re-filed, 
and  passed  througli  a  dozen  hands,  we  now  Get,  Move, 
and  Use  information  electronically  Productivity'  is  up  almost 
30%.  And  tlie  same  staff  that  handled  4000  claims  a  month 
now  handles  600O 

There's  a  Customer  Focused  Solution  that  can  help  you 
transfonn  your  company  into  a  truly  customer  intimate 
organization.  Call  1  800  579-5722.  We'll  tell  you  more. 


AIJ^  Customer 
Focused  Solutions. 
Turning  information 
into  understanding. 


Now  that  NCR  and  ATScT  are  one,  computing 
and  communications  have  come  together  to  help  you 
get  move  and  use  information. 


AT&T 

Global  Information 
Solutions 


Foreign  imiavrs  such  as  Toyota  Mo- 
tor Insurance  Co.  and  Australian 
Mutual  Provident  Society  have  set 
up  shop  in  lovKL  State  Insurance 
Commissioner  David  J.  Lyons  travels  reg- 
ularly overseas,  searching  for  more  pros- 
pects, and  insurance  training  programs 
have  been  arranged  at  community  colleg- 
es. The  result:  Des  Moines  is  now  home 
to  200  insurance  companies  employing 
some  21,000  people. 


of  his  equipment  used  from  bankrupt 
Midwest  companies  in  1985  and  moved 
into  a  vacant  factory  in  Lafayette,  Ind.  He 
parlayed  a  highly  trained  workforce  and 
just-in-time  manufacturing  into  industry 
leadership  and  $15.5  million  in  eaymings 
on  sales  of  $360  million  last  year. 

Welcome  to  the  new  Midwest.  Ham- 
mered by  foreign  competition  during  the 
1980s,  and  left  for  dead  only  five  years 
ago,  America's  heartland  is  booming. 

The  region's  revival  is  not  just  a  brief 
upturn  from  the  depths  of  disaster  or  a 
temporary  boon  from  a  declining  dollar. 
The  Midwest  economy— stretching  from 
Ohio  to  Iowa— has  transformed  itself.  Its 
manufactm-ers,  typified  by  De- 
troit's Big  Three 


auto  makers,  have  turned  the  table 
foreign  rivals  with  world-beating  { 
ucts.  More  and  more  companies  are 
ping  into  the  global  economy.  Today, 
Midwest  states  can  trace  one  in  six 
ufacturing  jobs  to  export-related  v 
up  significantly  from  the  early  1980| 
The  region  now  owes  as  much  to  { 
puter  chips,  health  care,  and  final 
services  as  it  does  to  the  smokesi 
High-tech  entrepreneurship  is  on 
rise,  too.  Small  software  and  bid  ^ 
nology  outfits  have  set  up  shop  an  ^ 
state  universities  in  Ann  Arbor,  IV 
Urbana,  III,  and  Madison,  Wis.  T(  ii^ 
such  as  Kenosha,  Wis.,  and  Flint,  IV  '9 
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AMERICA 

The  Midwest's  New  Rd 


ited  during  the  1980s  when  auto 
scaled  back  and  laid  off  thou- 
are  growing  again.  Says  Alan  G. 
y,  a  Canadian  and  chief  execu- 
Harris  Bankcorp  Inc.  in  Chicago: 
[idwest  represents  the  greatest 
for  economic  growth  and  vitality 
3  21st  century." 

lot  just  the  private  sector  that  is 
aing  dramatic  change.  The  Mid- 
at  the  forefront  in  battling  scle- 
rreaucracies  to  create  more  entre- 
rial,  responsive  governments. 

such  as  Indianapolis'  Stephen 
ith  and  Milwaukee's  John  0.  Nor- 
r  governors  such  as  Michigan's 


John  Engler  and  Wisconsin's  Tommy  G. 
Thompson  are  experimenting  with  such 
corporate  concepts  as  total  quality  man- 
agement, reengineering,  customer  ser- 
vice, and  injecting  competition  into  pub- 
lic services.  "The  transformation  of  the 
private  sector  has  spread  to  the  public 
sector,"  says  Norquist,  a  disciple  of  man- 
agement guru  Peter  Drucker. 
SWELLING  POPULATION.  Indeed,  having 
experienced  the  slaughter  of  the  early 
1980s,  worries  about  future  jobs  are  be- 
hind most  of  the  government  reform  ef- 
forts. The  era  of  revenue  sharing  with 
the  federal  government  is  mostly  over, 
and  the  middle  class  is  fed  up  with  high 
taxes.  More  important,  business  in  the 
high-tech  age  is  more  mobile  than 
ever.  Thus,  key  to 


sustaining  the  long-term  strength  of  the 
region  is  government  that  is  efficient 
and  attuned  to  the  needs  of  the  local 
economy.  "States  are  still  the  important 
engines  in  domestic  policy,"  says  Peter  K. 
Eisinger,  director  of  the  University  of 
Wisconsin's  Robert  M.  LaFollette  Insti- 
tute of  Public  Affairs.  "Everyone  is  close- 
ly watching  the  Midwest  experiments." 

Right  now,  the  Midwest  economy  is 
outpacing  the  rest  of  the  country.  In 
1993,  the  Midwest  grew  at  a  4.9%  annu- 
al rate  vs.  3%  for  the  nation  as  a  whole. 
For  1994,  the  figures  could  be  4.3%  and 
3.3%.  What's  more.  Midwest  exports  are 
rising  twice  as  fast  as  those  from  the 
rest  of  the  U.  S.  Manufacturing  employ- 
ment has  been  far  stronger  than  in  the 
nation  as  a  whole.  And  the  region's  pop- 
ulation should  swell  by  103,000  this  year, 
compared  with  a  net  loss  of  134,000  in 
1989  (charts). 

These  gains  put  the 
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INDUSTRY  Allen-Bradley,  the 
factory-automation  manufacturer, 
built  several  state-of-the-art  assembly 
lines  in  the  Midwest.  President 
Katoh's  Toyota  Industrial,  a  maker  of 
forklifts,  now  employs  285  workers  in 
Columbus,  Ind.  Why  tiny  Columbus? 
To  be  closer  to  suppliers  and  the 
company's  dealer  network 


TOft>TA  I 


Midwest  in  tlie  same  league  as  other 
high-flying  parts  of  the  country.  Along 
the  1-85  corridor  in  the  Southeast,  man- 
ufacturing industries  are  expanding  at 
an  impressive  rate.  Out  west,  the 
Mountain  states  are  enjoying  a  boom 
largely  fueled  by  thriving  high-tech  com- 
panies and  an  influx  of  people  fleeing 
California's  recession  and  deteriorating 
quality  of  life. 

Still,  the  Midwest  holds  much  of  the 
economy's  firepower,  and  its  fortunes 
have  a  disproportionate  impact  on  the 
U.  S.  economy.  For  one  thing,  the  heart- 
land accounts  for  44%  of  the  nation's  out- 
put in  cars,  28%  of  trucks,  and  33%  of 
steel,  according  to  the  Federal  Reserve 
Bank  of  Chicago.  For  another,  the  re- 


gion's 54  million  people  is  50%  more  than 
the  population  of  the  Mountain  states 
and  1-85  states  combined.  An  export  jug- 
gernaut, the  Midwest  shipped  abroad  $28 
billion  worth  of  goods,  vs.  $21  billion  that 
the  Southeast  and  Mountain  states  to- 
gether exported  in  the  first  quarter  of 
this  year.  And  the  Midwest  should  gr'ow 
at  a  4%  annual  rate  over  the  next  two 
years,  roughly  comparable  to  the  pace 
in  the  Southeast  and  Mountain  states, 
calculates  Mark  Zandi,  chief  economist 
at  Regional  Financial  Associates  Inc.,  con- 
sultants based  in  West  Chester,  Pa.  "The 
Midwest  economy  has  made  enormous 
strides  in  world  competitiveness,"  says 
Zandi. 

The  region  has  become  a  powerful 


magnet  for  job  seekers.  ]  ^ 
year,  more  companies  trjj 
ferred  employees  to  the  1  ^ 
west  than  any  other  reg  |li 
according    to    Runzhei  u 
International  Corp.,  a  co  ^ 
rate  relocation  adviser.  ]  |fi 
York  marketing  consul 
Marian  Salzman.  who  stu  s 
the  twentysomething  ger  j 
tion,  says  cities  such  as  G  [' 
go,  Indianapolis,  and  Co.  ^ 
bus,  Ohio,  are  now  desir  jj 
destinations  foi"  college  gr 
ates  looking  for  well-paid  ji 
and  low-cost  housing.  '.  jj, 
westerners  made  up  only  j 
of  the  graduating  clas, ,( 
Northwestern    Univers  || 
Kellogg  Graduate  Scho(  ij 
Management,  but  50%  oi 
class  opted  for  jobs  in  thi  j; 
gion.  Says  William  T.  Ke:  jj 
transplant  fi'om  New  "  [  | 
City  and  president  of  IV  jj 
dith  Corp.,  a  Des  Moines  jj 
lisher:  "As  people  look  pj 
good  schools  and  a  good  ( ^ 
ity  of  life,  certain  parts  o:  \( 
country  benefit.  The  Mid  ]g 
is  one  of  them."  jj, 
AN  OVERHAUL.  To  be  sure 
Midwest  revival  isn't  e\  j 
where  and  isn't  sharec 
everybody.  Detroit  strug  g 
with  crime  and  inner-city 
erty,  even  as  new  M 
Dennis  Archer  tries  to 
neer  business  reinvestme 
the  city.  In  Chicago,  th( 
gion's  biggest  city,  M 
Richard  M.  Daley  is  tryiJ], 
overhaul  an  abysmal 
school  system  and  stem 
drain  by  stepping  up  p 
safety  and  upgrading  p  ^ 
services.  In  several  Mid 
states,  such  as  Illinois 
Minnesota,  taxes  are  still 
relative  to  the  rest  of  the  country, 
recent  rise  in  interest  rates  is  sla 
auto  sales,  which  will  moderate  gri 
in  the  region. 

Moreover,  for  many  of  those  who 
new  jobs,  pay  is  often  half  the  $1 
hour  that  many  Midwest  comp; 
paid  a  decade  ago.  Despite  strong 
growth,  income  inequality  is  wide 
and  the  ranks  of  the  working  pool 
swelling.  And  labor  relations  can 
explode  into  an  atmosphere  of  m' 
mistrust  and  recrimination.  Caterj 
Inc.'s  embittered  workers  walked  oi 
job  on  June  21— the  second  major  s 
in  two  and  a  half  years. 

Yet  to  imagine  the  Midwest,  e\ 
few  years  ago,  as  a  hub  of  indui 
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tiveness,  entrepreneurial  verve, 
y  innovation  would  have  been 
able.  The  domestic  auto  makers 
ill  losing  market  share  to  for- 
ils— and  Chrysler  Corp.  was  tlirt- 
1  disaster.  Antiquated  manage- 
id  labor  practices  continued  to 
ave  trouble  for  the  machinery, 
•tation,  and  metalworking  indus- 
it  account  for  two-thirds  of  the 
manufacturing  output.  But  the 
"made  the  whole  Midwest  look 
'  recalls  Wisconsin  Governor 
)n,  who  was  elected  in  1986.  "We 
wn  so  low,  we  had  to  pull  our- 
P-" 

I  id  west  resurgence  can  be  part- 
ined  by  the  coincidence  of  tim- 
'  Midwest  surged  ahead  even  as 
coasts  sank.  The  region  largely 
the  real  estate  boom  and  bust 
defense-related  woes  that  have 
'  California  and  much  of  the 
.st.  The  Midwest  also  skirted 
the  legal  and  illegal  immigrant 
that  has  roiled 
a,  New  York,  and 
)astal  states  dur- 
)ast  several  years. 
!E.  At  the  same 
e  dramatic  fall  in 
ir  from  the  lofty 
;ached  during  the 
id  middle  1980s 
i  new  life  into 
;  manufacturing. 
3.  Schacht,  chief 
e  of  Cummins  En- 
in  Columbus,  Ind., 
J.  S.  industry  now 
%  cost  advantage 
irman  rivals  and 
itain  an  edge  over- 
long  as  the  dollar 
3low  115  yen.  It 
ntly  hovering  be- 


uch  of  the  region's 
has  to  do  with 
traight-ahead  hard 
-born  of  what  lo- 
>ans  cite  as  the  re- 
m-do  pragmatism. 
:he  1981-82  reces- 
ustrial  companies 
Deere,  Chrysler, 
'  Chemical  slashed 
ion  jobs  to  cut 
len,  manufacturers 
med  labor  rela- 
:en  burying  years 
iting  to  tap  the 
?e  of  factory  work- 
up boost  efficiency. 
.  companies  also 
productivity  by 
into  capital  equip- 
i>  more  than  did 
n  industry  as  a 


whole  during  the  late  1980s.  Now,  a 
decade  after  flirting  with  bankruptcy, 
Harley-Davidson  Inc.,  the  Milwaukee  mo- 
torcycle maker,  has  cut  short  its  tradi- 
tional summer  shutdown  to  meet  roaring 
worldwide  demand. 

Of  course,  corporations  all  across  the 
country  have  been  restructui'ing  and  re- 
engineering,  stressing  total  quality  man- 
agement, and  investing  heavily  in  new 
technologies.  But  Midwestern  heavy  in- 
dustry was  first  to  be  battered  by  inter- 
national competition,  especially  from  the 
Japanese  juggernaut.  The  Midwest  re- 
sponded by  becoming  far  less  insular. 
The  search  for  customers  sent  scores 
of  domestic  companies  overseas,  even 
as  foreign  companies  invested  heavily 
in  the  area.  Chicago  became  more  than 
ever  an  international  entrepot  for  finan- 
cial innovation  and  influence  in  the 
expanding  universe  of  futures  and  op- 
tions centered  at  the  Chicago  Board  of 
Ti-ade  and  Chicago  Mercantile  Exchange. 
On  these  exchanges,  more  than  one 


GOVERNMENT  Indianapolis  Mayor  Goldsmith 
(above),  Michigan  Governor  Engler  (below,  left),  and 
Milwaukee  Mayor  Norquist  are  among  Midwestern 
leaders  who  are  shaking  up  bureaucracies  and  working 
to  make  government  more  innovative  and  responsive 


top  firm  in  five  comes  from  abroad. 

State  and  local  governments  played 
an  important  role  in  the  region's  rebirth. 
The  Midwest  has  been  in  the  forefi-ont 
of  worker  training  programs.  Almost 
every  state  e.stablished  manufacturing 
extension  services  to  diffuse  to  small 
and  midsize  companies  the  late.st  tech- 
niques and  organizational  ideas.  Many 
states  in  the  region  used  public  funds  to 
seed  startups.  State  officials  traveled 
often  to  Europe  and  Asia  promoting  ex- 
ports and  soliciting  investment.  "The  ef- 
forts born  out  of  desperation  in  the 
1980s— the  experiments  with  public  and 
private  partnerships— were  very  impor- 
tant to  the  economic  turnaround,"  says 
Ann  Markusen,  economist  at  Rutgers 
University. 

A  NEW  ATTITUDE.  Deere  has  used  $1.4 
million  in  Illinois  state  grants  over  the 
past  two  years  in  a  campaign  to  train 
suppliers  to  the  farm-equipment  compa- 
ny. Some  $5.1  million  in  training  grants 
from  Indiana  were  crucial  in  persuad- 
ing Cummins  Engine  to 
reopen  a  shuttered  diesel 
plant  two  years  ago.  Sue 
Krukonis,  an  ebullient  na- 
tive of  Dubuque,  Iowa, 
combined  $200,000  in 
state  venture  funds  with 
$L8  million  in  private  cap- 
ital to  realize  a  dream:  re- 
turning to  the  Midwest  af- 
ter a  15-year  career 
selling  hair-care  products 
on  the  East  Coast  and 
starting  her  own  compa- 
ny. On  July  4,  Krukonis 
celebrates  the  first  anni- 
versary of  her  homecom- 
ing and  the  beginning  of 
Anasazia  Exclusive  Salon 
Products  Inc.  "In  the  '70s 
and  '80s,  I  didn't  see  any 
opportunity  to  grow  in 
the  Midwest,"  she  says. 
"The  whole  attitude  has 
changed." 

This  pro-business  ap- 
proach, although  not 
unique  to  the  Midwest,  is 
nonetheless  a  departure 
fi-om  the  sometimes  rocky 
relations  that  came  before. 
In  1985,  a  bedrock  Wis- 
consin company,  Kimber- 
ly-Clark Corp.,  infm-iated 
by  the  tax  and  labor  cli- 
mate, closed  its  headquar- 
ters in  Neenah  and  moved 
to  Irving,  Tex.  Yet  today, 
the  consumer-products  gi- 
ant has  1,800  more  work- 
ers in  Wisconsin  than  the 
day  it  shuttered  its  head- 
quarters and  a  brand-new 
$100  million  plant  making 
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feminine-care  items.  What  happened? 
Hard  selling  and  tax-cutting  led  by  Gov- 
ernor Thompson,  explains  Kimberly  CEO 
Wayne  R.  Sanders.  Compared  with  the 
rest  of  the  country,  the  Midwest  is  far 
more  advanced  in  its  methodical,  strate- 
gic approach  to  planning,  says  the  Uni- 
versity of  Wisconsin's  Eisinger. 

Still,  all  the  public  support  in  the  world 
might  have  come  to  naught  if  the  auto  in- 
dustry hadn't  gotten  its  act  together. 
Chrysler  cut  $4  billion  from  its  cost  stioic- 
tiu'e  in  three  years,  and  it  now  has  lower 
costs  than  its  U.  S.  and  Japanese  rivals, 
according  to  a  recent  study  by  Harbour 
&  Associates  Inc.,  a  Troy  (Mich.)  consul- 
tant. All  three  domestic  carmakers  have 


in  Minneapolis  are  conquering  markets 
with  exports  of  their  high-tech  wares 
to  the  Far  East  and  Europe.  Cleveland's 
Health-Mor  Inc.,  a  $100  million  maker 
of  high-priced  Filter  Queen  vacuum 
cleaners  and  metal  components  for  a  va- 
riety of  products,  sells  its  vacuums  in  42 
countries,  including  Japan. 
BIG  MYOFF.  Typical  is  Allen-Bradley  Co. 
In  the  late  1980s,  the  91-year-old  manu- 
facturer, a  unit  of  Rockwell  Internation- 
al, was  being  pounded  by  more  nimble 
Japanese  and  European  producers  of  sol- 
id-state circuitry.  To  fight  back,  the  Mil- 
waukee-based company  built  several  new 
assembly  lines  for  solid-state  circuit 
boards.  The  payoff:  Over  the  last  two 


EDUCATION  Minnesota  is  at  the  forefront  of  the  Charter  School 
movement,  allowing  public  high  schools  to  focus  on  particular  subjects, 
and  many  encourage  students  to  combine  studies  and  work  experience 


improved  their  quality  and  are  regain- 
ing market  share.  And  at  Goodyear  Tire 
&  Rubber  Co.,  which  once  was  forced  to 
cut  its  dividend  and  watch  its  debt  be 
downgraded  to  junk  status.  Chairman 
Stanley  C.  Gault  now  boasts  that  the 
company  made  more  money  last  year 
than  all  the  world's  other  major 
tiremakers  combined. 

Other  outfits  and  industries  are  thriv- 
ing. In  1989,  minimill  giant  Nucor  Corp. 
took  an  experimental  technology  and 
built  the  world's  most  productive  steel 
mill  in  Crawfordsville,  Ind.,  a  half-hour 
drive  from  Indianapolis.  Telecommuni- 
cations pioneer  Motorola  Inc.  has  just 
broken  ground  on  a  3,000-employee  cel- 
lular-phone facility  outside  of  Chicago. 
More  than  300  medical-device  makers 


years,  sales  have  been  growing  at  a  43% 
compounded  rate.  This  turnaround  is 
one  of  the  key  reasons  why  Allen-Brad- 
ley finds  30%  of  its  $1.3  billion  in  total 
sales  overseas,  compared  with  just  5%  in 
the  mid-1980s.  "When  the  major  econo- 
mies of  the  world  improve,  I  am  ex- 
tremely enthusiastic  about  the  Midwest," 
says  Silas  Keehn,  president  of  the  Fed- 
eral Reserve  Bank  of  Chicago. 

Overseas  companies  from  Japan,  Ger- 
many, and  elsewhere  have  invested  heav- 
ily in  the  area,  attrac-ted  l)y  its  skilled  la- 
bor force  and  proximity  to  key  customers 
and  suppliers.  The  Midwest  is  the  televi- 
sion capital  of  North  America:  Japanese 
companies  make  TVs  there,  sourcing  from 
a  vast  network  of  American  suppliers  in 
the  region.  Two  years  ago,  forklift  man- 


ufacturer Toyota  Industrial  Equipmei 
Manufacturing  Inc.  relocated  its  assemb 
for  U.  S.  sales  to  Columbus,  Ind.,  fro 
Japan.  Why  tiny  Columbus?  It  sits  ne; 
two  interstate  highways  and  is  close 
Toyota's  suppliers  and  its  mostly  Mi 
west  dealer  network.  Plus,  "people  sho 
up  to  work  and  they  work  hard,"  saj 
TIE  President  Takashi  Katoh.  Today,  ti 
unit  employs  285  workers  and  pa] 
around  $8.50  an  hour. 

The  renewed  confidence  of  the  Mi 
west  is  generating  a  wave  of  entrepre 
eurship.  The  area  has  seen  venture-ca 
ital  financing  increase  by  28%  since  199 
to  $204  million.  For  the  most  part,  tl 
venture  money  is  going  to  high-td 
businesses  with  reasonable  pa 
off  periods  and  is  steering  clear 
the  more  speculative  bets.  "We'i 
more  interested  in  the  applicati< 
of  existing  technology  and 
building  businesses  than  in  tr 
ing  to  verify  science,"  says  Row 
ney  L.  Goldstein,  general  partm 
of  Chicago's  Frontenac  &  Co.,  oi 
of  the  Midwest's  largest  ventur 
capital  houses,  with  $500  milli' 
under  management. 

To  maintain  the  momentum 
today's  brutal  global  econom 
state  and  local  governments  ai 
struggling  to  overhaul  themselw 
with  a  zeal  not  seen  since  tl 
Progressive  movement  aroun 
the  turn  of  the  century.  Dra\ 
ing  on  a  history  of  civic  activis 
and  borrowing  heavily  from  tl 
private  sector's  own  restructurir 
experience,  Midwest  politicia; 
are  pushing  "competition"  an 
"consumer  choice"  to  improve  go 
ernment  services. 
A  PIONEER.  In  Indianapolis,  Mayi 
Goldsmith  has  put  up  for  bid- 
private  contractors  and  city  wor 
ers— public  services  from  garbaj 
disposal  to  pothole  filling.  Altc 


gether,  these  initiatives  are  projecte 
by  the  city  to  save  at  least  $100  millio 
over  the  next  several  years.  Winon; 
Minn.,  a  town  of  25,000,  has  forged 
townwide  Quality  Council  of  private  an 
public  officials  to  upgrade  schools,  hosp 
tals,  and  other  city  services. 

The  Midwestern  states  are  also  ser\ 
ing  as  national  laboratories  for  reform 
in  education,  welfare,  and  health  car« 
For  example,  the  Minneapolis-St.  Pai 
area  has  become  a  pioneer  in  unifyinj 
corporate  purchasing  power  to  contrc 
health-care  costs. 

On  the  educational  front,  Michiga 
Governor  Engler  sent  a  rocket  throug' 
the  nation  when  he  scrapped  propert; 
taxes  as  the  key  funding  source  for  put 
lie  schools.  As  a  substitute,  voters  ii 
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Now  the  card  that's  everywhere  you  want  to  be 
tets  you  call  once  you  get  there. 


Introducing  the  VisaPhone" 
Calling  Card  Service  from  Sprint! 


Now  traveling  is  even  easier  because  you  can 
consolidate  all  your  travel  expenses  onto  your  Visa" 
statement  and,  in  the  U.S.,  enjoy  a  25%*  savings 
compared  to  AT&T  calls. 

It's  the  new  VisaPhone  calling  card  service.  And 
it's  easy  to  use  because  your  VisaPhone  number  can 
be  your  phone  number  plus  a  four-digit  code. 

All  Visa  cards  have  VisaPhone.  You  can  activate 
yours  immediately  by  calling  1-800-240-VISA  today. 


Sprint  VISA 
It's  everywhere  you  want  to  be'. 


*Save  25%  compared  to  AT&T  per-minute  standard  interstate  calling  card  rates  when  you  select  the  Visa  billing  option. 
As  with  most  calling  cards,  a  standard  calling  card  surcharge  applies  to  all  calls  made  using  the  VisaPhone  calling  card  service.  ©Visa  U.S.A.  Inc.  1994 


MotDrTrd 
put  the 

3,  cdi  3riC3C 


MotorTrends  1994  Import  Car  of  the  Year. 
The  New  Accord.  ACar  Ahead 
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March  approved  a  hike  in  sales  and  cig- 
arette taxes,  which  should  help  ecjualize 
school  funding  throughout  the  state.  In 
Milwaukee,  vouchers  are  being  used  by 
1,000  kids  to  attend  private  schools  at 
public  expense.  And  Minnesota  is  at  the 
forefront  of  the  Charter  School  move- 
ment, which  allows  public  schools  to  em- 
ulate private  schools  by  focusing  on  par- 
ticular programs,  such  as  combining 
school  with  work  experience. 

In  welfare  reform.  Midwest  officials 
are  also  charging  ahead.  In  Wisconsin, 
Governor  Thompson  has  unveiled  a  flur- 
ry of  plans,  such  as  Work  Fare  and 
Learn  Fare,  which  penalize  welfare  re- 
cipients if  they  fail  to  look  for  a  job  or  if 
their  children  fail  to  stay  in  school.  In 
1995,  the  state  will  implement  two-year 


limits  on  welfare  and,  in  1999,  cut  its 
ties  to  federal  welfare  funding. 

In  Milwaukee,  Project  New  Hope  is  a 
trial  welfare  reform  scheme  backed  by 
public  and  private  interests.  This  fall, 
the  pilot  program— which  guarantees 
welfare  recipients  an  above-poverty-lev- 
el job,  plus  health-  and  child-care  bene- 
fits, as  a  caiTot  for  abandoning  welfare- 
will  expand  from  52  participants  to 
1,200.  For  Diane  Suggs,  a  35-year-old 
single  mother  who  found  a  job  as  a 
claims  approver  at  Metropolitan  Life  In- 
surance Co.,  New  Hope  has  been  a  tick- 
et off  the  welfare  rolls  and  into  her  first 
full-time  employment.  It's  also  provid- 
ing her  with  a  sense  of  self-worth  and 
enough  money  this  summer  to  take  her 
11-year-old  son  on  his  very  first  vacation. 


"I'm  pretty  proud  of  myself,"  she  say; 

Of  course,  some  of  the  Midwest  publ 
policy  innovations  will  fail,  as  one  woul 
expect  with  experiments.  But  in  the  fin; 
analysis,  the  future  of  America's  hear 
,  land  depends  on  the  region's  willingnej 
to  innovate.  Certainly,  the  corporate  se 
tor  is  not  taking  its  gains  lightly.  Say 
Deere  Chief  Executive  Hans  W.  Beche: 
er:  "We've  made  a  lot  of  progress,  but 
[people  think]  we  can  rest,  they'r 
wrong."  More  than  any  economic  indie; 
tor,  it's  that  kind  of  fighting  attitud  «~ 
that  should  build  optimism  about  th 
Midwest's  outlook. 

By  Richard  A.  Melcher  and  Kevin  KSf^ 
ly,  with  Aim  Therese  Palmer,  in  Chicagc 
James  B.  Treece  in  Detroit,  Zachar 
Schiller  in  Cleveland,  and  bureau  report 


KENOSHA:  REBIRTH  OF  A  RUST  BELT  RELIC 


When  Carol  Vandenberg,  a  15- 
year  veteran  of  the  Chrys- 
ler assembly  line  in  Keno- 
sha, Wis.,  heard  her  plant  was  closing 
in  late  198>i.  she  thought  the  town 
"was  going  to  fold."  The  divorced 
mother  of  two,  who  had  been  pulling 
down  $15  an  hour  at  Chrysler, 
sold  her  house  and  moved  in 
with  a  fi'iend.  But  Vandenberg 
didn't  give  up.  She  enrolled  in 
computer  classes  at  a  local  tech- 
nical school,  and  today  she's  a 
computer  troubleshooter  for  a 
local  bank.  Yes,  she  makes  less 
money  now  than  as  an  auto 
worker.  But  at  least  she's  able 
to  put  a  child  through  college. 

Vandenberg  wasn't  the  only 
one  who  thought  the  town  of 
80,000  was  finished  six  years 
ago.  A  blue-collar  town  along 
Lake  Michigan  largely  settled 
by  German,  Italian,  and  Polish 
immigi'ants,  Kenosha  saw  its  un- 
employment rate  soar  to  almost 
20%  when  American  Motors 
Corp.,  and  then  Chrysler  Corp. 
after  it  bought  AMC,  drastically 
cut  back.  From  a  peak  of  15,000 
auto  jobs  in  the  early  1970s, 
Kenosha  was  left  with  1,000  in  1989. 

Today,  unemployment  stands  at  5% 
and  housing  is  strong.  What  happened? 
The  national  economy  improved,  of 
course.  And  development  officials 
courted  companies  by  extolling  Keno- 
sha's central  location  and  Wisconsin's 
relatively  cheap  energy.  Many  compa- 
nies were  attracted  by  the  small-town 
feel— few  people  even  lock  their  doors— 
and  a  skilled  workforce. 


An  industrial  park  with  only  four 
tenants  in  1984  is  now  full,  half  the  28 
companies  having  relocated  fi-om  out  of 
state.  A  new  1,400-acre  industrial  park, 
developed  and  heavily  marketed  by 
the  state's  utility  company,  Wisconsin 
Electric,  has  attracted  33  medium-to- 


MATTHEWS  PAINT  MOVED  TO  KENOSHA  18  MONTHS  AGO 


large  companies  and  3,000  jobs.  Among 
the  companies  that  have  relocated  facil- 
ities: Alpha  Laval  Food  &  Dairy,  a  di- 
vision of  Tetra  Pak  Processing  Sys- 
tems, consolidated  its  operations  from 
Rochester,  N.Y.  and  Fort  Lee,  N.J. 
Indeed,  Kenosha  is  no  longer  a  one- 
company  town.  Its  economy  is  about 
evenly  divided  among  manufacturing, 
retail,  and  services.  Chr-ysler,  however, 
remains  the  area's  single  biggest  pri- 


vate employer,  with  1,100  jobs  at  a 
Jeep  engine  plant.  And  there's  even 
good  news  there:  The  plant  is  sched- 
uled for  a  $144  million,  35%  capacity 
expansion  by  yearend  1995. 

Yet  many  Kenoshans  still  find  them- 
selves working  harder  for  less  money 
and  fewer  health-care  benefits 
United  Auto  Workers  Local  72 
President  Rudy  Kuzel  scoffs  at 
the  turnaround:  "The  top  25% 
in  Kenosha  are  doing  well.  Al 
most  everyone  else  is  working 
for  half  of  what  they  were  earn- 
ing at  Chrysler." 
COMMUTERS.  Some  residents 
complain  that  it's  hard  to  findj 
well-paid  work  because  the  bet- 
ter jobs  are  often  filled  by  com- 
muters from  Chicago,  an  hour 
south,  and  Milwaukee,  a  half 
hour  north.  Take  Matthews 
Paint.  When  the  Wheeling  (111.) 
company  relocated  here  18 
months  ago,  39  out  of  its  40  em- 
ployees kept  their  Chicago-area 
homes  and  began  commuting 
north.  The  company,  which  sup- 
plies paint  to  Disney  theme 
parks,  has  hired  only  four  area 
residents,  according  to  Bret 
Matthews,  sales  manager  at  the  family- 
owned  company. 

Still,  local  stores  say  that  they  are 
benefiting  from  the  new  Kenosha. 
Tenuta's  Liciuor  &  Deli  reports  that  it 
is  selling  more  imported  prosciutto  at 
$19.99  a  pound  these  days,  while  sales 
of  bourbon  are  down.  That  may  not 
help  the  country's  trade  balance,  but  it 
makes  upbeat  news  for  Kenosha. 
By  Susan  Chandler  in  Keiwsha,  Wis. 
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cEx. 

Federal  Express 

CD 

ntrxxJucing  our  new  look. 

(Boy,  we  hope  you  like  it.  We^re  putting  it  on  everything.) 

We're  changing  our  look  to  FedExs  Isn't  that  what  you  call  us  anyway? 

vOurMost  Important  Package  Is  Yours® 


1994  Federal  Express  Corporation 


WITH  OUR  FINANCIAL  STRENGTH,  YOU'LL  BE  GLAli 
WE'RE  ON  YOUR  SIDE.  On  the  tough  playing  field  of  international  business,  you  net! 
all  the  leverage  you  can  get.  That's  why  AIG's  strength  and  stability  are  so  important.  We're  one  of  the  worlc^ 
strongest  insurance  and  financial  services  organizations,  with  over  $15  billion  in  shareholders'  equity  arj 


1 7  billion  in  general  insurance  net  loss  and  loss  adjustment  reserves.  Our  record  of  profitability  is  unsurpassed 
I  the  industry,  and  we  hold  the  highest  ratings  from  the  principal  rating  services.  TheAlG  Companies  have  the 
ipacity  to  serve  your  needs  through  all  kinds  oj  market  conditions.  We're  ready  to  throw  our  weight  behind  you. 


WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES. 

American  International  Group.  Inc..  Dept  A.  70  Pine  Street.  New  York.  NY  10270. 
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MARKETS  &  INVESTMENTS 


aymond  L.  I  )irks  is  ar^ual  ily  Wall 
Street's  most  famous  secairities 
analyst.  During  his  colorful  ca- 
reer, the  60-year-old  Dirks  has  been  an 
analyst,  dealmaker,  whistle-blower,  and 
"short-buster."  His  warnings  about  the 
Equity  Funding  scandal  in  1973  led  to  a 
long  battle  with  the  Securities  &  Ex- 
change Commission— and  ultimate  vin- 
dication before  the  U.  S.  Supreme  Couit. 
Dirks's  most  recent  triumph  was  his 
early  advocacy  of  Conseco  Inc.— the  ob- 
scure insuranct  company  likely  to  take 
over  Kemper  Corp. 

Championing  Con.seco,  which  l)rought 
him  into  conflict  with  short-sellers  who 
doubted  the  stock's  virtues,  was  Ray 
Dirks  at  his  best:  a  smart,  often  coura- 
geous stock-picker.  His  views  about  Con- 
seco and  other  stocks— 
mostly  those  of  small 
companies— are  frequent- 
ly aired  in  the  financial 
press,  including  business 
WEEK.  But  there  is  an- 
other side  to  Dirks  that 
is  apparently  not  quite 
so  favorable.  In  recent 
weeks,  more  than  a  doz- 
en analysts,  traders,  and 
brokers  have  parted 
company  with  Dirks's 
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firm— some  voluntarily,  some  not.  Tlicsc 
former  Dirks  associates  are  raising  trou- 
bling questions  about  the  Dirks  stock 
picks  widely  promoted  in  the  media,  in 
advertisements,  and  in  research  pub- 
lished by  Dirks  and  his  boutique,  Ray 
Dirks  Research.  Some  also  question  the 
trading  practices  of  Dirks's  employer, 
RAS  Securities  Corp.,  a  Manhattan 
underwriter  of  new  issues  with  a  main- 
ly institutional  clientele.  Ray  Dirks  Re- 
search is  a  division  of  RAS. 

Speaking  to  BUSINESS  WEEK  on  condi- 
tion of  anonymity,  former  employees 
have  maintained  that  Dirks  and  Dirks 
Research  aggressively  pitch  stocks  in 
which  he  and  RAS  have  substantial  un- 
publicized  positions.  And  unlike  Conseco, 
not  all  of  Dirks's  stock  picks  have  turned 


RAS  SECURITIES:  HOW  THREE  IPOs  HAVE  FARED 


out  to  be  enduring  success( 
Many  have  tumbled  in  rece 
months  (charts)— something  R. 
sources  attribute  to  invest 
!)acklash  once  the  lofty  RAS  pi 
dictions  failed  to  materiali2 
Among  the  RAS  initial  public  < 
ferings  to  fall  sharply  are  Cli; 
coi-p,  Standish  Care,  Nationsma 
National  Wireless  Holding 
Greenwich  Air  Services,  Pe; 
America  Group,  and  Dynage 
RAS  sources  say  one  RAS-und( 
written  biotech  company  th 
climbed  until  recently,  oxiGEN 
was  misleadingly  promoted  1 
Dirks  as  a  direct  result  of  I 
ownership  of  the  stock.  That 
vigorously  denied  by  Dirks  ai 
RAS  Chief  Executive  Officer  Ro  « 
ert  A.  Schneider  (the  RAS  in  RW^ 
Securities). 

MERE  VICTIMS.  The  allegations 
beyond  aggressive  stock-pitchin 
One  former  high  RAS  official  sa" 
the  brokerage  routinely  boost(  ^ 
prices  by  placing  orders  at  tl 
close  of  trading  on  the  Americi 
Stock  Exchange,  thus  inflatir 
closing  prices.  Also,  this  formi  crt 
official  says,  RAS  last  year  own(  Itf 
more  than  10%  of  the  outstandii  it 
shares  of  one  of  its  underwri 
ings,  Standish  Care  Co.,  withov'" 
disclosing  the  fact  to  investors  as 
quired  by  Securities  &  Exchange  Cor 
mission  iiiles.  Schneider  denies  RAS  ev#E: 
engaged  in  either  practice. 

Dirks  and  Schneider  maintain  thelao 
are  not  perpetrators  of  wi'ongdoing  bi 
victims.  In  separate  interviews,  they  a 
knowledged  that  rumors  of  impropriet  ig 
and  financial  trouble  are  dogging  t\  m 
firm.  The  financial  rumors  are  ironic  f( 
Dirks  because  of  his  troubled  stewan  to 
ship  of  a  leading  IPO  firm  of  the  earl 
1980s,  John  Muir  &  Co.  At  the  tim 
Dirks  publicly  conceded  that  he  was 
lax  administrator  at  Muir,  which  wj 
forced  into  liquidation. 

But  Schneider  maintains  that  RAS 
profitable  and  has  ample  capital,  a 
though  he  says  he  was  forced  to  witl 
draw  $2  million— almo: 
two-thirds  of  the  firmliH 
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DEC.  28,  '92        JUNE  29,  '94 
A  DOLURS  PER  SHARE 
DATA:  BRIDGE  INFORMATION  SYSTEMS  INC. 
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capital— to  pay  taxes  i 
April.  He  and  Dirks  sa  iS 
the  anti-RAS  stories  cii  e 
culating  on  Wall  Stret  ost 
are  lies  spread  by  di;  y. 
satisfied  ex-employee 
who  have  a  grudg 
against  the  company, 

Who  is  telling  th 
truth:  Dirks  and  Schne 
der  or  their  former  c< 


Pn: 


k 


rkers?  One  clue  may  be  found  in  the 
•ks  campaign  for  the  stock  of  oxi- 
NlE,  a  biotechnology  company  RAS 
lught  public  last  August.  Until  recent 
rs,  when  its  shares  plummeted  20%, 
GENE  had  recorded  a  1994  gain  of 
irly  60%,  while  other  biotech  issues 
re  slaughtered.  oxiGENE's  popularity 
I  be  summed  up  in  one  word:  Sensa- 
le.  "oxiGENE's  product,  Sensamide, 
)ears  to  hinder  the  ability  of  cancer 
:s  to  repair  themselves  after  radia- 
1  therapy  and  chemotherapy,"  Dirks 
i  in  ads  bearing  his  photo  in  Bar- 
■  's  and  Investor's  Business  Daily. 
■ks,  who  says  OXiGENE  is  his  largest 
ckholding,  has  also  been  beating  the 
m  for  the  company  in  his  900-mmiber 
me  service.  Dirks  Research  has  is- 
id  glowing  reports  with  such  titles 
■'Sensamide— A  Potential  Ma- 
Advance  in  Cancer  Therapy." 
)xiGENE  officials  say  the  RAS 
earch  and  ads,  though  showy, 
perfectly  truthful.  CEO  Rich- 
A.  Brown  says  the  early  clin 
trials  on  two  dozen  patients- 
ether  with  previous  tests  on 
mals— show  that  Sensamide  pro- 
gs the  lives  of  cancer  patients 
lergoing  therapy.  According  to  a 
ipany  press  release  on  May  19, 
orting  on  the  first  phase  of  clin- 
1  tests,  Sensamide  was  "devel- 
d  in  collaboration  with  oxiGENE's 
!sident  and  co-founder,  Ronald 
•o,"  a  professor  at  Sweden's  Uni- 
■sity  of  Lund. 

3ut  neither  the  Dirks  ads  nor  the 
GENE  press  release  notes 
t,  as  the  company  has  long 
;nowledged,  Sensamide  is 
'act  a  concentrated  version 
an  inexpensive  generic 
ig  that  has  long  been  ad- 
listered  to  cancer  patients 
curtail  nausea.  Brown  and 
■0  observe  that  Sen.samide 
different  because  it's  ad- 
listered  through  intramus- 
ar  injection,  requiring  a 
icentrated  dose,  and  be- 
ise  its  acidity  is  neutral- 
d.  That,  they  say,  reduces  the  side 
sets  caused  by  the  more  acidic  ge- 
•ic  drug— even  though  that  has  been 
)wn  only  in  tests  involving  rats. 
rERED  SELLOFF.  Although  Sensamide 
protected  by  a  patent,  critics  within 
3  maintain  that  many  doctors  would 
!  the  generic  instead  of  Sensamide  to 
)st  the  effectiveness  of  radiation  ther- 
r.  But  company  officials  say  that  doing 
would  risk  malpractice  suits.  Still,  a 
«nt  company-financed  report  by  con- 
tants  Prescription  Capital  Inc.  notes 
it  hospital  cost-consciousness  "must 
considered  a  risk  for  any  drug, 
ether  reformulated  or  not,  that  is 


based  on  the  active  ingredient  of  a  wide- 
ly available  generic."  The  consultant 
adds,  however,  that  the  neutralized  form 
of  Sensamide  may  diminish  that  risk.  A 
leading  critic  of  oxiGENE  and  of  the  RAS 
hype  of  the  stock  is  former  biotech  ana- 
lyst Suzie  Niess.  While  still  at  the  firm, 
Niess  produced  a  scathing  critique  of 
an  RAS  research  report  (below). 

In  recent  days,  OXiGENE  shares  have 
been  unceremoniously  dumped.  A  nega- 
tive item  on  OXiGENE  was  broadcast  by 
Dan   Dor f man 
of  CNBC  at  mid- 
day on  June 
29— but  most 
of  the  fevered 
selling  took 
place  well  be- 
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the  investors  Dirks  persuaded  to  buy 
the  preferred  stock  of  IVF  America  Inc., 
which  Dirks  promoted  in  March  as  hav- 
ing a  current  yield  of  17%,  tax-free. 
True?  Yes— if  you  never  sell  the  stock. 
But  the  dividend  is  not  tax-free  for  in- 
vestors when  the  proceeds  from  the  sale 
of  the  stock,  together  with  accumulated 
dividends,  exceed  the  purchase  price. 
So  if  an  investor  sold  IVF  America  pre- 
ferred stock  after  a  year,  the  price 
would  need  to  fall  by  17%  in  order  for 
the  interest  to  be  nontax- 
able—a  ca- 
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fore  he  got 
on  the  air.  In  a  spate  of  ferocious 
trading  in  which  one-eighth  of  the  out- 
standing shares  changed  hands— 293,000 
shares  were  traded  on  June  28,  and 
321,000  before  noon  on  June  29— OXi- 
GENE fell  from  lOX  on  June  27  to  SMe  on 
June  29,  when  trading  was  halted  just 
before  noon.  What's  going  on?  OXiGENE 
Executive  Vice-President  Dr.  Yuval  Bi- 
nur  told  BUSINESS  WEEK:  "There  are  ru- 
mors about  an  article  you  are  about  to 
write  being  negative  for  OXiGENE." 

To  be  sure,  careful  buyers  of  the 
stock  would  be  aware  of  the  market 
risks  of  Sensamide.  The  same  goes  for 


veat  that 
was  not  mentioned  in  the  ad- 
vertisement. "A  technicality,"  Dirks  says 
dismissively.  "When  you  do  industry  re- 
ports on  20,  30,  40  companies,  you  make 
mistakes— not  that  I'm  saying  this  was  a 
mistake." 

Dirks  may  put  his  name  on  reports— 
but  it  does  not  appear  on  the  firm's  cor- 
porate filings  with  the  SEC.  Schneider 
and  Dirks  acknowledge  that,  as  head  of 
Ray  Dirks  Research— all  of  whose  em- 
ployees work  at  RAS— Dirks  functions  as 
head  of  research  at  RAS.  According  to 
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The  28o-Horsepovs^Ijncoln  MarkVin 

When  you're  in  your  Mark,  before  you  even  turn  the  first 
corner,  or  for  that  matter  before  you  even  turn  on  the 
ignition,  you  know  you're  in  for  more  than  just  your  standard 
driving  experience. 

Inside  Mark  VIII's  ergonomically  designed  cockpit, 
you'll  notice  something  not  available  on  any  other  luxury 
sport  coupe:  Autoglide  front  seats  that  move  forward  to  make 
room  for  easy  entry  and  exit  when  the  seatbacks  are  tipped 

Infeur  Mark. Get  Set. Go. 

fully  ahead.  When  returned  to  their  normal 
upright  position,  the  seats  automatically 
glide  back  to  their  original  location. 
Now  fasten  your  seat  belt. 
The  280-hp  32-valve  engine  will 
rocket  you  to  wherever  you  need  to  go. 
There's  also  standard  dual  air  bags,*  anti-lock 
brakes  and  an  exclusive  computer-managed 
suspension  that  automatically  lowers  the 
car  at  55  mph  for  better  handling  and  less  wind  resistance.  And 
all  Lincolns  are  backed  by  the  Lincoln  Commitment,  a  , 
comprehensive  ownership  benefits  program  that  includes  24-hour 
Roadside  Service  Assistance  and  service  loaner  provisions." 

So  get  in  your  Mark.  And  get  set  for  a 
truly  unique  driving  experience.  For  more 
information  call  1  800  446- 


Exclusive  dual 
Autoglide  seating 
system. 


LINCOLN-MERCURY  DIVISION  '^^S^   Buctlf  up-togrth«  wc  tan  5ive  livfs  •Dnvtr  ind  front  passengtr  Supplemental  Restti.nl  System  Always  wear  your  safety  belt  "See  tiealei  for  details. 
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Dirks,  70  of  the  90  RAS  employees  re- 
port to  him  at  Ray  Dirks  Research, 
which,  he  says,  generates  80%  of  RAS 
revenues.  Yet  Dirks  is  registered  with 
the  National  Association  of  Securities 
Dealers,  which  regulates  brokerages, 
merely  as  a  "registered  representative"— 
a  stockbroker— and  not  as  an  officer  of 
the  firm.  Is  that  a  violation  of  NASD 
rules?  Not  according  to  Dirks  and 
Schneider.  "I  don't  need  a  partner,"  says 
Schneider,  when  asked  to  explain  why 
Dirks  was  not  registered  with  the  nasd 
as  a  top  manager.  But  NASD  Vice-Presi- 
dent Frank  F.  McAuliffe  says  research 


directors  are  required  to 'register  as  of- 
ficers and  principals. 

Despite  backbiting  from  his  former 
associates,  the  rumpled,  cordial  Dirks  is 
serene.  In  a  lengthy  interview.  Dirks 
attributed  the  downturn  in  the  various 
stocks  underwritten  by  RAS— and  pro- 
moted by  Dirks  Research— as  just  a  sign 
of  the  malaise  among  small  stocks  and 
new  issues.  "We  run  a  clean  shop,"  says 
Dirks.  "You  try  to  do  the  best  you  can 
do,  but  occasionally  you  run  into  peo- 
ple who  will  knock  you." 

And  how.  Among  the  cuirent  RAS  em- 
ployees who  are  less  than  enthusiastic  is. 


well,  Schneider.  Asked  to  character!; 
Dirks's  performance  as  head  of  resean, 
Schneider  says  it  "certainly  is  adequatt 
neither  the  best  nor  the  worst."  Do; 
Dirks  Research  produce  80%  of  the  fims 
revenues?  "That's  not  accurate,"  sa; 
Schneider.  "It's  probably  40%  to  50%. 

A  detail?  Irrelevant?  Perhaps.  B. 
stock  research  is  an  agglomeration  [ 
small,  seemingly  irrelevent  details, 
his  eagerness  to  promote  stocks  ait 
rake  in  profits.  Dirks  seems  to  have  f( 
gotten  the  old  saw  that  God  is  in  the  c 
tails— omitted  at  his  peril. 

By  Gary  Weiss  in  New  Yo 
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SUDDENLY,  INDIANS  ARE  HOT 
PROPERTIES  ON  THE  STREET 


Financial  firms  are  hiring  thousands — and  some  are  rising  fast 


Swapan  Bhattacharya  was 
born  in  Bihar,  one  of  India's 
most  backward  states.  De- 
termined to  escape  his  humble  or- 
igins, he  worked  his  way  through 
India's  most  prestigious  engineer- 
ing school  and  came  to  America. 
He  took  night  classes  at  North- 
western University's  business 
school  in  Chicago  while  working 
for  a  consulting  firm  during  the 
day.  To  survive,  he  spent  the 
summer  of  1979  selling  Bibles 
door-to-door  in  rui"al  Texas,  which, 
he  jokes,  is  "to  date  the  toughest 
job  I  have  done."  Today,  at  37, 
Bhattacharya  is  a  senior  vice-pres- 
ident at  PaineWebber  Group  Inc., 
working  in  the  firm's  internation- 
al corporate-finance  unit. 

Indians  such  as  Bhattacharya, 
who  arrived  in  the  U.  S.  with  only 
a  couple  of  hundred  dollars  in 
their  pockets,  are  suddenly  hot  proper- 
ties on  Wall  Street.  That's  partly  be- 
cause India  has  the  world's  third-largest 
pool  of  science  and  engineering  talent, 
after  the  U.  S.  and  Russia.  The  Indians 
also  are  English-speakers  who  are 
comfortable  operating  in  Western-style 
bureaucracies. 

Cashing  in  on  these  strengths,  thou- 
sands of  Indians  have  cracked  Wall 
Street's  performance-based  world,  one 
that  is  quite  distinct  from  the  classist, 
even  castist,  culture  they  grew  up  in.  At 
thirtysomething,  they  have  reached  vice- 
president,  managing  director,  and  even 
partner  levels.  With  many  of  the 
Street's  newest  niches— such  as  deriva- 


MORGAN  STANLEY'S  DHAR  MANAGES  $6.5  BILLION 


fives  and  mortgage-backed  securities- 
depending  heavily  on  mathematical  for- 
mulas and  computer  knowhow,  Indians 
have  carved  out  roles  for  themselves  at 
top  firms  including  J.  P.  Morgan  and 
Merrill  Lynch  &  Co.  "They  are  real  pow- 
erhouse people,"  says  Barton  M.  Biggs, 
chairman  of  Morgan  Stanley  Asset  Man- 
agement. Morgan  Stanley  has  about  140 
Indians  working  in  its  various  divisions 
in  New  York. 

No  reliable  statistics  exist  to  compare 
how  well  the  Indians  have  done  on  Wall 
Street  compared  with  Chinese  or  Japa- 
nese counterparts,  but  most  experts  be- 
lieve the  Indians  have  done  better. 
"What  is  interesting  is  not  only  their 


penetration  at  the  managing  direct 
and  partner  level  but  also  the  breadth 
their  capabilities  in  asset  managemer 
sales  and  trading,  research,  and  inve; 
ment  banking,"  says  Joan  C.  Zimm( 
man  of  G.  Z.  Stephens  Inc.,  an  exec 
tive-recruitment  firm  specializing  in  W 
Street. 

Unlike  the  Chinese,  Indian  professic 
als  don't  do  deals  together,  and  the 
isn't  an  Indian  professional  organizati 
for  Wall  Streeters.  But  they  make  1 
for  that  by  stressing  work,  and  lots 
it.  "Because  Indians  don't  fit  into  t 
stereotypical  GQ  image  of  the  inve: 
ment  banker,  we  have  to  work  just  th 
little  bit  harder  to  prove  ounselve 
says  Bhattacharya,  who  puts  in  a  '. 
hour  day  and  travels  abroad  almost  e 
ery  month. 
PIN-STRIPED.  With  India  figuring  mo 
prominently  on  the  world  financial  m£ 
many  of  these  Indians  are  helping 
guide  their  U.  S. -based  institutions  in 
Bombay's  rough-and-tumble  capital  mj 
kets.  Madhav  Dhar,  who  manages  $( 
billion  in  emerging-market  funds  f 
Morgan  Stanley,  helped  raise  $500  m 
lion  from  domestic  investors  in  India  1 
an  offshore  fund  that  is  listed  on  t 
New  York  Stock  Exchange.  Karan  Ti 
han,  senior  vice-president  of  Allian 
Capital  and  president  of  its  internatic 
al  unit,  has  set  up  Alliance  offices 
Bahrain,  Singapore,  and  more  recent 
Bombay,  where  he  sees  a  powerful  eq 
ty  cult  waiting  to  be  serviced.  "India's 
nancial  boom  is  being  pushed  along  : 
Indian  expatriates  working  on  W; 
Street,"  says  Trehan. 

Some  observers,  in  fact,  predict  ma 
Indians  won't  stay  in  the  U.  S.  inde 
nitely.  As  the  pin-striped  culture  tak 
over  Bombay's  financial  district,  sor 
Indians  on  Wall  Street  are  already  oj 
ing  to  go  home.  But  the  sheer  numbe 
of  hard-charging  Indians  in  Americ; 
top  educational  institutions  are  so  hu 
that  Wall  Street  is  likely  to  feel  their  i, 
pact  for  years  to  come. 

By  Namita  Devidaycd  in  New  Yc 
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EACH 
CHAPTER 

OF  A  GREAT  WORK 

MIGHT  TELL 

ITS  OWN  TALE, 

BUT  ITS  TRUE 
GREATNESS 

LIES  IN 

7TS  TOTALITY. 

THE  WHOLE  IS  greater  than  the  sum  of  its  pnirts.  This  is  a  maxim  by  zoIiicJi  Putnam 
Investments  defines  itself.  And  it  is  why  loe  have  developed  expertise  in  managing 
assets  totaling  over  $90  billion  for  both  mutual  fund  and  institutional  clients  across  a 
comprehensive  range  of  asset  categories:  equities  and  fixed  income,  global  and  domestic, 
fundamental  and  quantitative,  aggressive  ami  conservative.  In  fact,  we  have  structured 
ourselves  to  encourage  open  shari)ig  of  exp^ertise  among  all  of  our  140  investment  pro- 
fessionals. Because  in  a  world  where  everything  can  affect  anything,  our  ability  to  do 
each  thing  loell  enhances  our  abdity  to  do  all  tilings  better.  No  matter  how  well  the 
individual  chapters  may  read,  the  full  volume  tells  tlie  whole  story. 

A  TIME-HONORED  TRADITION   IN  MONEY  MANAGEMENT 

PUTNAM 

INVESTMENTS 


"^inance 


COMMODITIES  I 


COFFEE  ISN'T  ALL  THAT'S 
PERKING  IN  THE  PITS 


With  prices  likely  to  keep  rising,  commodities  should  stay  hot 


For  much  of  the  year,  the  price  of 
copper  has  been  on  a  relentless 
rise.  With  a  global  economic  recov- 
ery stimulating  demand  and  available 
supplies  dwindling,  futures  contracts  on 
the  industrial  metal  soared  37%  since 
December,  to  nearly  $1.14  a  pound  on 
June  20.  Then  fears  developed  that  spec- 
ulative fever  had  pushed  the  market  too 
far,  and  prices  beat  a  quick  retreat, 
dropping  below  $1.06  on  June  28. 

It's  the  same  story  across  a  wide 
swath  of  commodities,  from  grains  to 
energy  to  "soft"  commodities  such  as 
sugar,  cocoa,  and  cotton.  With  the  excep- 
tion of  coffee  and  aluminum,  most  com- 
modity prices  have  fallen  from  recent 
peaks,  leaving  investors  to  wonder  if 
the  bull  market  of  the  past  few 
months  has  passed  them  by. 

Don't  bet  on  it.  Most 
analysts  believe  prices 
will  continue  to  rise 
over  the  remainder  of 
the  year— and  quite  pos- 
sibly for  some  time  be- 
yond that.  What's  going 
on  in  many  futures  mar- 
kets is  the  flip  side  of 
what's  happening  in  the 
bond  market— the  per- 
ception that  inflation  is 
around  the  comer.  Trad- 
ers and  investors  flee- 
ing bonds  and  stocks 
are  looking  around  for 
inflation-friendly  plays,  and  they're  find- 
ing them  in  commodities.  Trading  vol- 
ume in  commodity  futures  contracts  was 
up  26%  in  the  first  five  months  of  1994. 
"Commodities  are  coming  up  on  the  ra- 
dar screen,"  declares  Richard  L.  San- 
dor,  who  heads  Centre  Financial  Prod- 
ucts Ltd.  in  New  York. 
HEDGE-FUND  MOVES.  Money  is  stream- 
ing into  the  markets  from  some  unlikely 
sources.  Futures  pros  believe  that  hedge 
funds,  the  secretive  private  investment 
partnerships  that  usually  invest  in  fi- 
nancial assets,  are  now  throwing  some  of 
their  cash  into  commodities.  Even  cer- 
tain U.  S.  pension  funds  are  joining  in 
with  tiny  stakes  in  diversified  lutures 
portfolios. 

While  most  mutual  funds  don't  buy 
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commodity  futures, 
some  are  joining  the 
game  anyhow  by  invest- 
ing in  financially  engi- 
neered securities  whose 
yield  is  tied  to  the  price 
of  a  single  commodity 
or  even  to  a  commod- 
ities index.  For  exam- 
ple, the  most  recent  re- 
port from  the  Fidelity 
Asset  Manager  Fund 
shows  nearly  $400  mil- 
lion in  21  structured  se- 
curities whose  interest 
payments  are  linked  to  different  com- 
mcxlities  ranging  from  aluminum  to  zinc. 
A  hefty  chunk  of  the  new  money  is 
looking  for  higher  prices— and  thus 
going  long.  Some  futures  trad- 
ers believe  that  a  few 
of  the  big  hedge  funds 
have  shifted  as  much  as 
10%  of  their  assets  into 
commodity  futures. 

Investors  hoping  to 
capitalize  on  the  bullish 
sentiment  should  appre- 
ciate that  the  commod- 
ity markets  are  a  lot 
trickier  than  they  seem. 
Take  the  Commodity  Re- 
search Bureau  Futures 
Price  Index.  The  CRB  has 
become  one  of  the  most 
closely  watched  indexes 
around.  Unfortunately,  even  one  relative- 
ly insignificant  commcxlity  can  distort  the 
index.  Take  coffee:  After  soaring  94% 
from  the  1993  low,  coffee  prices 
pulled  back  13%  amid  fears 
that  higher  prices  would  ^ 
encourage  producers  to 
liquidate  stockpiles.  But 
frost  in  Brazil  changed 
the  supply  picture  over- 
night, sending  coffee 
prices  soaring  27%  on 
June  27. 

Much  of  coffee's  ac- 
tion has  had  more  to  do 
with  Mother  Nature 
than  with  macroeconom- 
trends.  That's  also 
of  soybean  and 
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corn  prices,  which  r 
up  amid  a  dry  spri 
but  fell  when  summ 
rains  arrived  in  t 
Grain  Belt.  Yet  ea 
agricultural  commodi 
has  the  same  impact 
the  CRB  as  oil,  which 
far  more  important 
the  economy  and 
inflation. 

The  money  gushi 
into  commodity  futur( 
further,  could  swar 
the  markets,  maki 
prices  more  erratic.  Compared  wi 
stocks  and  bonds,  these  markets  a 
small.  If  all  U.  S.  pension-fund  mam 
ers  allocated  just  L9%  of  their  assets 
commodities,  their  investment  woi 
equal  the  entire  open  interest— t 
amount  of  outstanding  contracts— in  t 
major  futures  markets.  "It  only  takes! 
small  drop  of  that  kind  of  money  to  btJ 
big  flood  in  the  futures  market,"  explai 
Jack  D.  Schwager,  director  of  futur 
research  at  Prudential  Securities  Inc. 
CAVEAT  INVESTOR.  Many  institutional  - 
vestors  are  making  their  move  thnu; 
"managed  futures"— the  futures  indi- 
try's  answer  to  mutual  funds.  Sabre  P. 
set  Management  in  London,  for  instanc 
has  drawn  $50  million  from  Europe 
institutions  for  a  fund  that  will  take  lo: 
positions  in  up  to  20  different  commc 
ities.  In  the  first  quarter,  the  late 
available  data,  futures  funds  did  best 
energy  and  agricultural  trading,  up  3.J 
and  1.6%,  respectively,  according  to 
Barclay  Trading  Group  Lt 
Managed  funds  command 
$23  billion  at  yearend 
But  the  invest 
should  beware.  The  ci 
rent  wave  of  bulli 
sentiment  is  likely 
push  prices  higher  for 
time.  But  if  the  under 
ing  macroeconomic  cc 
ditions  don't  reinfor 
that  sentiment,  goii 
long  could  turn  out 
be  a  sucker's  bet. 

By   Greg  Burns 
Chicago 
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THE  south:  seizing  and  holding  national  economic  leadership 

In  1991,  Zell  Miller  took  the  helm  of  an  $8  billion  enterprise  of  more  than  100,000  em- 
ployees and  seven  million  clients.  He  downsized  —  eliminating  5,000  positions  and 
cutting  $800  million  from  his  budget.  Zell  Miller  is  the  chief  executive  officer  of  the 
state  of  Georgia,  and  if  you  tell  him  he  runs  his  state  like  a  business,  he'll  make  no 
apologies.  "Business  and  government  both  want  a  vibrant  economy,  a  solid  infrastruc- 
ture, skilled  workers,  and  an  environment  in  which  businesses  and  their  employees  can 
thrive — that's  what  we  deliver."  In  Georgia,  as  in  much  of  the  South,  business  and  gov- 
ernment are  entering  unprecedented  partnerships  to  achieve  those  shared  goals.  Their 
success  has  made  the  South  the  fastest  growing  region  in  the  nation. 

At  The  1994  Business  Week  Corporate  Forum  of  Tlie  South,  Governor  Miller  joined 
more  than  100  of  the  region's  most  influential  senior  executives,  public  and  private,  to 
discuss  strategies  for  maintaining  fast-paced  development  and  propelling  the  region 
into  a  new  era  of  prosperity.  Regionalism  is  the  growth  phenomenon  catapulting  the 
South  to  economic  preeminence.  DRI/ McGraw-Hill  Principal,  David  J.  Walker,  says  it 
is  indicative  of  a  global  trend.  "In  the  old  days  competition  was  between  cities  and 
states.  Now,  internationally,  we  see  the  rise  of  regional  competitiveness." 

Walker  says  the  economic  growth  of  the  South  (as  that  of  any  region)  rests  on  six 
basic  economic  foundations  —  technology,  human  resources,  capital  availability,  infra- 
structure, a  pro-business  regulatory  and  tax  environment,  and  quality  of  life. 
Strengthening  those  foundations  requires  forging  public/private  alliances  based  on  a 
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eorgia's  Zell  Miller  is  doing  just 
that.  While  many  development  coun- 
cils focus  solely  on  luring  new  busi- 
nesses, Georgia  goes  further,  keeping 
them  happy  once  they've  arrived.  To 
that  end  Miller  created  BEST  — 
Business  Expansion  Support  Team. 
"Just  as  businesses  that  relocate  to  the 
state  enjoy  tax  credits,  BEST  provides 
tax  credits  for  existing  businesses  that  create  new  jobs," 
says  Governor  Miller. 

Since  1991  when  he  took  office  243,000  new  jobs  have 
been  created  in  Georgia  —  the  third  highest  job  creation 
performance  in  the  nation.  And  this  year.  Miller  projects 
90,000  more  nevv'  Georgia  jobs. 

Georgia's  highest-profile  public/private  alliance  is 
the  Centennial  Olympic  Summer  Games,  which  Atlanta 
will  host  in  1996.  "The  reason  Atlanta  won  the  privilege 
of  hosting  the  Games,"  says  Atlanta  Mayor  William 
Campbell,  "is  that  we  have  the  best  relationship 
between  business  and  government  in  the  country." 
Campbell  credits  the  political  clout  of  former  Atlanta 
mayor  Ambassador  Andrew  Young  and  the  business 
savvy  of  Atlanta  entrepreneurs  Billy  Payne  and  Robert 
Holder  with  bringing  the  games  to  Georgia. 

Robert  Holder,  co-chairman  of  the  Atlanta 
Committee  for  the  Olympic  Games,  projects  the  '96 

Summer  Olympics  will 
be  the  most  important 
one-time  event  ever  for 
Atlanta  and  the  South, 
highlighting  the  region's 
newfound  success  and 
national  stature.  The 
games  are  worth  $5  billion 
to  the  Georgia  economy. 


"Professional  politicians  don't 
understand  free  enterprise. 
My  thirty  years  in  business 
taught  me  that  government 
can't  create  jobs,  only  private 
industry  can." 


The  Honorable  Kirk  ForJice,  Governor, 
Sfnte  of  Misfiissipfii 


ZELL  MILLER 


Governor 
State  of  Georgia 

'Business  and  goi'ertimcnt  both 
want  a  vibrant  economy,  a 
solid  infrastructure,  skilled 
workers,  and  an  environment 
in  which  businesses  and  their 
employees  can  thrive.  That's 
what  we  deliver. " 


INFORMATION 
AND  EDUCATION 

North  Carolina  has  used 
its  cooperative  relationship 
between  business  and  gov- 
ernment to  develop  one 
of  the  nation's  most  ad- 
vanced information  in- 
frastructures. Jane  Smith 
Patterson,  a  chief  advisor 
to  the  Governor  of  North  Carolina,  and  member  of  Vice 
President  Gore's  Advisory  Council  on  the  National 
Information  Infrastructure,  estimates  that  the  broad- 


band highway  will  result  in  $2 
billion  in  added  revenues  to  the  state 
The  opening  of  broadband  hig 
ways  like  North  Carolina's  puts  th  « 
South  on  the  cutting  edge  of  the  infoi 
mation  revolution  —  a  major  compet 
tive  advantage,  but  only  for  thos  )s 
businesses  that  can  use,  store,  an 
retrieve  data  quickly  and  efficiently 
Louis  Ferrero,  chairman  and  CEO  of  Atlanta-base 
Anacomp  Inc.,  says,  "Managing  data  through  its  1 
cycle  has  never  been  more  important.  In  an  age  whe  n 
profit  or  loss  can  be  determined  by  how  quickly  info 
mation  is  processed,  busiriesses  need  help  in  decidin  J 
which  data  management  systems  will  maximize  the 
competitive  edge." 

Ferrero  says  that  an  essential  tool  for  leveraging  tf 
business  potential  of  the  mformation  highway  is 
single  system  capable  of  storing,  indexing,  and  retries : 
ing  data  instantaneously. 

But  the  gains  being  made  in  inform.ation  technolog  if 
will  be  lost  unless  the  South  makes  comparable  effor 
to  shore  up  another  key  block  in  its  economic  found 
tion  —  human  resources.  Christopher  Whittle,  chairma  ea 
of  Knoxville's  Whittle  Communications,  says  the  ant  thi 
quated  methods  of  public  education  simply  don't  wor  w 
"Imagine  the  current  education  system  as  an  airlir 
with  planes  that  take  off  only  30%  of  the  time.  That  J 
what's  happening  in  American  education;  the  va  iisi 
majority  of  our  students  are  not  being  adequately  pr 
pared  by  the  current  system.  That  is  appalling  to  us 
business  people." 

To  prepare  students  to  compete  in  the  global  marke  )wi 
place.  Whittle  offers  a  bold,  business  approach 
education  —  the  Edison  Project.  The  Project  contrac  * 
its  services  as  a  business  would  to  cities  and  countie  mc 
Planned  project  schools  promise  to  deliver  low  studen 
teacher  ratios  and  three-year  student-teacher  relatioi  nai 
ships  to  enhance  accountability;  a  longer  school  ye^ 
to  increase  lesson  time;  an  expanded  school  da 
to  address  the  realities  of  working  parents;  high 
performance  expectations  to  challenge  students;  ar 
computers  at  home  to  link  students  and  their  paren 
with  the  classroom. 


LET'S  MAKE  A  DEAL 

Collaborative  approaches  for  growth,  such  as  the  broa 
band  highway  and  Whittle's  private  role  in  public  ed 
cation  are  hallmarks  of  the  southern  surge.  Sou 
Carolina's  northwest  region,  the  Upstate,  is  a  micr 
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Robert  Crolic 


n  of  the  public/private  alliances 
celling  that  surge. 
)uring  the  1980s,  per  capita 
jme  in  the  region  grew  36%. 
th  Carolina  Governor  Carroll 
ipbell  expects  34,000  more  service 
to  be  created  in  the  region  to  sup- 
t  the  37,000  manufacturing  jobs 
have  been  announced  since  1987. 
businesses  do  not  just  show  up 
ask  where  to  build  a  plant.  South 
Dlina  entices  them  with  a  highly 
ipetitive,  pro-business  regulatory 
tax  environment. 

Vhile  praising  the  reception  his 
ss  company  received  in  South 
olina,  William  Ruefenacht,  president  and  ceo 
lelima  Helvetion  International,  is  concerned  about 
pressures  of  growth.  "Rapid  growth  can  lead  to  the 
^  conditions  new  or  relocating  businesses  were 
ig  to  avoid." 

i^mong  the  growing  pains  Ruefenacht  warns  of, 
ironmental  problems  may  hold  the  greatest  potential 
at  to  continued  rapid  growth.  Twenty-five  percent 
he  South's  regional  gross  product  comes  from  its 
lufacturing  base,  which  relies  on  plentiful  water  for 
)rocesses.  William  Willis,  ceo  of  Tanasi  Corporation 

former  senior  executive  officer  of  the  TV  A,  says, 
siness  leaders  must  work  to  convince  our  state  and 
onal  economic  partners  that  the  issue  is  paramount 
ur  collective  economic  futures." 
Villiam  Ruckelshaus,  chairman  and  ceo  of 
A'ning-Ferris  Industries  and  twice  administrator  of 
U.S.  Environmental  Protection  Agency  (EPA),  says 

ultimately,  public  opinion  drives  environmentally 
nd  policies  for  growth.  "The  process  begins  when 

public  determines  something  is  wrong.  They 
land  solutions.  And  then  there  is  a  political  response 
Ke  form  of  legislation  or  regulation."  Ruckelshaus 
jurages  the  strategy  of  sustainable  development  as  the 
r  method  of  growth  that  will  ensure  the  well-being 
ne  environment.  "The  South  has  the  best  chance  of 
•odying  that  concept  due  to  the  atmosphere  of  coop- 
ion  between  government  and  business." 

YOU  BUILD  IT,  THEY  VVILL  COME 

iwth  problems  are  no  hindrance  to  the  intensi- 
ig  competition  for  economic  development.  When 
•cedes-Benz  announced  its  plans  to  build  the  plant 
its  new  "all-activity  vehicle"  in  the  United  States, 


Vice  President,  Southern  Region 
Mercedes-Benz  of 
North  America 

"Tlie  Mercedes  decision 
to  locate  in  the  South  is 
emblematic  of  the  area's  grozvth, 
affluence,  and  sophistication." 


30  states  and  150  sites  entered  into  a 
competition. 

The  field  was  narrowed  to  six 
states,  five  in  the  Southeast.  "The 
Southeast  became  the  focal  point  of 
our  efforts,"  says  Mercedes-Benz 
Project  President  Andreas  Renschler. 
"It  was  most  competitive  in  trans- 
portation costs,  skilled  workforce, 
wages,  advanced  infrastructure,  and 
proximity  to  an  established  supplier 
base." 

Mercedes'  decision  is  more  than  an 
economic  boon  to  Alabama.  "The 
increasing  importance  of  the  South, 
both  as  a  burgeoning  market  for 
Mercedes-Benz  automobiles  and  as  a  location  for  the 
manufacturing  of  one  of  its  newest  products,  is 
emblematic  of  the  area's  growth,  affluence,  and  sophis- 
tication," says  Robert  Crolic,  vice  president.  Southern 
Region,  Mercedes-Benz  of  North  America. 

To  win  Mercedes  for  Alabama,  Governor  James 
Folsom  compiled  a  $253  million  economic  incentive 
package.  On  top  of  that,  Alabama's  private  sector  put 
up  $21  million  in  incen- 
tives and  the  state  will 
abate  $52  million  in 
Mercedes'  taxes. 

Incentive  packages 
have  become  a  hotly  con- 
tested issue.  Is  it  neces- 
sary to  use  public  re- 
sources to  shoulder  risks 
taken  on  by  private  enter- 
prise? Governor  Folsom 
argues  that  "the  lion's 
share  of  our  incentive 
package  will  directly  ben- 
efit the  general  popula- 
tion, and  prepare  the  way 
for  additional  enterprises 
to  locate  in  Alabama." 

Virginia  Secretary  of 
Commerce  and  Trade, 
Robert  Skunda,  agrees. 
Having  lost  in  efforts  to 
attract  a  number  of  big 


LOUIS  P.  Ferrero 


Chairman  &  CEO 
Anacomp,  Inc. 

"Managing  data  through  its  life 
cycle  has  never  been  more 
important.  In  an  age  where 
profit  or  loss  can  be  determined 
by  how  quickly  information  is 
processed,  businesses  need  help 

in  deciding  ivhich  data 
management  systems  maximize 
their  competitive  edge." 


investments,  Virginia  abandoned  its  conservative 
approach  and  decided  to  play  the  incentive  game. 
When  Virginia  learned  of  Walt  Disney  Company's 
interest  in  locating  a  theme  park  in  the  northern  part  of 
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Adolfo  Henriques 


the  state,  "We  came  up  with  a  partnership." 

The  Virginia-Disney  partnership  costs  over  $150 
million.  Too  much?  Certainly  not,  says  Skunda.  The  pro- 
ject will  generate  19,000  jobs  in  the  state  and  attract 
some  six  million  tourists. 

But  University  of  Texas  economist  Bernard  Weinstein 
says  Virginia  did  give  away  too  much.  Weinstein  esti- 
mates that  Virginia's  incentive  package  amounts  to 
spending  $60,000  on  each  of  the  2,700  jobs  directly  creat- 
ed on  the  Disney  site.  "Why  are  states  giving  away 
incentives  to  large  profitable  enterprises?" 

Weinstein  argues  that  incentives  shift  tax  burdens  to 
citizens.  Moreover,  he  argues,  the  South  doesn't  need 
these  incentives.  "Incentives  are  not  what's  driving 
growth  in  this  region.  We're  the  fastest  growing  region 
in  the  country  because  we've  got  the  lowest  taxes  in 

the  country,  and  the  best 
quality  of  life;  we  don't 
need  tc^  be  giving  away 
resources  and  tax  base." 


ANOTHER  WORLD 

Opportunities  for  the  South 
don't  stop  at  the  Gulf  of 
Mexico.  Expansion  of  the 
North  American  Free  Trade 
Agreement  could  open  the 
door  to  422  million  Latin 
American  consumers,  and 
position  the  South  for 
international  economic 
leadership. 

"There  are  two  types 
of  opportunities  in  Latin 
America:  taking  part  in 
the  privatization  of  state- 
owned  industries,  and 
partnering  with  privatized  companies  to  help  them  to 
compete  worldwide,"  says  NationsBank  Executive  Vice 
President-Latin  America  Adolfo  Henriques.  "The  most 
successful  privatization  efforts  that  I  have  seen  are  those 
that  combine  the  financial  capacity  and  operating 
efficiency  of  U.S.  and  European  companies  with  the 
expertise  of  local  partners." 

DRI/McGraw-Hill  Director  of  International  Research 
and  Chief  International  Economist  Nariman  Behravesh 
advises  that  businesses  considering  investment  in 
Latin  America  assess  each  country  according  to  the 
"three  Cs"  necessary  for  long  term  economic  reform  — 


Executive  Vice  President- 
Latin  America 

NationsBank 

"There  are  two  types  of  oppor- 
tunities in  Latin  America: 

taking  part  in  tlie  privatization 
of  state-owned  industries, 

and  partnering  with  privatized 
companies  to  help  them  to 
compete  worldwide." 


PEER-DRIVEN    LEARNING    IN  ATLANTA 

AT  Emory's  "ceo  college" 

In  the  heart  of  the  South,  a  new  resource  for  executives 
is  flourishing  —  The  Center  for  Leadership  £  Career 
Studies  of  Emory  Business  SchooL  Several  times  each 
year,  the  Center  convenes  65-75  of  the  nation's  most 
prominent  CEOs,  to  address  the  issues  they  face  daily. 
So  exclusive  is  Emory's  five-year-old  Center,  it  has  been 
dubbed  "CEO  College." 

"Without  stimulating  interaction  and  feedback," 
says  Dr.  jeffrey  A.  Sonnenfeld,  director  of  the  Center, 
"leaders  in  high  office  can  atrophy.  But  it  is  difficult  to 
assemble  a  meaningful,  trustworthy  peer  group  for 
idea  generation;  that's  what  we  do." 

Candor  is  what  distinguishes  these  invitation-only 
meetings  from  other  executive  gatherings.  To  date  the 
Center  has  drawn  more  than  4,000  top  corporate  lead- 
ers to  its  Intensive  sessions.  "We  don't  prop  speakers  up 
before  passive  audiences,"  says  Sonnenfeld.  "We  offer 
a  forum  of  active,  candid  participants  where  leaders 
challenge  each  other's  models  and  exchange  remedies 
for  the  vexing  problems  that  directly  affect  the  lives  of 
millions." 


commitment,  confidence,  and  consensus.  "Commitment 
is  the  government's  resolve  to  reform  and  to  become  a 
market-oriented  economy.  Competence  is  the  ability  of 
the  technocrats  to  do  it.  Consensus  among  the  popula- 
tion is  the  most  difficult  to  put  together."  Given  those 
criteria,  Behravesh  says  Mexico  and  Chile  have  been  the 
most  successful  and  offer  the  safest  investments  so  far. 


HOW  TO  WIN 

With  its  ability  to  build  successful  public-private 
alliances  —  both  internationally  and  domestically  —  the 
South  has  effectively  seized  national  economic  leader- 
ship. Holding  on  to  that  leadership  will  require  vigilant 
attention  to  shoring  up  the  foundations  upon  which 
that  leadership  is  built:  technology,  human  resources, 
capital  availability,  infrastructure,  environment,  a  pro- 
business  tax  and  regulatory  policy,  and  quality  of  life. 

Bi/  Martin  A.  Kcohnu,  a  Bostoi-based  business  writer 


GENE  G.  MARCIAL 

IG  BIDDERS  MAY  BE 
UNING  IN 
D  M/A  COM 


WL  mong  the  scores  of  high-flying 
technology  stocks  that  inves- 
^^tors  have  become  disenchant- 
with  is  m/a  com  Inc.  After  posting 
appointing  first-cjuarter  earnings, 
\  COM,  trading  at  around  10  in  Jan- 
•y,  skidded  to  5  by  late  April.  But 
ely,  the  maker  of  military  and  com- 
rcial  telecommunications  gear  has 
ked  up  speed  on  rising  volume,  clos- 
at  TA  on  June  28.  Some  heavy  hit- 
s  think  something  is  afoot  and  have 
umulated  shares. 

rhese  pros  are  betting  that  M/A  COM 
)  become  buyout  bait.  One  Boston 
Ige-fund  manager,  who  has  been 
^ng  in,  says  three  major  contenders 
!  considering  separate  bids  for  m/a 
A.  One  of  them,  he  says,  is  a  large 
scommunications  company.  Another 
a  maker  of  missiles,  radar  equip- 
nt,  and  commercial  aircraft.  And 
!  third  is  a  big  player  in  cellular 
sphones. 

iVhat  attracts  these  companies  to 
\  COM,  says  this  pro,  is  its  technolo- 
in  radio-frequency  wireless  commu- 
ations,  which  the  military  has  used 
various  ways,  m/a  COM  has  the  ca- 
nty to  apply  the  technology  to  non- 
litary  uses,  such  as  cellular  tele- 
)nes  and  warning  sensors  to  help 
'vent  collisions  in  cars  of  the  future. 
^NGING  INTO  CIVVIES.  Charles  Kap- 
,  an  analyst  at  Herzog,  Heine,  Ge- 
d,  a  New  York  securities  and  in- 
>tment  firm,  agrees  that  m/a  COM 
;  become  an  attractive  takeover  can- 
ate.  "Its  hidden  value  lies  in  its  gal- 
n  arsenide  radio-frequency  technol- 
i  that  is  vital  to  wireless 
timunications,"  says  Kaplan,  m/a  COM 
;  whittled  down  its  defense  business 
about  37%  of  total  revenues.  On  the 
ler  hand,  the  commercial  side  of  its 
dness  has  increased  to  47%.  The  re- 
ining 16%  comes  from  nonmilitary 
/ernment  business. 
Kaplan  figures  M/A  COM  is  worth 
:  a  share  in  a  takeover  deal.  He  be- 
/es  the  company's  earnings  will  ex- 
id  as  its  commercial  operations  in- 
lase  and  military  orders  stabilize, 
estimates  M/A  com  will  earn  80<P  a 
ire  in  1996,  up  sharply  from  an  esti- 
ted  45C  in  1995  and  35<F  this  year, 
e  company  earned  26<t  last  year. 


M/A  COM:  ON  THE 
WAY  BACK  UP 
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Most  analysts,  notes  Kaplan,  have  be- 
come impatient  with  M/A  COM  because 
of  the  long  delay  in  its  promised  turn- 
around. One  big  investor,  however, 
says:  "A  buyout  could  come  before  the 
turnaround." 


THREE  THAT  GOT 
UNFAIRLY  PUMMELED 


With  the  market  so  unrelent- 
ing in  beating  down  stocks, 
what  is  an  investor  to  do? 
Savvy  money  manager  Seth  Glicken- 
haus thinks  such  times  usually  are  the 
most  opportune  for  value-hunting. 
"When  you  know  a  company  is  basical- 
ly sound,  and  its  stock  is  being  ham- 
mered to  a  fare-thee-well,  there  is  no 
reason  not  to  buy,"  he  says. 

He  points  to  three  stocks  he  thinks 
don't  deserve  the  beating  they've  been 
getting:  Cheyenne  Software,  a  major 
software  maker,  primarily  for  wide- 
area  network  computers,  which  has  re- 
cently dived  to  8,  down  from  30  in 
mid-March;  Ivax,  a  large  generic-drug 
maker,  which  has  crashed  to  15,  down 
from  38  in  early  March;  and  O'Sullivan 
Industries,  a  manufacturer  of  ready- 
to-assemble  furniture,  which  has 
plunged  to  11,  down  from  24  in  early 
February. 

"In  18  months,  I  see  these  stocks 
doubling  in  price,  based  simply  on  their 
growth  businesses  and  their  resiliency," 
says  Glickenhaus. 

He  notes  that  Cheyenne  has  disap- 
pointed the  Street  because  most  ana- 
lysts now  expect  the  company  to  grow 
at  only  40%— instead  of  the  previous 
50%  a  year.  He  notes  too  that  Chey- 


enne controls  60%  to  70%  of  the  mar- 
ket for  its  software  products. 

In  the  case  of  Ivax,  Glickenhaus  isn't 
worried  over  the  competition  in  ge- 
nerics that  the  Street  is  now  concerned 
about.  "Ivax  Chairman  and  CEO  Phil 
Frost  has  made  it  known  he  will  buy  1 
million  more  shares  to  add  to  his  ex- 
isting 20%  stake.  That's  good  enough 
for  me  to  have  faith  in  the  company," 
says  Glickenhaus. 

As  for  O'Sullivan,  he  thinks  that 
the  ready-to-assemble  furniture  busi- 
ness has  huge  growth  prospects,  as 
demand  has  skyrocketed.  "Its  key  to 
success  is  low  cost  and  convenience," 
he  says. 


A  SCORCHING  PUY 
ON  COOL  AIR 


A tiny  company  in  the  $26  billion 
worldwide  air-conditioning  busi- 
ness, ICC  Technologies  may 
have  a  future  that's,  well,  quite  hot. 
Already,  a  $2.4  billion  Big  Board-listed 
chemical  corporation,  Engelhard,  has 
formed  a  50-50  joint  venture  vdth  ICC 
to  develop  and  market  iCC's  new  al- 
ternative air-conditioning  system  that 
uses  no  compressors  or  ozone-depleting 
refrigerants,  such  as  chlorofluorocar- 
bons  (CFCs).  Because  of  their  harmful 
effects  on  the  environment,  CFCs  will 
be  banned  by  1995  through  an  interna- 
tional accord.  Therefore,  iCC's  proprie- 
tary desiccant-cooling  technology— ex- 
tracting moisture  from  incoming  warm 
air— could  be  a  big  seller. 

The  stock,  now  at  4J^,  "is  tremen- 
dously undervalued,"  says  investment 
adviser  John  Westergaard.  With  iCC's 
market  capitalization  of  about  $45  mil- 
lion, "investors  are  paying  no  premium 
for  the  open-ended  opportunity  pre- 
sented by  ICC's  technology."  A  single 
major  contract,  he  figures,  "will  take 
the  market  cap  to  $100  million  virtual- 
ly overnight." 

In  the  ICC  system,  air  moves 
through  a  desiccant  wheel  that  re- 
moves moisture  from  the  air,  then 
passes  through  a  temperature-reduc- 
ing thermal  wheel  before  entering  the 
conditioned  space.  The  system  starts 
by  creating  dry  air,  which  is  easier  to 
cool— and  cheaper  because  it  uses  less 
electricity.  iCC's  Desert-Cool  unit  also 
uses  the  desiccant  technique  for  hu- 
midity control  and  heating. 

Westergaard  sees  the  company 
breaking  even  in  1995  and  turning 
profitable  by  1996.  "A  year  from  now, 
the  stock  will  hit  15,"  he  says. 
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COMPUTERS  I 


COMPAQ  STRETCHES 
FOR  THE  CROWH 


Having  conquered  the  PC  markets,  it's  aiming  to  become  king  of  all  computer  hardware 


c 


ompaq  Computer  Corp.  is 
the  company  every  com- 
puter maker  wishes  it 
could  be.  Revenue  per  employee 
is  a  mammoth  $713,000-the 
highest  in  the  computer  indus- 
try and  more  than  double  that 
of  Dell  Computer  Corp.  and  IBM. 
Its  personal  computers  fly  off 
the  production  line  at  a  rate  of 
one  every  10  seconds.  Market 
share  doubled  last  year,  and  the 
stock  is  now  trading  at  $32  a 
share,  or  $96  before  a  3-for-l 
split  in  May— a  long  way  from 
the  low  20s  where  it  lingered 
two  years  ago.  Sales  have 
zoomed  from  $3.3  billion  in  1991 
to  $7.2  billion  last  year,  making 
the  PC  maker  one  of  the  top 
computer-hardware  suppliers  in 
the  U.  S. 

Call  it  King  Compaq.  Having 
conquered  the  desktop  and  lap- 
top PC  markets,  Compaci  is  now 
in  a  position  to  become  the  most 
influential  player  in  all  of  com- 
puter hardware— not  simply  PCs. 
It  has  already  created  a  range 
of  new  services  and  products  to 
accelerate  the  PC's  push  into  cor- 
porate computing  worlds  long 
dominated  by  the  mainframe 
and  minicomputer.  Next  year  it 
will  launch  an  assault  on  new 
consumer  markets,  from  stand-alone 
home  PCs  to  game  players  to  set-top  TV 
boxes.  On  June  27,  the  Houston  company 
made  its  boldest  play  yet:  the  introduc- 
tion of  a  six-foot-high  computer  code- 
named  the  Armada  (page  142)  that  is 
designed  to  wean  major  corporations  off 
their  mainframes.  Compaq  hopes  it  can 
leverage  its  lead  in  the  $5  billion  PC- 
server  market  to  take  on  IBM,  Digital, 
Hewlett-Packard,  and  other  old-line  com- 
puter makers. 

HAPPY  CUSTOMERS.  Certainly  the  timing  is 
right.  Servers  such  as  the  Armada  are 
replacing  the  big  iron  minicomputers  and 
mainframes  that  have  handled  most  cor- 
porate jobs.  IBM  CEO  Louis  V.  Gerstner 
Jr.  admits  that  IBM's  biggest  mistake  was 
waiting  too  long  to  address  the  client- 


PFEIFFER  Looking  to  woo  major  corporations  with  a  new  client-server  setup  dubbed  the  Armada 


server  market.  Now,  Compaq  may  be 
able  to  take  up  the  old  IBM  mantle.  "They 
have  the  momentum  right  now  and  the 
vision,"  says  International  Data  Corp.  an- 
alyst Richard  Zwetchkenbaum. 

And  they  have  the  customers.  Com- 
paq sold  more  PCs  in  the  first  quarter 
than  any  other  manufacturer,  although 
IBM  and  Apple  Computer  Inc.  are  still 
expected  to  lead  for  the  full  year.  In 
May,  Compaq  overtook  IBM  for  PC  lead- 
ership in  Europe.  And  in  Japan,  the 
company's  sales  growth  will  comfortably 
outstrip  the  20%  to  30%  growth  ana- 
lysts predict  for  total  unit  shipments. 

To  Compaq  CEO  Eckhard  Pfeiffer,  the 
future's  so  bright  he  has  to  wear  shades. 
"We're  generating  demand,  and  we're 
going  to  grab  everything  we  can,"  says 


the  normally  low-key  German.  Pfeiffe 
stated  goal:  Overtake  IBM  as  the  worl 
No.  1  PC  supplier  by  1996.  Given  a  si 
den  slowdown  for  IBM,  Compaq  coi 
fly  by  Pfeiffer's  goal  a  year  early  w 
such  hot  products  as  the  Presario  ho; 
PC,  the  ProLinea  models,  and  the  m 
Elite  notebook  PC. 

So  what  makes  Compaq  so  hot?  No 
ing  all  that  original— just  price-busti 
products  that  create  megavolume  ( 
mand.  "A  ground  rule,"  says  Pfeiffer, 
to  set  very  aggi-essive  cost  goals  to  j 
very  attractive  entry-level  product 
Take  the  entry-level  Presario  home 
for  example.  It's  an  all-in-one  machim 
the  monitor  is  built  into  the  comput 
That's  an  approach  consumers  love, 
the  numbers  prove:  Compaq  sold  $£ 


140  BUSINESSWEEK/JULY  1  1,  1994 


INFORMATION  PROCEJ 


m  worth  of  Presarios  in  1998,  and 
cts  $1  billion  this  year, 
•anted,  not  everything  Compaq 
les  tuiTis  to  gold.  Last  year,  its  pen- 
J  Concerto  Pc:  fizzled,  and  it  folded 
ser-printer  line,  taking  a  $10  million 
je.  But  those  mistakes  were  offset 
Is  best-selling  PC  servers,  which 
bed  37%  of  the  market,  up  from 
in  1992.  All  the  while,  Compaq  has 
cutting  costs  better  than  anyone 
in  the  business.  Gross  profit  mar- 
-at  around  23%  since  1992— are  the 
of  its  rivals.  "Our  profit  margins 
are  not  as  good  as  a  Com- 
paq," IBM  CFO  Jerome  B. 
York  concedes.  "Compaq  is 
doing  a  very  fine  job." 

So  what  could  go 
wrong?  Plenty.  The  histo- 
ry of  the  PC  industry  is 
marked  by  the  spectacu- 
lar fall  of  companies  that 
once  seemed  to  do  no 
wrong.  Struggling  compet- 
itors Dell,  Apple,  and 
most  recently  IBM  could 
easily  stage  a  comeback. 
Compaq  might  also  suffer 
from  its  aggressive  pro- 
duction schedule— nearly 
double  last  year's  rate— if 
demand  drops  substantial- 
ly. Already,  the  signs  of  a 
slowdown  are  mounting, 
what  with  recent  earnings 
troubles  at  Lotus  Devel- 
opment Corp.  and  Gate- 
way 2000  Inc.  And,  .of 
course,  the  company  could 


take  its  eye  off  the  ball  as  it  did  three 
years  ago.  That's  when  Chairman  Benja- 
min M.  Rosen  booted  founder  Joseph 
R.  Canion  because  he  persisted  too  long 
in  producing  high-feature/high-cost  com- 
puters when  the  competition  was  cut- 


HOW  COMPAQ  DOES  IT 

Separate  product  and 
geographic  regions  have 
their  own  business  models. 
Top  management  meets  monthly  to  monitor 
the  units  and  allocate  resources. 

Shipments  have  soared,  but 
not  hiring.  Result:  outstand- 
ing productivity — sales  of 
$713,000  per  employee  vs.  $383,000  at  Dell. 


A  just-in-time  supply  chain 
cuts  inventory  and  manufac- 
turing costs.  More  PCs  are 
being  built  to  order — not  for  the  warehouse. 


PRECISION 
LOGISTICS 


DESIGN  IN 


Engineers  work  with  manu- 
— ,.y..jpr.T.—  facturing  and  purchasing  to 
■  -  ■  -  ^  make  sure  parts  are  shared 
across  product  lines. 


CUT  YOUR 
LOSSES 


When  a  product  or  market- 
ing approach  isn't  paying 
off,  kill  it  fast.  For  example, 
last  year  laser  printers  got  the  ax. 

Having  the  right  products  at 
the  right  price  is  better  than 
sf  being  first.  That's  how  Com- 
paq went  from  nowhere  to  No.  1  in  note- 
books. Extensive  market  research  helps.  So 
does  common  sense. 


IH  By  the  end  of  next  year,  he  hopes  to  build  every  PC  to  order 


ting  prices.  Rosen  says  that's  unlikely  to 
happen  again:  "Fortunately,  the  two-by- 
four  that  hit  us  in  1991  is  still  indelibly 
etched  in  our  foreheads." 

As  it  should  be.  After  all,  there's  noth- 
ing inherently  unique  to  Compaq's  prod- 
ucts or  marketing  strategy.  If 
the  company  has  a  secret  for- 
mula, it's  on  the  execution 
front.  Pfeiffer's  first  priority  on 
taking  the  helm  was  to  cut 
costs  and  prices,  not  come  up 
with  some  brilliant  new  engi- 
neering feat.  Compaq  now  pores 
through  heaps  of  market  re- 
search before  developing  a  new 
product.  Marketing  then  comes 
up  with  a  price  target  and  calls 
in  manufacturing,  engineering, 
and  sales  to  hash  out  the  best 
combination  of  features  and 
components  to  meet  it. 
BIG  BET.  That's  the  formula 
Compaq  used  to  develop  the 
ProSignia  vs  server.  Market- 
ing saw  a  big  opportunity  for  a 
server  costing  only  5%  to  10% 
more  than  a  desktop  PC.  Engi- 
neering and  manufacturing 
scrapped  expensive  features 
such  as  high-end  graphics, 
while  adding  critical  software 
to  manage  networks.  And  they 
wrangled  a  good  deal  on  a  key 
chip  from  Advanced  Micro  De- 
vices Inc.  The  result:  Compaq 
figures  the  ProSignia  will  help 
double  its  share  of  the  PC-serv- 
er market  this  year. 

A  product's  success  can  back- 
fire, though,  if  the  supplier  can't 
meet  demand,  as  Compaq 
knows  only  too  well.  "Last  year,  we  could 
have  gi-own  20%  to  30%  more  than  we 
did  [in  servers],"  says  systems  division 
chief  Gary  Stimac.  To  avoid  such  supply 
shortfalls  this  year,  Compaq  is  investing 
$110  million  to  boost  factory  capacity. 
The  company  also  can't  afford  to  overes- 
timate a  product's  appeal.  Guess  too  high, 
and  it  risks  falling  back  to  earth  under 
the  weight  of  excess  inventory  like  so 
many  other  former  PC  juggernauts.  As  it 
is,  Compaq  carries  almost  $1  billion  in 
finished-goods  inventory.  That's  70  days' 
worth,  twice  that  of  Dell. 

Compaq  is  betting  big  on  a  new  logis- 
tics system  to  avoid  that  fate.  Come 
July  1,  it  will  begin  building  PCs  to  order 
fi'om  a  huge  stockpile  of  parts.  It  opened 
a  sprawling  Houston  warehouse  in  mid- 
May  where  suppliers  will  store  and  own 
their  goods  until  parts  are  ordered  by  a 
Compaq  assembly  plant.  By  the  end  of 
next  year,  says  Gregory  Petsch,  senior 
vice-president  for  operations,  Compaq 
should  be  building  every  PC  to  order. 

Few  companies  have  the  major-league 
clout  to  make  such  demands  on  suppli- 


SiTION  PROCESSING 


Ri  i<;iMF<;<;  wFFic/ii  iiY  1 1  100/ 1A1 


hformation  Processin 


ers.  But  Compaq  is  increasingly  calling 
the  shots  with  industry  powerhouses. 
Most  PC  makers,  for  example,  simply 
shove  the  latest  feature  from  Microsoft 
Corp.  and  Intel  Corp.  into  their  ma- 
chines. Compaq  is  one  of  the  few  bold 
enough  to  break  from  the  pack:  All  of 
its  PCs  include  software  that  improves 
the  way  Microsoft's  Windows  manages 
files.  Compaq  also  doesn't  slap  the  "Intel 
Inside"  sticker  on  its  PCs— it  would  rath- 
er promote  its  own  name.  Besides,  it's 
not  always  Intel  inside.  In  January,  Com- 
paq told  Intel  that  it  will  also  buy  fi'om 
Advanced  Micro  Devices.  "Here's  a  com- 
pany that's  actually  talked  back  to  Intel," 
says  analyst  Martin  Reynolds  with  mar- 
ket researcher  InfoCorp. 
LAST  FRONTIER.  But  much  to  the  relief  of 
its  rivals,  Compaq  is  not  abandoning  the 
Intel/Microsoft  standard.  Compaq's  suc- 
cess "supports  the  business  model  all  of 
us  have  been  pushing— standards-based 
computing,"  says  Safi  U.  Qureshey,  pres- 
ident of  PC  maker  AST  Research  Inc.  To 
push  the  PC  standard  forward,  Compaq 
has  become  the  quintessential  facilita- 
tor. For  example,  it's  at  the  forefront 


of  efforts  with  Microsoft  and  others  to 
push  Plug  and  Play  standards  that  will 
make  it  easier  for  consumer's  to  operate 
peripherals. 

That's  because  Pfeiffer  is  determined 
to  move  into  the  last  frontier  of  the  PC . 
industry:  the  home.  Compaq  has  been 
publicly  silent  amid  all 
the  Information  Super- 
highway hoopla,  but  it 
has  been  quietly  talking 
with  potential  partners 
from  edutainment-soft- 
ware makers  to  telephone 
companies  about  making 
the  PC  the  center  of  a 
range  of  consumer  appli- 
ances. Pfeiffer's  vision:  to 
churn  out  all  shapes  and 
sizes  of  PCs  in  the  next 
few  yeai's,  including  mod- 
els that  can  double  as 
telephones  or  cable-ready  TV  sets. 

It's  all  part  of  a  concept  the  company 
calls  "lifestyle  computing."  An  array  of 
PC-like  products  will  be  geared  for  a 
particular  room— a  gadget,  say,  for  the 
kitchen  with  hands-free  phoning,  a  ster- 


COMPAQ'S  MARKET 
MOMENTUM 


COMPAQ 

PC  MARKET  SHARE 
FOR  FIRST  QUARTER  - 
THROUGH  U.S.  DEALERS 


eo-equipped    box    with  high-quaij 
graphics  for  the  kid's  room,  or  a  \r- 
screen  PC-TV  for  the  living  room.  Sig 
Pfeiffer:  "The  PC  is  cutting  across 
entire  marketplace— from  the  consur 
to  the  corporation." 

With  all  these  projects  under  w 
Compaq  could  be  stret 
ing  its  resources  thin, 
new  Elite  notebook 
for  example,  was  s 
posed  to  ship  a 
months  ago  but  is  j 
going  out  the  door  n^ 
having  been  plagued 
startup  glitches.  Tr 
this  can't  be  conside; 
a  significant  blooper.  [ 
if  Compaq  wants  to 
come  the  ruler  of 
Computerdom,  it  can't 
ford  many  such  mistal 
After  all,  it  wasn't  too  long  ago  t 
IBM  was  King  Computer,  and  look  w 
happened:  It  got  pushed  aside  by 
upstart  Compaq. 

By  Peter  Burroivs  in  Houston,  u 
bureau  reports 


IBM  — 


AN  ARMADA— OR  MAYBE  JUST  A  F10TILLA 


Six  feet  tall  and  weighing  up  to 
1,000  pounds,  Compaq  Computer 
Corp.'s  latest  product  is  hardly 
what  you  would  expect  from  a  PC  com- 
pany. But  as  its  code  name,  the  Arma- 
da, suggests,  Compaq  is  out  to  con- 
quer new  worlds:  namely,  the 
corporate  market  of  mainframes  and 
minicomputers  long  dominated  by  IBM 
and  Digital  Equipment  Corp. 

The  name  Armada,  however,  may 
be  a  bit  too  grandiose.  The  system  is 
little  more  than  a  metal  rack  stuffed 
with  Compaq's  Proliant  server  PCs  re- 
packaged to  slide  in  like  drawers.  Its 
big  appeal  is  convenience— something 
Compaq  bets  will  draw  companies  that 
are  struggling  to  get  a  handle  on  the 
wild  proliferation  of  PCs  and  networks. 
"With  high-speed  networks  all  over  the 
place,  companies  want  to  consolidate 
all  their  servers  in  one  place,"  says 
Senior  Vice-President  Gary  Stimac. 
FAT  MARGINS.  If  he's  right,  that  could 
mean  demand  for  lots  of  turbocharged 
'lardware.  The  new  server— a  fully- 
loaded  system  costs  over  $100,000— 
provides  cushy  gross-profit  margins  of 
50%,  nearly  twice  the  margins  of  Com- 
paq's existing  servers  and  almost  four 
times  what  it  gets  for  desktop  PCs. 
Which  is  why  IBM,  for  one,  doesn't 
want  to  lose  any  more  corporate  ac- 


STIMAC:  MOMENTUM  IS  ON  HIS  SIDE 


counts.  "IBM  is  coming  on  strong"  with 
a  new  low-end  server,  says  Interna- 
tional Data  Corp.  analyst  Susan  Fran- 
kel.  But,  she  adds,  "I  don't  see  anyone 
taking  momentum  from  Compaq." 

Momentum  is  one  thing.  Supporting 
the  entire  computing  operation  of  a 
big  company  is  another.  To  be  able  to 
do  that,  Compaq  is  investing  some  $40 
million  this  year  to  develop  a  range 


of  sales  support  services  and  to  r 
train  dealers  to  handle  complex  co 
porate  jobs.  "I  just  don't  see  a  PC  r 
seller  understanding  how  to  sell  thi; 
says  Neal  B.  Ebert,  manager  of  tec 
nology  product  development  with  Ba 
ter  Healthcare  Corp.  Ebert  got  ' 
servers  from  Compaq,  but  the  de 
didn't  go  through  until  the  compai 
agreed  to  support  Baxter  directly.  It 
a  demand  Compaq  will  hear  more  c 
ten.  "If  this  box  goes  down,  hospita 
don't  get  their  supplies,"  Ebert  say 
"That's  different  fi'om  losing  your  late 
word-processing  document." 

To  convince  other  skeptics,  Comp; 
may  have  to  become  more  like  tl 
computer  behemoths  it  is  trying  to  di 
place.  For  example,  it  may  add  sal 
and  support  divisions  with  experti: 
in  vertical  markets,  from  education 
health  care— something  IBM  already  c 
fers  big  customers.  But  Compaq  CI 
Eckhard  Pfeiffer  acknowledges  th 
"this  is  new  territory,  and  we  need 
figure  out  many  pieces  of  the  puzzle 

They'll  have  to  figure  it  out  fa.st. 
Compaq  can't  persuade  corporate  c 
ents  that  it  can  handle  the  suppo 
customers  are  sure  to  demand,  it  w 
need  more  than  an  Armada  to  conqu- 
this  new  world. 

By  Peter  Burrows  in  HousU 
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RST  GUTENBERG, 
9W  BENNY  LANDA? 


"digital  offset"  technology  is  shaking  up  the  printing  industry 


I  enzion  "Benny"  Landa  has  just  be- 
k  come  one  of  the  richest  men  in 
*  Israel.  His  family  trust  holds  more 

70%  of  the  shares  in  a  company 
went  public  in  May  with  a  market 
.tion  of  $1  biUion.  It  took  17  years 
ike  his  dream  come  true,  and  now 
a  has  taken  his  family  on  vacation 
e  wilderness  of  British  Columbia, 
e  his  cellular  phone  is  out  of  range 
dlization.  Time  to  relax.  Yet  there 
,  at  a  roadside  pay  phone,  talking 
a  i-eporter  about  his  favorite  topic: 
ing  technology.  Inks,  plates,  docu- 

feeders,  image  processors, 
nda,  a  47-year-old  who  grew  up  in 
la,  Canada,  may  be  a  bit  obsessive 
:  printing,  but  look  where  it  has 
n  him.  When  Indigo  of  Rehovot,  Is- 

went  pubhc  in  the  U.  S.  on  May 

was  the  biggest-ever  initial  public 
ng  of  an  Israeli  company.  Investors 

wowed  by  a  computer- 
oiled  printing  technology 
1  Landa  invented  called 
al  offset  color." 
ER'S  CHOICE.  The  images 
Indigo  produces  are  not 

as  good  as  those  of  a 
mtional  offset  press,  but 
:-e  close  enough  to  satisfy 
tierging  market  for  short- 
fast-turnaround  printing 
lor  brochures,  catalogs, 
iocuments.  State  Street 
ultants,  a  Boston-based 
estimates  that  there  is  a 
up  demand  for  $25  bil- 
vorth  of  short-run,  high- 
ly color  printing  in  the 

alone.  To  get  an  idea  of 

many  machines  that 
i  represent,  figure  that 

one  might  produce  $1 
in  to  $2  million  worth  of 
ed  materials  per  year, 
nda  has  his  sights  set 
5r  than  the  short-run 
et,  however.  With  faster 
ing  speeds,  he  believes, 
o's  technology  will  al- 
even  large-circulation 
izines  to  customize  their 
ing  economically,  so  each 


reader  can  receive  a  per- 
sonalized set  of  articles  and 
advertising.  That  would 
land  Landa  in  nearly  every 
segment  of  printing.  "By 
the  end  of  the  decade,"  he 
predicts,  "there  will  be  per- 
sonalized printing  of  news- 
papers and  magazines.  We 
will  lead  that.  We  expect 
to  remain  alone  with  digital 
offset  color." 

Hmm.  Indigo,  the  Stan- 
dard Oil  of  printing?  Per- 
haps not.  But  even  if  you 
don't  swallow  Landa's  prog- 
nostication whole,  it's  clear  that  Indigo  is 
tapping  an  underserved  market  for  cus- 
tomized color  printing.  With  its  time- 
consuming  preparation  of  metal  plates, 
conventional  offset  doesn't  make  sense 
for  full-color  runs  of  less  than  several 


LANDA:  SUDDENLY,  ONE 
OF  ISRAEL'S  RICHEST  MEN 


thousand.  And  to  date,  color  copiers  and 
laser  printers  aren't  sharp  enough  or 
fast  enough.  They  do  only  a  few  pages  a 
minute,  vs.  30  for  Indigo. 

The  key  to  Indigo's  E-Print  1000  ma- 
chine is  its  specially  formulated  ink.  The 
ink  becomes  a  plastic  film  when  it  hits 
the  heated  "blanket"  cylinder  (chart). 
The  film  then  transfers  cleanly  to  the 
paper,  leaving  the  blanket  ready  for  a 
fi-esh  impression  of  ink.  In  other  words, 
each  successive  page  can 
be  different  from  the  one 
l)efore— the  ultimate  in 
short-run  custom  printing. 
In  a  conventional  offset 
press  with  ordinary  inks, 
resetting  plates  and  clean- 
ing blankets  for  new  pages 
can  take  up  to  an  hour. 
"HAPPY  AS  HELL."  Early 
customers  are  enthusiastic. 
Take  Anthony  Cannata  Sr., 
president  of  A.  C.  Color 
Lab  Inc.  in  Cleveland.  Can- 
nata says  that  since  he  in- 
stalled two  Indigo  E-Print 
1000  machines  on  May  15, 


[ 


SOMETHING  NEW  IN  PRINTING 


Indigo's  color  printing 
handles  shorter  runs— o 
the  ink.  None  of  it  stick 
so  the  roller  can  produ 
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job  orders  have  poured  in  from  beyond 
his  traditional  metro  Cleveland  service 
area— from  Connecticut,  Michigan,  and 
Washington  State.  A  publisher  recently 
ordered  10  copies  of  a  32-page  mock-up 
of  a  magazine.  Cannata  says  he  got  the 
Macintosh  computer  file  at  10 
a.m.  and  had  the  copies  done 
by  2  p.m.  Although  the  two 
machines  cost  him  $842,000, 
he  says  they're  already  earn- 
ing their  monthly  payments. 
"I'm  happy  as  hell,"  he  says. 

Indigo's  product  may  be 
hot,  with  shipments  to  date 
of  more  than  45  machines. 
Whether  the  company  merits 
a  market  value  of  $1  billion 
is  another  matter.  Investors 
are  having  qualms.  The  5  mil- 
lion-share IPO  was  oversub- 
scribed, with  orders  placed 
for  20  million  shares.  That's 
usually  a  sign  that  the  stock 
will  jump  after  the  opening. 
Instead,  it  has  dropped  from 
20  to  around  14,  lowering  the 
market  value  to  about  $700 
million.  One  concern  of  share- 
holders is  that  superinvestor 
George  Soros,  who  injected 
$50  million  into  the  company 
while  it  was  still  private,  is 
entitled  to  receive  additional 
shares  if  the  market  value 
doesn't  reach  $1,768  billion  by 
the  end  of  1996.  Landa  says 
the  provision  is  irrelevant  be- 
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'Vnequaled 


It  is  New  York's  legendary 
private  hotel  and  residence 
of  world  leaders  in  the  arts 
and  business.  The  Sherry- 
Netherland  on  Central  Park 
at  Fifth  Avenue  and  59th 
Street  offers  more  than  the 
city's  best  address.  Its  lobby 
modeled  on  the  Vatican 
library,  Italian  Renaissance 
paneled  elevators,  65  indi- 
vidually decorated  rooms 
and  suites,  served  by  a  staff 
of  120,  reflect  The  Sherry's 
discerning  clientele. 

SH€RRY~N€TH€RLAND 

781  Fifth  Avenue,  N.Y.,  NY  10022 
Reservations:  800-247-4377 
212-355-2800  •  Fax  212-319-4306 


PREUBUT  COUCH  POTAIQES 
WHIlfMHESnLi 
SMAII  FRIES. 


Start  encouraging  good  habits  now  like  exercise  and  a  low-fat  diet. 
You  could  save  wear  and  tear  on  your  child's  heart.  And  on  your  chair. 
You  can  help  prevent  heart  diseas  ■  and  stroke.  We  can  tell  you  how. 
Call  1-800-AHA-USAl.  ^ 

American  Heart  Association^ 

This  space  provided  as  a  public  service.  ©1993,  American  Heart  Association 


cause  "it's  a  sure  bet"  that  Indigo's  mf- 
ket  value  will  clear  the  hurdle. 

That  sure  bet  may  not  take  adequ; 
account  of  the  competition.  Indigo  ha: 
stockade  of  130  U.  S.  patents,  but  it  is 
the  only  company  going  after  short-n 
high-quality  color  printing.  Some,  sl 
as  Xerox,  Canon,  Eastman  Kodak,  : 
Belgium's  Xeikon,  are  working  on 
rography— using  the  dry  toners  fot; 
in  conventional  copiers  and  laser  pri 
ers.  Others,  led  by  Germany's  Heic 
berg,  are  speeding  up  printing-pn 
technology,  mainly  by  automating  pr 
aration  of  inked  plates. 
ON  A  ROLL.  Indigo's  closest  competi 
may  be  Xeikon's  DCP-1  digital  press, 
runs  faster  because  it's  fed  by  a  roll 
stead  of  separate  sheets  and  can  pr 
on  both  sides  at  once.  Indigo  claims  t' 
its  liquid  ink  gives  better  resolution  tl 
Xeikon's  powdered  toner,  but  so: 
printers  say  the  quality  is  comparabl 

Over  the  long  term,  look  out  for  1 
big  copier  companies.  In  April,  Xei 
Corp.  showed  prints  fi-om  an  experim 


Indigo  doesn't  lack  for  rival 
Xerox,  Canon,  Eastman 

Kodak,  and  Belgium's  Xeikc 
are  nipping  at  its  heels 


tal  printing  "engine"  that  it  said  w( 
difficult  to  distinguish,  even  under  a 
croscope,  from  offset  documents.  1 
company  also  showed  an  engineer] 
model  of  a  production-speed  print 
Xerox  declines  to  say  when  it  mi^ 
reach  market. 

Analyst  David  S.  Nelson  of  Lehn 
Brothers  Inc.  says  serious  competition 
Indigo  is  several  years  away.  Nels 
who  is  recommending  Indigo  shar 
sees  the  company's  sales  rising  from 
million  in  1993,  when  shipments  beg 
to  $82  million  this  year  and  $238  mill 
in  1995.  On  the  other  hand,  Nelson  n 
not  be  entirely  impartial:  His  firm  v 
the  lead  underwriter  on  the  Indigo  I 
Lehman  spokesman  Steven  H.  Faij 
says  the  firm's  analysts  make  their  fo 
casts  independently. 

Whether  or  not  Landa  can  live  up 
his  underwriters'  expectations,  he  1 
galvanized  a  printing  industry  that  is 
known  for  rapid  change.  "To  me," 
says,  "the  satisfaction  isn't  the  mon 
Creating  an  upheaval  in  a  major  ind 
try  is  what  I  get  my  thrill  from." 
that  standard,  he  is  already  a  succes 

By  Peter  Coy  in  Neiv  York  and  N 
Sandler  in  Jerusalem 


^velopments  to  Watc 


BY  PETER  COY 


TERDArS  DRILLING  RIG 
ODAY'S  FISH  FARM 


I 


n  the  Gulf  of  Mexico, 
where  the  fishing  in- 
dustry's net  profits  have 
been  sinking  for  years, 
a  maker  of  commercial 
nets  and  researchers 
from  Massachusetts  In- 
stitute of  Technology 
have  come  up  with  a 
new  angle:  oil-rig  aqua- 
culture.  The  idea  is  to 
keep  commercially  bred 
fish  inside  a  tent-shaped 
net  that's  attached  at 
the  top  to  the  upper 
irm  of  the  rig  and  at  the  bottom  to  the  rig's  pilings  on 
3a  floor.  The  tents  contain  much  more  water  than  conven- 
aquaculture  pens,  so  more  fish  can  be  raised.  Also,  be- 
they  are  in  the  open  ocean,  the  water  circulation  is  bet- 
•r  the  fish  than  in  shoreline  or  land-based  pens, 
y^ond  that,  fish  farming  is  a  good  use  for  scores  of  aban- 
i  or  dormant  oil  rigs,  says  Gary  Loverich,  vice-presi- 
for  research  and  development  at  NET  Systems  Inc.  on 
)ridge  Island,  Wash,  net  Systems  and  mit's  Sea  Grant 
•am  are  developing  the  idea  with  the  help  of  a  Commerce 
,  grant. 


IE  AND  TEA: 

T  THE  THING  TO  REFRESH  SOIL 


entists  in  Japan  have  found  a  way  to  lower  the  acidity  of 
)il  with  the  help  of  a  bacterium  they  found  in  the  earth  of 
lantations.  The  rod-shaped  Flavobactetium  ST-3991,  which 
soil  yellow,  appears  to  create  a  protein  that  simultaneous- 
A'ers  soil  acidity  and  absorbs  harmful  aluminum  ions, 
duminum  ions  are  created  when  acidic  soil  breaks  down 
num  oxides. 

e  work  was  performed  by  a  joint  research  team  from 
loka  University's  Agi'iculture  Dept.  and  the  Kanagawa 
["onmental  Research  Center.  The  researchers  say  the 
'bacterium  could  reduce  plant  damage  fi"om  aluminum 
at  the  same  time  that  it  amplifies  the  effectiveness  of 
which  is  ordinarily  used  for  neutralizing  acidic  soils. 
Souta,  a  Kanagawa  researcher,  says  it  could  also  neutral- 
:idic  ponds,  making  them  usable  for  irrigation. 


i  THE  OIL  INDUSTRY, 
ATABASE  WITH  SPILUCHECKER 


figure  out  the  best  way  to  clean  up  oil  spills,  scientists 
■e  spending  their  days  at  the  pool.  At  Battelle  Ocean  Sci- 
i  Laboratory  in  Duxbury,  Mass.,  they  are  building  a 
hnut-shaped  tank  with  a  29-foot  circumference,  complete 
artificial  beaches  to  measure  the  effect  of  wind,  temper- 
!,  waves,  and  currents  on  various  grades  of  oil  and  oil 
acts.  For  example,  heavy  crude  oil  from  Alaska  will  be- 
differently  than  lighter  Middle  East  oil. 
ita  gleaned  from  the  tank  tests,  as  well  as  fi'om  lab  tests 
actual  spills,  will  go  into  an  oil-weathering  database. 


Eventually,  data  from  a  future  oil  spill  could  be  plugged 
into  a  computer  program  to  indicate  within  minutes  the 
best  cleanup  solution:  burning,  chemical  treatment,  or  phys- 
ical cleanup.  A  basic  computer  model  and  testing  methods 
were  developed  by  IKU  Petroleum  Research  in  Norway,  a  di- 
vision of  the  SINTEF  group,  a  research  organization  much  like 
Battelle.  The  Marine  Spill  Response  Corp.,  a  Washington 
(D.  C.)  nonprofit  organization  funded  by  the  oil  industry, 
contracted  Battelle  to  build  the  tank  and  use  iKu's  technolo- 
gy to  collect  data. 


IBM  SERVES  UP  A  WHOPPER 
OF  A  MAGNETIC  SANDWICH 


ow  many  digital  characters  can  sit  on  a  magnetic  thumb- 
tack? About  100  million,  says  IBM.  Rivals  thought  Big 
Blue  was  blowing  smoke  last  year  when  it  predicted  that  so- 
called  giant  magnetoresistance  (GMR)  technology  could  produce 
thumbtack-size  computer  disk  drives  with  100-megabyte  capac- 
ities—enough to  hold  more  than  100  novels— by  decade's  end. 
Now,  it  looks  as  if  IBM  was  being  conservative. 

Researchers  at  IBM's  Almaden  Research  Center  near  San 
Jose,  Calif.,  have  just  unwrapped  a  so-called  "read/write  head" 
that  promises  to  stuff  at  least  20  times  as  much  data  onto  a 
hard  disk  as  today's  best  technology  can.  The  current  gold 
standard  was  also  developed  by  IBM,  in  1991,  using  ordinary 
magnetoresistance— similar  but  less  potent.  Since  then,  hard- 
disk  capacity  has  been  surging  by  60%  a  year,  according  to 
market  researcher  Disk/Ti-end  Inc. 

Commercial  versions  of  the  experimental  CMR  heads,  IBM 
says,  will  sense  10  billion  magnetic  dots  per  square  inch.  The 
heads'  secret  is  an  ultrathin  sandwich  of  silver  between  mag- 
netic nickel-iron  "bread."  Normally,  the  magnetic  particles  in 
the  bread  repel  each  other.  But  baking  the  sandwich  and  ex- 
posing it  to  a  magnetic  field  causes  the  particles  to  face  the 
same  direction  (BW— Apr.  18).  That  makes  the  material  far 
more  efficient  at  detecting  magnetic  spots. 


I'VE  FALLEN  AND  I  CAN'T 
...OH,  NEVER  MIND' 


Researchers  at  Penn- 
sylvania State  Uni- 
versity have  developed 
a  new  design  for  floors 
that  they  say  could  dra- 
matically limit  fall-relat- 
ed injuries  in  older 
adults. 

The  new  floor  is  firm 
enough  to  withstand  or- 
dinary walking.  But  it 
"gives,"  or  buckles,  if  a 
person  falls,  with  the 
surface  conforming  to 
the  part  of  the  body  that 
hits  it.  The  floor  is  made  up  of  two  layers  of  an  elastic  mate- 
rial called  urethane  elastomer,  with  the  layers  separated  by 
columns  made  of  the  same  stuff.  Thus  it  sags  a  bit  under  the 
weight  of  a  heavy  person  or  machine.  At  $7  to  $10  a  square 
foot,  it  costs  up  to  four  times  as  much  as  ordinary  flooring,  so 
it  would  be  used  mainly  in  nursing  homes  for  people  at  high 
risk  of  falling.  The  Penn  State  team  is  developing  a  prototype 
that  will  be  installed  next  spring  in  a  central  Pennsylvania 
nursing  home. 
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Investing 


TAKING  THE  WRAPS 
OFF  WRAP  ACCOUNTS 


Stuart  Daly,  a  broadcast- 
ing executive  who  lives 
in  New  York,  admits 
feeling  pretty  "smug"  about 
his  investing  acumen.  Three 
years  ago,  he  signed  up  with 
a  private  money  manager, 
Brandes  Investment  Partners, 
through  Dean  Witter 
Reynolds'  fee-based  consult- 
ing service,  and  has  enjoyed 
returns  averaging  21%  a  year. 

Does  he  care  that  Dean 
Witter  charges  as  much  as  3% 
a  year  for  what  is  known  as  a 
wi"ap  account?  Not  with  those 
kinds  of  returns,  though  he 
concedes  it  will  hurt  to  pay 
the  fee  (which  he  nego- 
tiated  down)   if  he 
doesn't   make  any 
money  this  year. 
"But  look,  I'm  not 
naive,"  Daly  says. 
"I  know  there  are 
ups  and  downs  in 
the  market,  and  I'm 
confident  it  will  re- 
cover, given  some 
patience." 

Daly  certainly 
doesn't  sound  like  a 
dupe.    But    he  has 
bought  one  of  the  most 
controversial  — and 
fastest-growing— fi- 
nancial programs  of 
the  '90s.  To  make 
sure  he  and  every 
other  investor  who  buy 
a  wrap  account  know 
what  they're  getting  into, 
federal  regulators  recently 
issued  new  consumer-dis 
closure  rules.  As  of  Oct.  1, 
program  sponsors  must  sup- 
ply new  brochures  to  pros])ec- 
tive  wrap-fee  clients.  Among 
other  points,  the  documents 
must  state  that  the  program 
may  cost  more  than  it  would 
have   if  the   investor  had 
bought  the  services  separately. 

Wrap  accounts  are  offered 
by  all  the  largest  brokerages 


as  well  as  many  smaller  1: 
ker-dealers,  banks,  and  mut 
fund  firms.  In  them,  brok( 
often  renamed  "investment 
visers"  or  "financial  con; 
tants,"  match  clients  with 
vate  money  managers 
increasingly,  mutual  fun( 
shaving  as  much  as  3%  of 
sets  a  year  to  cover  the  m 
ager's   fee,   all  transact 
charges,  and  the  ongoing 
vice  and  account  monitor 
that  brokers  provide. 
MOVING  ASSETS.  That  n 
sound  like  a  lot  of  ser\ 
for  one  fee— and  it  may 
well  worth  the  price, 
pending  on  how  much  h  | 
you  need  and  get  from  y 
broker  and  how  activ 
traded  your  account  is 
the  bottom  line  is  that  n 
people  are  paying  the 
year  after  year  for 
range  of  services  tl 
may  only  need  the  fi 
year.  If  you  just  want  j  j 
fessional  money  mana 
ment,  you  should  be  a 
to  get  it  more  economi 
ly  by  purchasing  a  mut 
fund,  even  if  you  pa; 
one-time  sales  charge 
4%  or  5%  for  a  brokei 
help  you  pick  one. 

The   many  critics 
wrap  programs  have  b  ~ 
arguing  just  that  for  ye; 
and  yet  money  has  flov 
into  the  programs  at 
even  faster  rate  than  i 
mutual  funds.  Assets  gi 
45%  from  Mar.  31,  1993 
Mar.  31,  1994,  according 
Cerulli  Associates,  a  I 
ton     financial-consult  j 
firm,  and  show  no  sign: 
slowing  down  despite 
current  market  volatil 
In  contrast,  mutual  fu 
I       grew  at  a  rate  of  ab 
25%,   and   asset  fk 
slowed  as  soon  as 
markets     got  di( 
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t  the  Securities  &  Ex- 
^e  Commission  has  been 
hing  wraps  closely  for 
;  and,  though  there  have 
few  complaints  from  in- 
rs,  it  passed  rules  creat- 
le  new  brochure  on  Apr. 
jcurities  finns  claim  they 
de  this  information  al- 
'  but  admit  it  wasn't  all 
e  place  in  an  easy-to-di- 
format.  "They're  just  re- 
iging  the  disclosure," 
Richard  Grabish,  manag- 
AG  Edwards'  private  and 
ess  client  services, 
e  document  is  designed 
lake  sure  consumers 
■stand  the  full  scope  of 
rograms  and  get  the  ser- 
:hey  are  paying  for.  But 
may  prove  most  useful 
eople  who  are  compar- 
programs.  Firms  now 
to  address  directly  a  few 
ireas  that  have  inspired 
lost  criticism, 
'st  and  foremost:  fees, 
brochure  will  do  more 
lay  out  the  fee  schedule. 
1  state  what  portion  goes 
;  money  manager— usual- 
Kit  1%.  For  investors  at- 
id  to  the  program  pri- 
y  because  of  the  appeal 
Laining  a  private  money 
ger,  it  will  be  clear  that 
lulk  of  the  fee  goes  to 
rokerage  firm, 
i  A  DEAL.  Sponsors  are 
•ed  to  say  if  the  fees  are 
iable.  Brokers  often  re- 
the  3%  stated  fee  for 
accounts  or  under  pres- 
from  the  investor.  In 
the  average  fee  is  about 
says  Cerulli  Associates, 
the  brochure  says  the 
ire  negotiable,  negotiate. 
3  brochure  will  also  say  if 
are  hidden  fees.  These 
Tobably  not  significant 
re  worth  knowing  about, 
xample,  if  a  private  man- 
has  part  of  the  portfolio 
money-market  fund,  the 


QUESTIONS  TO  ASK  A  BROKER 


►  what  percentage  of  your  business  comes  from  providing 
fee-based  consulting  services?  (Should  be  at  least  35%.) 

►  How  long  have  you  been  in  this  line  of  business?  (Should 
be  seven  years  or  more.) 

►  What  ongoing  support,  research,  and  oversight  does  your 
firm  provide? 

►  Can  1  see  a  sample  research  report  on  a  money  manager 
to  see  how  thorough  your  firm  is? 

►  What  additional  training  have  you  received  both  from 
your  firm  and  from  outside  sources? 

►  Have  you  obtained  any  professional  designations? 
Accreditations,  such  as  Certified  Investment  Management 
Consultant  (CIMC)  or  Certified  Investment  Management  Ana- 
lyst (CIAAA),  are  catching  on. 

DATA:  BUSINESS  WEEK 


investor  will  still  have  to  pay 
the  fund's  costs. 

Another  area  of  contention 
is  how  the  broker  goes  about 
choosing  the  money  manager. 
Disclosure  required  in  the 
brochures  explains  how  port- 
folio managers  are  chosen  to 
participate  in  the  firm's  pro- 
gram, and  from  that  limited 
list,  specific  ones  are  select- 
ed for  clients.  Firms  should 
have  "due  diligence"  systems 
set  up  to  monitor  these  man- 
agers, and  you  can  use  this 
section  in  the  brochure  to 
compare  programs.  Find  out 
under  what  conditions  the 
firm  will  replace  a  manager. 
Check  to  see  if  they  conduct 
their  own  research  or  buy  it 
from  outside  companies.  Be- 
fore you  choose  a  program, 
ask  to  see  a  sample  report  on 
a  manager  so  you  can  com- 
pare the  quality  and 
thoroughness  of  the  research. 

Firms  must  also  disclose 
how  the  manager's  perfor- 
mance numbers  are  calculat- 
ed. Total-return  figures  in  pri- 
vate money  management  are 
notoriously  easy  to  play  with, 
and  there  are  no  universally 


used  standards  for  reporting 
performance  numbers  as 
there  are  with  mutual  funds. 
Money  managers  are  famous 
for  cherry-picking  their  best 
accounts  or  justifying  poor 
performance  by  comparing 
their  numbers  to  some  ob- 
scure index.  If  the  firm  does 
not  use  the  same  standards 
to  calculate  returns  for  all 
managers,  the  brochures  re- 
quire they  say  so.  Be  wary 
of  these  numbers  in  any  case. 

A  key  nugget  of  disclosure 
lets  investors  know  they  have 
a  right  to  consult  directly 
with  the  money  manager.  If 
there  are  restrictions,  the 
fiiTn  must  spell  them  out.  For 
example,  you  may  have  to 
contact  your  broker  before  go- 
ing to  the  manager.  The  bro- 
chure will  also  tell  you  how 
much  information  about  you 
will  be  passed  on  to  the  mon- 
ey manager.  This  will  give 
you  an  idea  just  how  "individ- 
ualized" your  account  can  be. 
If  you  don't  intend  to  seek 
personal  attention,  you  might 
as  well  be  in  a  mutual  fund. 

Wrap  programs  make  clear 
sense  in  some  cases.  First,  if 


there  is  a  private  money  man- 
ager you  like,  it  may  be  the 
only  way  you  can  have  access 
to  his  or  her  services.  Many 
such  managers  require  a  min- 
imum account  size  of  $1  mil- 
lion, while  the  wrap  programs 
often  have  a  $100,000  mini- 
mum. (The  programs  that  use 
mutual-fund  managers  may 
have  minimums  as  low  as 
$25,000.)  Another  reason  to 
go  into  a  wrap  program  is  to 
maintain  a  close  working  rela- 
tionship with  a  particular  bro- 
ker without  worrying  about 
getting  nickel-and-dimed  on 
transaction  charges. 
ON  GUARD.  Whatever  you 
do— make  sure  your  broker  is 
qualified.  This  is  one  area  the 
SEC's  brochure  did  not  address, 
so  you  will  have  to  ask  some 
questions  yourself.  Avoid  bro- 
kers who  do  less  than  35%  of 
their  business  in  fee-based  con- 
sulting programs  or  who 
haven't  been  involved  in  this 
area  for  at  least  seven  years, 
recommends  Bert  Meem,  an 
investment  management  con- 
sultant with  Dean  Witter  in 
New  York. 

Ask  them  what  additional 
training  they  have  received 
in  asset  allocation  and  portfo- 
lio management.  Two  indus- 
try groups  have  developed 
professional  designations 
earned  only  after  undergoing 
training  and  passing  tests.  If 
brokers  boast  a  CiMC  (Certi- 
fied Investment  Management 
Consultant)  or  CIMA  (Certified 
Investment  Management  An- 
alyst), you  can  at  least  be 
sure  they  are  committed  to 
this  line  of  business. 

As  the  new  brochures  will 
make  clear,  wrap-fee  inves- 
tors are  paying  for  personal- 
ized investment  advice.  If 
that's  what  you  want,  make 
sure  you  get  it.  If  you  don't, 
make  sure  you're  not  paying 
extra  for  it.        Aniey  Stone 


WHAT  THE  NEW  BROCHURES  WILL  TELL  YOU 


rhe  program's  fee 
ledule,  including 
lat  portion  goes  to 
!  money  manager 
d  whether  the  fee  is 
□otiable  or  there  are 
iden  charges. 


►  How  the  portfolio 
managers  are  selected 
and  reviewed,  and  the 
circumstances  under 
which  they  will  be  re- 
placed if  they  don't  per- 
form as  expected. 


How  the  performance 
numbers  you've  been 
given  were  calculated, 
and  whether  the  firm 
used  a  uniform  stan- 
dard for  measuring 
returns  of  all  managers. 


►  If  the  program 
sponsor  places  any  re- 
strictions on  your  free- 
dom to  contact  your 
money  manager,  such 
OS  requiring  you  to  call 
your  broker  first. 


►  What  information 
about  you  and  your 
investment  goals  the 
firm  will  pass  on  to  the 
money  manager  and 
how  often  it  will  be  up- 
dated. 
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TECHNOLOGY  THAT 
WORKS  FOR  LIFE 
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Through  commitment, 
innovation  and  an  emphasis 
on  total  quality, 
Samsung  has  become  one 
of  the  world's  fastest 
growing  technology  resources. 
Samsung  is  not  only  on 
the  forefront  of  electronics, 
but  has  received  world- 
wide recognition  for  advances 
in  engineering  as  well. 
Below  are  just  a  few  examples 
of  how  Samsung  quality 
and  technology  are  working 
for  everyone. 

For  more,  write  P.O.  Box  260, 
Ridgefield  Park,  NJ  07660. 
Fax  201-229-6058. 
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ELECTRONICS 

199-gram  cellular  phone 

High-definition  TV 

64IVI  DRAM  semiconductors 

Notebook  PC 

Home  service  robot 

ENGINEERING 

Offshore  oil  and  gas  platform 
Aerospace 

Dozers,  excavators  and  loaders 
Chemicals 


1^ 


ersonal  Business 


u 


ntil  HOW,  alternatives 
to  Chrysler's  minivans 
fell  into  two  camps: 
First  was  a  group  of  rivals 
on  a  par  with  Chrysler's  mod- 
els but  available  only  at  high 
prices  and  in  limited  supply. 
These  included  the  Mercury 
Villager,  Nissan  Quest,  Mazda 
MPV,  and  the  Toyota  Previa. 
Second  were  the  readily 
available,  high-volume  mini- 
vans  that  were  no  match  for 
Chrysler:  Ford's  Aerostar 
was  too  trucklike,  while  Gen- 
eral Motors'  slope-nosed  mini- 
vans  never  caught  on, 
despite  engine  and  trans- 
mission improvements  and 
even  a  modest  nose  job 
this  year.  But  now,  For( 
will  be  making  some  30U,UUU 
Windstar  minivans  a  year, 
with  features  comparable  to 
those  of  Chrysler  vehicles— 
or  slightly  ahead. 

The  all-new  front-wheel- 
drive  Windstar  (which  does 
not  come  in  a  Mercury  ver- 
sion) is  slightly  longer  and 
wider  than  Chrysler's 
stretched        minivans— the 


Autos 


THIS  NEW  MINIVAN 
REALLY  PASSES  MUSTER 


Dodge  Grand  Caravan  and 
Plymouth  Grand  Voyager.  Yet 
it  handles  better.  In  turns, 
both  makers'  minivans  lean 
more  than  a  car  would,  but 
the  Windstar  be-  „^ 
haves  more 


and  the  one  farthest  back 
slides  forward  or  back  seven 
inches  to  give  you  that  little 
extra  space  you  sometimes 
need.  If  vou  want  to  move 


smoothly.  The 
Windstar's  ;18-Iiter  V-6  engine 
is  also  a  bit  less  harsh,  though 
it  offers  less  horsepower:  15.5 
vs.  Chrysler's  162.  Windstar 
also  has  wider  seats  and  a 
shade  more  hauling  capacity. 

For  quick  loading,  the  two 
rear  seat  backs  fold  down 


WINDSTAR:  MOVE 
OVER,  CHRYSLER 

serious  freight,  however,  be 
warned:  Ford  claims  the  two 
rear  seats  are  "easily  remov- 
able." Yeah,  right. 

The  instrument  panel  is 
well  laid  out  and  puts  con- 


trols within  easy  reach  of  .< 
driver.  There's  an  extra  jt 
of  radio  controls  for  passa- 
gers  in  the  second  row.  ir 
case  you  can't  stand  yii 
kids'  taste  in  gangsta  rap,  k 
front  controls  override  th  - 
in back.)  A  nifty  option  is 
automatic  door-lock  switch 
the  rear  door.  So  when  yoi 
unloading  groceries  and  \ 
arms  are  full,  you  no  Ion 
have  to  walk  to  the  drivi 
door  to  lock  up.  Dual 
bags,  antilock  brakes,  and 
justable  shoulder  anchors 
seat  belts  are  standard. 

Skip  the  optional  cei 
console.  Wide  enough 
stow  a  laptop  computei 
blocks  your  path  from 
front  to  rear  seats. 
Windstar's  base  list  pric 
$19,455,  but  the  most  popi 
version  and  its  options  s 
for  $27,350.  That's  sligl 
higher  than  competing  Chi 
ler  models,  but  the  Wind^ 
needn't  apologize  for  its  p: 
tag.  There's  nothing  "coi 
been"  about  it:  This  miniva 
a  contender.         Jim  Ti  ( 


Communications 

FLYING  PHONES 
GET  CHEAPER 
AND  SMARTER 


D 


avid  Bartholomew 
ikes  to  keep  in  touch 
with  his  office  and 
family  when  he  travels— even 
when  he's  in  the  air.  But  al- 
though the  Dallas  real  estate 
executive  inns  up  a  $5,000  an- 
nual phone  bill  on  planes,  he 
isn't  happy  with  the  service. 
"I  often  get  cut  off,"  he 
gripes.  Now,  thanks  to  the 
breakup  of  GTE  Airfone's 
decade-long  monopoly,  Bar- 
tholomew and  others  will  find 
"sky  calling"  friendlier.  They'll 
get  better-quality  calls  and 
added  services. 

Competition  is  already  hav- 
ing an  impact  on  prices.  GTE 
Airfone  has  been  charging  a 
$2.50  setup  charge,  plus  $2.50 
per  minute  for  the  call,  but 
it's  starting  to  offer  deals.  Un- 
der the  new  Home  &  Office 


program,  the  setup  and  per- 
minute  rates  will  run  $1.88 
each  for  two  numbers  a 
customer  picks.  You  can  A 
sign  up  on  the  plane  by  1 
dialing  "0"  or  in  advance  r 
by  calling  800  247-3663.  ^ 
Not  to  be  outdone.  In-   i ' 
Flight  Phone  is  junking  the 
setup  charge  and  going 
with  a  flat  $2  per-minute 
rate.  Claircom  Communica- 
tions is  retaining  a  $2  setup  j 
fee  but  lowering  its  basic  | 
rate  fi'om  $2.50  to  $2  a  min-  | 
ute.  Clairx-om  is  also  giving  \ 
gate  agents  of  Alaska  Air-  \ 
lines  and  Southwest  Airlines 
$10  coupons  to  hand  out. 
By  sending  in  the  cou- 
pon, passengers  enter 
a  sweepstakes  for  a 
free  trip.  If  you're  on  Alas- 
ka and  use  a  Claircom  phone 
to  order  from  the  SkyMall 
catalog,  you'll  get  15%  off. 
FAX  AWAY.  All  the 
competitors  want  to 
turn  planes  into  flying 
offices.  GTE  Airfone 
has  installed 
fax  machines. 
In-Flight's  fax 
system  works  in  conjunction 


CONNECTIONS 
IN  THE  AIR  i 


AIRONE 

McCAVZ/CLAIRCOM 
COMMUNICATIONS 
Northwest,  Alaska, 
Southwest,  American, 
Lufthansa,  Air  France 


s2 


52 


1 


FLIGHTLINK 

MCI/IN-FLIGHT  PHONE 
USAir,  America  West,  Carnival, 
Continental,  Saudia  (Saudi  Arabia), 
Kuwait  Airways,  Taco  (El  Salvador), 
Garuda  Indonesia 
NONE  ^2 

SETUP  COST  PER 

CHARGE  MINUTE 

GENSTAR 

GTE/AIRFONE 
United,  Delta  Shuttle,  TWA,  Sunbird, 
Reno  Air,  British  Airways,  Air 
Canada,  Aero  Mexico,  Mexicono 


S2.50 


52.50 


DATA 
COMPANY  REPORTS 


with  a  paperback-size  sci 
above  the  tray  table 
:  $3,  you  can  type  and 
I  a  message  on  the  sen 
I  using  a  keypad  on 
I  handset  in  the  arm 
For  75C  per  quote,  pas 
gers  can  check  stocks. 
$3,  they  can  play  gar 
At  no  charge,  they 
check  connecting  gate 
foiTnation  or  make  car 
airline  I'eservations. 

And  starting  in  the 
passengers  will  be  abl 
receive  calls  onboard, 
they  have  to  do  is  sy 
their  credit  card  thro 
the  phone  at  their  s 
which  tells  the  ground 
tion  the  person's  flight 
seat  number.  Then 
caller  can  dial  a  toll- 
number  and  get  conn 
ed  to  the  seat. 
If  all  the  innovat 
ii     work  as  planned, 

Jquent  fliers  may  b 
overworked  I 
they'll  long  for 
days     when  t 
.  could  say  to  the  folk 
headquarters:  "I'll  call 
when  I  land."      Mark  Le 
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PFRSONAI  Rli: 


ODUCTION 

ige  from  last  week:  0.6% 
ige  from  last  year:  4.2% 


1967=100  (four-week  moving  average) 


June  18 
195.9 


LEADING 

Chonge  from  last  week:  0.2% 
Change  from  lost  year:  7.9% 
238  


June  18 
237.6 


a 


June  1  1 
194.7 


232  . 


226. 


Oct 
t993 


Feb 
1994 


June 
1994 


214J 


June  1  1 
2371r 


1993 


Oct 
1993 


feb 
1994 


1994 


production  index  rose  in  the  week  ended  June  18.  After  seasonal 
.tment,  electric  power  output  surged,  pusfied  up  by  hot  weather  in  the  east, 
er  output  also  rose.  Production  of  both  outos  ond  trucks  declined,  as  did  output 
lal,  paper,  and  paperboord.  Both  crude-oil  refining  and  rail-freight  traffic  also 
Steel  production  was  unchanged.  Before  colculotion  of  the  four-week  overage, 
idex  rose  to  197.7,  up  from  196.2  in  the  previous  week. 

BW  produclior.  index  copyright  1994  by  McGraw-HNI  Inc 


The  leading  index  increased  in  the  week  ended  June  18.  On  the  plus  side, 
stock  prices  advanced  for  the  fifth  consecutive  week,  and  the  growth  rote  of  prices 
of  row  materials  accelerated.  Offsetting  some  of  those  gains,  bond  yields  rose,  while 
the  poce  of  both  real  estate  loons  and  the  M2  money  supply  slowed.  Business 
failures  and  initiol  jobless  claims  were  not  available.  Before  calculation  of  the  four- 
week  overage,  the  mdex  dipped  to  238.1  from  238,2  in  the  week  before. 

Leading  index  copyright  1  994  by  Center  tor  Internotionol  Business  Cycle  Research 


ODUaiON  INDICATORS 


latest 
week 

Week 
ago 

%  Change 
year  ago 

(6/25)  thous.  of  net  tons 

1,906 

1,917# 

4.4 

5  (6/25)  units 

132,113 

136,765r# 

0.7 

(S  (6/25)  units 

115,187 

1 13,165r# 

15.3 

RIC  POWER  (6/25)  millions  of  kilowatt-hours 

69,236 

68,475# 

8.8 

E-OIL  REFINING  (6/25)  thous.  of  bbl./day 

14,344 

14,128# 

14 

(6/1 8)  thous.  of  net  tons 

19,228# 

19,770 

14 

BOARD  (6/1 8)  thous.  of  tons 

833.4# 

873.2r 

-0  1 

(6/18)  thous.  of  tons 

789.0# 

804.0 

-5.2 

ER  (6/18)  millions  of  ft. 

497.5# 

481.7 

8.5 

FREIGHT  (6/18)  billions  of  ton-miles 

22.2# 

22.7 

2.8 

es:  American  Iron  &  Steel  Institute,  Ward's  Automotive  Reports,  Edison  Electric  Institute, 
an  Petroleum  Institute,  Energy  Dept.,  American  Paper  Institute,  WWPA',  SFPA^,  Association 
rican  Railroads 

REIGN  EXCHANGE 

Latest 
week 

Week 
ago 

Year 
ago 

ESE  YEN  (6/29) 

99 

101 

108 

AN  MARK  (6/29) 

1.58 

1.60 

1.68 

H  POUND  (6/29) 

1.55 

1.53 

1.51 

H  FRANC  (6/29) 

5.43 

5.48 

5.72 

DIAN  DOLLAR  (6/29) 

1.38 

1.39 

1.29 

FRANC  (6/29) 

1.33 

1.35 

1.51 

AN  PESO  (6/29)' 

3.387 

3.376 

3  125 

es:  Major  New  York  bonks.  Currencies  expressed  in  units  per  U.S.  dollar,  except  for  British 
expressed  in  dollars 

ICES 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

(6/29)  $/troy  oz. 

385.500 

392.450 

1.9 

SCRAP  (6/28)  #1  heavy,  $/ton 

1 1 1.50 

1 1 1.50 

0.0 

STUFFS  (6/28)  index,  1967=100 

210.1 

215.1 

3  9 

ER  (6/25)  C/lb. 

116.4 

1 14.8 

30.8 

INUM  (6/25)  C/lb. 

70.0 

68.0 

27.9 

T  (6/25)  #2  hard,  $/bu. 

3.47 

3.72 

9.8 

IN  (6/25)  strict  low  middling  1-l/16in.,  C/lb. 

76.46 

78.32 

39.6 

es:  London  Wednesday  final  setting,  Chicago  market.  Commodity  Research  Bureau,  Meto/s 
Konsas  City  market,  Memphis  market 

latest 

Week 

%  Change 

week 

ago 

year  ago 

STOCK  PRICES  (6/24)  S&P  500 

450.47 

460.49 

1.0 

CORPORATE  BOND  YIELD,  Aaa  (6/24) 

8.02% 

7.94% 

10.0 

INDUSTRIAL  MATERIALS  PRICES  (6/24) 

102.7 

102.7 

7.2 

BUSINESS  FAILURES  (6/17) 

NA 

NA 

NA 

REAL  ESTATE  LOANS  (6/15)  billions 

$426  9 

$427.3 

3.7 

MONEY  SUPPLY,  M2  (6/13)  billions 


$3,546.2  $3,549.2r 


INITIAL  CLAIMS,  UNEMPLOYMENT  (6/1 1)  thous 


349 


359 


1.2 


Sources:  Stondord  &  Poor's,  Moody's,  Journa/  of  Commerce  (index:  1 980=  1 00),  Dun  &  Brad- 
street  (failures  of  lorge  companies).  Federal  Reserve,  Labor  Dept.  CIBCR  seasonally  odjusts  data 
on  business  failures  ond  real  estate  loons 


MONTHIY  ECONOMIC  INDICATORS 


latest 
month 

Month 
ago 

%  Change 
year  ago 

NEW  HOME  SALES  (May)  annual  rate,  thous. 

738 

708 

16.2 

CONSUMER  CONFIDENCE  INDEX  (June) 

92.0 

88  9r 

57.0 

EXISTING  HOME  SALES  (May)  millions 

4.09 

4.12 

13.3 

ORDERS  FOR  DURABLE  GOODS:  MFG.  (May)  billions  $1484 

$147.0 

17  0 

Sources:  Commerce  Dept ,  Conference  Board,  Notional  Assn.  of  Realtors 

Latest 
week 

Week 
ago 

%  Change 
year  ogo 

MONEY  SUPPLY,  Ml  (6/13) 

$1,145.9 

$1,145.2r 

7.1 

BANKS'  BUSINESS  LOANS  (6/i5) 

293.5 

291. Ir 

5.3 

FREE  RESERVES  (6/22) 

636 

883r 

3.6 

NONFINANCIAL  COMMERCIAL  PAPER  (6/i5) 

159.2 

152.9 

-2.9 

Sources:  Federal  Reserve  (in  billions,  except  for  free 
week  period  in  millions) 

reserves,  which 

are  expressed  for  a  two- 

MONEY  MARKET  RATES 

Latest 
week 

Week 
ago 

Year 
ago 

FEDERAL  FUNDS  (6/28) 

4.21% 

4. 1 4% 

3.13% 

PRIME  (6/29) 

7.25 

7.25 

6.00 

COMMERCIAL  PAPER  3-MONTH  (6/28) 

4.72 

4.55 

3.25 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (6/29) 

4.75 

4.55 

3.18 

EURODOLLAR  3-MONTH  (6/24) 

4.51 

4.45 

3.21 

Sources:  Federal  Reserve,  First  Boston 


data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipment, 
stern  Wood  Products  Assn.     2  =  Southern  Forest  Products  Assn.     3  =  Free  market  value     NA  =  Not  available     r=  revised     NM-Not  meaningful 
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Run  with  it. 


3M  is  the  brand  business  demands. 
Rated  number  one  in  reliability,  it's 
no  surprise  3M  diskettes  and 
quarter-inch  cartridges  are  pre- 
ferred over  other  brands.  Now  our 
new  go-an\  v\  here  diskettes  give 
you  enhanced  performance  so  you 
can  take  your  work  anywhere. 
Another  reason  why  more  busi- 
nesses protect  important  informa- 
tion on  3M  brand  storage  products 
than  any  other  brand  in  the  world. 
You  should,  too.  Find  out  more. 
Call  1-800-888-1889.  ext.  1703. 

3M  Reliability 

>\\  diskencs  requ:^.'  compjlihle  drives.  Prefer ?nce  and 
reiubilitv  ratings  b  iscd  ;»n  indepetKleni  rcM:.i  vh.  ?3Nt  1994 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feo- 
ture  with  a  significant  reference  to  a  company.  Most 
subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 
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1 -week  change 
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latest 

%  change 
Week  52-weelt 

FUNDAMENTALS 

Latest 

Week  ago 

Year  ago 

)NES  INDUSTRIALS 

3667.1 

-1.5 

4.3 

90-DAY  TREASURY  BILL  YIELD 

4.23% 

4.26% 

3.09% 

E  COMPANIES  (S&P  MidCap  Index) 

165.0 

-0.9 

-1.8 

30-YEAR  TREASURY  BOND  YIELD 

7.5 1  % 

7.39% 

6.67% 

COMPANIES  (Russell  2000) 

240.2 

-2.1 

2  9 

S&P  500  DIVIDEND  YIELD 

2.82% 

2.78% 

2.77% 

MPANIES  (Russell  3000) 

256.6 

-1.3 

-0  9 

S&P  500  PRICE/EARNINGS  RATIO 

19.9 

20.2 

22.7 

CN  STOCKS 

Latest 

%  change  (local  currency) 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

S&P  500  200-day  moving  average 
Stocks  above  200-day  moving  average 
Speculative  sentiment;  Put/coll  ratio 
Insider  sentiment:  Vickers  sell/buy  ratio 

461  5 

27.0% 

054 

1.04 

461  8 
33.0%r 
0.47 
0.99 

Negative 
Positive 
Positive 
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-0.5 
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USTRY  GROUPS 

BLOOMBERG  FINANCIAL  MARKHS,  BRIDGE  INFORMATION  SYSTEMS  INC 
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% 

1 -month 

change 

12-month 

Strongest  stock  in  group 

% 

1 -month 

change 

1 2-month 

Price 

HELL  EQUIPMENT  AND  SERVICES 

4.1 

-11.2 

McDERMOn  INTERNATIONAL 

20.9 

-16.9 

24V8 

KCO 

3.6 

3.3 

UST 

8.7 

-43 

28 

INES 

3.4 

-9.2 

AMR 

6.4 

-6.3 

58 

rOGRAPHY  IMAGING 

2.6 

NM 

EASTMAN  KODAK 

3.0 

17.6 

47% 

L 

2.4 

15.3 

INLAND  STEEL  INDUSTRIES 

7.4 

23.8 
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change 

12-month 

Weakest  stock  in  group 

%  change 
1 -month  12-month 

Price 

LS  AND  MOTELS 

-13.1 

7.7 

PROMUS 

-24.6 

-9.0 

283/8 

NINE  TOOLS 

-12.9 

-20,3 

GIDDINGS&  LEWIS 

-26.7 

-26.7 

153/4 

MUNICATIONS  EQUIPMENT 

-9.9 

-10.7 

DSC  COMMUNICATIONS 

-14.9 

-23.7 

18% 

SPAPER  PUBLISHING 

-8.1 

0.6 

DOW  JONES 

-13.4 

13.5 

31'/2 

D  WHOLESALERS 

-8.0 

1.9 

McKESSON 

-14.5 

60.7 

72 '/2 
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S&P  500 
4-week  total  return 


MORNINGSTAR  INC 
J    Average  fund 


52-week  total  return 


ED  SERVICES  GOLD  11.1 

MGTON  STRATEGIC  INVESTMENTS  110 

JAPANESE  SMALL  COMPANY  7  4 

t  total  return  % 

RILL  LYNCH  TECHNOLOGY  A  46^ 

FUND  INTERNATIONAL  42  3 

HCO  EMERGING  MARKETS  INSTL.  414 


FIDELITY  SELECT  SOFTWARE  &  COMPUTER  -13  5 
OVB  EMERGING  GROWTH  A  -12  5 

THOMSON  OPPORTUNITY  B  -10  4 

52-week  total  return  % 

MONITREND  GOLD  -36  1 

STEADMAN  OCEANOGRAPHIC  TECHNOLOGY  -29  9 
KEYSTONE  AMERICA  HARTWELL  EMERG.GR.A  -24.8 


ATIVE  PORTFOLIOS 
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amounts 

ent  the  present 

of  $10,000 

id  one  year  ago 

I  portfolio 

toges  indicate 
y  totol  returns 


Foreign  stocks 
$12,523 

+1.35% 


nil 


Gold 
$10,214 

-0.96% 


Money  market  fund 
$10,201 

+0.05% 


U.S. stocks 
$10,174 

-1.17% 


Treasury  bonds 
$9,811 

-0.20% 


on  this  page  are  os  of  morket  close  Wednesday,  June  29,  1994,  unless  otherwise  indicated, 
groups  include  S&P  500  companies  only;  performance  and  share  prices  are  as  of  market  close 


June  28.  Mutual  fund  returns  are  os  of  June  24.  Relative  portfolios  are  valued  os  of  June  28.  A  more 
detoiled  explanation  of  this  poge  is  available  on  request,  r  =  revised  NM  =  Not  meaningful 
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THE  DOLLAR:  DON'T  RAISE  INTEREST  RATES 

J^hich  world  currency  has  risen,  on  a  tracle-weight- 
^^^^V  ed  basis,  more  than  4%  in  the  past  year?  The  strong 

wm    Japanese  yen?  The  powerful  German  mark?  Nope, 
it's  the  U.  S.  dollar.  Surprising  as  it  may  seem,  given  the  hys- 
teria in  the  financial  markets,  the  dollar  appears  to  be  do- 
ing rather  well. 

Sure,  the  dollar  is  down  about  8%  against  the  yen  since  a 
year  ago,  but  a  dollop  of  economic  savvy  will  show  that  the 
real  story  lies  in  the  strength  of  the  buck  vis-a-vis  the  rest 
of  its  trading  partners.  Japan  absorbs  only  15.6%  of  all  U.  S. 
foreign  trade,  according  to  the  Dallas  Federal  Reserve.  Can- 
ada takes  20%  of  U.S.  trade,  and  the  dollar  is  up  10.9% 
against  the  Canadian  currency  from  May,  1993,  to  May,  1994. 
Europe  takes  25%  of  America's  foreign  trade.  Yet  from  May 
to  May,  the  dollar  is  up  5%  against  an  average  of  Europe's 
currencies.  PACNIC,  or  the  Pacific  Newly  Industrial  Countries, 
absorbs  18%  of  U.  S.  trade— more  than  Japan.  The  dollar?  It's 
up  5.5%  against  their  currencies.  The  dollar  is  also  up  1% 
against  the  Mexican  peso  and  8.9%  against  the  rest  of  Lat- 
in America's  currencies.  So  much  for  the  dollar  crisis. 

Indeed,  the  current  roiling  in  the  currency  markets  is  real- 
ly a  "yen  crisis."  Almost  half  of  the  $150  billion  U.  S.  mer- 
chandise trade  deficit  is  in  autos  and  consumer  electronics- 
much  of  that  imported  from  Japan.  This  trade  imbalance  has 
so  far  proved  impermeable  to  a  currency  solution.  Japan's 
markets  are  simply  more  closed  than  those  in  the  U.  S.  or 
Europe.  A  drop  in  the  dollar  from  280  to  100  yen  over  the 
past  decade  has  not  solved  the  problem  (page  34). 

Political  instability  aggravates  the  yen  crisis.  Japan  has 
had  four  governments  in  12  months.  Leadership  paralysis  has 
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blocked  deregulation,  a  tax  cut,  and  pump-pnmmg,  all  de- 
signed to  boost  gi'owth,  hike  imports,  and  ease  pressure  on 
the  yen.  The  bizarre  choice  of  a  Socialist,  Tomiichi  Muraya- 
ma,  as  new  Prime  Minister,  can  only  prolong  the  deadlock. 

What  should  Washington  do?  The  big  question  buz; 
through  the  Clinton  Administration  is  whether  the  I 
should  act  to  bolster  the  dollar,  even  if  it  jeopardizes  the  C( 
try's  economic  recovery.  The  simple  answer  is  "no."  Fed 
Reserve  Chairman  Alan  Greenspan  should  continue  In  \ 
sue  the  domestic  goals  of  price  stability  and  economic  gr(  »\ 
With  auto  sales  already  softening  and  the  economy  slow 
another  big  rate  hike  could  tip  the  U.  S.  back  into  rect'ss 
To  solve  Japan's  yen  crisis?  It  makes  no  sense. 

Like  old  generals  looking  backward,  not  forward,  Ivm' 
are  oblivious  to  the  recent  changes  in  the  U.  S.  econoni.v  i 
actually  make  the  dollar  undervalued.  They  are  blind  to 
growth  in  productivity.  They  can't  see  the  dramatically  shr 
ing  federal  budget  deficit,  smaller  as  a  percentage  of  gifc 
domestic  product  than  either  Japan's  or  Germany's.  They  w 
acknowledge  that  the  U.  S.  is  now  the  low-cost  produce 
most  industrial  goods. 

The  facts  are  that  inflation  remains  subdued  at  2%%,  h 
er  commodity  prices  are  not  being  passed  on  to  consum 
and  a  lower  dollar  is  not  leading  to  a  price  surge. 

This  doesn't  mean  that  the  Clinton  Administration  bi 
with  virtue.  Talking  down  the  dollar  last  year  undercut  i 
fidence,  and  it  was  a  mistake.  But  despite  its  foreign  pc 
mess,  the  Administration  has  been  essentially  correct  ir 
international  economic  policy.  The  White  House  has  beer 
cused  and  forceful  in  promoting  exports  and  opening  fon 
markets.  Until  Tokyo  takes  responsibility  for  its  gargant 
surplus,  currency  markets  will  remain  in  turmoil. 

As  for  the  bond  and  currency  traders,  they  will  event 
ly  learn  that  economic  fundamentals  are  more  important  t 
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coftee  beans.  It  the  Fed  focuses  on  these  fundamental; 
can  guide  the  U.  S.  and  the  world  into  years  of  econc 
growth.  If  it  caves  in  to  the  pressure,  recession  is  a  c 
and  present  danger. 

IN  THE  HEARTLAND,  NEVV 

f  MIDDLE  GROUND 

■  ust  as  powerful  centrifugal  forces  rip  through  the  Re- 
publican  and  Democratic  parties,  a  bipartisan  consen- 
4^  sus  is  being  built  in  the  heartland  of  America.  Mayors 
and  governors  of  both  parties  are  quickly  moving  toward  a 
centrist  economic  and  political  program  that  calls  for  entre- 
preneurial-minded governments  to  actively  help  companies 
grow.  The  aggressively  probusiness  public-private  partner- 
ship of  the  1990s  is  the  antithesis  of  the  high-tax,  heavy-reg- 
ulation policies  of  the  1980s  (page  116). 

Building  on  the  region's  famous  "can  do"  pragmatism,  Mid- 
western states  are  in  the  forefront  of  worker-training  pro- 
grams, setting  up  manufacturing  extension  services,  promot- 
ing exports,  and  actively  soliciting  investments  fi'om  abroad. 
Many  of  the  Clinton  Administration's  new  economic  initia- 
tives are  already  in  place  in  Midwest  states. 

Vice-President  Al  Gore's  "reinventing  government"  in 
five,  for  example,  is  well  along  in  Indianapolis,  where  IV 
or  Stephen  Goldsmith  has  let  out  to  bid  public  services  n 
ing  from  garbage  collection  to  pothole  filling.  Deere  &  C< 
using  $1.4  million  worth  of  Illinois  state  grants  to  train  ; 
pliers  in  methods  that  will  improve  quality.  And,  through  ; 
cial  legislation,  Iowa  has  made  Des  Moines  a  global  insure 
mecca,  home  to  200  insurance  companies  employing  21. 
people. 

The  rebounding  of  the  American  Midwest  is  a  remir 
of  how  productive  a  partnership  can  be  between  efficient  j 
ernment  and  dynamic  business.  With  the  center  having  a 
ficult  time  holding  within  the  Republican  and  Democratic  ; 
ties,  the  bipartisan  consensus  being  built  in  the  heartland  pc 
the  way  to  a  practical  and  promising  future. 
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You  don't  have  time  to  brace  yourself,  much  less  think. 
Meanwhile,  it's  thought  of  everything. 


It  happens  so  fast.  How  can  an  airbag  trigger  so  suddenly?  Let's  just  say  it's  Dlonff'niininai 
the  moment  our  Uttle  black  boxes  have  been  waiting  for  all  their  lives.  UtSluD  bltSuljrOllluS 


WITH  TAURUS  SHO,  1 
WHO  NEEDS  COFFEE  IN  THE  MORNING: 


FORD  TAURUS 

america's 
best-selling  car. 
again; 


Skip  the  coffee.  There's  no  better 
way  to  begin  the  day  than  with 
a  serious  dose  of  Taurus  SHO. 
Right  there  in  your  garage  is  a 
24-valve  caffeine-free  wake-up 
call.  But  the  SHO's  stimulating 
qualities  are  not  limited  to  its 
performance  alone. 


SHO  s  sleek  good  looks  areg? 
subtle  hint  at  the  power  thali 
within.  Then,  behind  the  wi» 
you'll  notice  that  the  driver- 
oriented  instrumentation  an 
articulated  bucket  seats  are 
designed  so  your  attention  s 
on  the  road. 


IPENING  PERFORMANCE. 

220-horsepower  eye- 
T  will  turn  your  commute 
be  ideal  way  to  enjoy  speed- 
ive  variable-assist  steering 
le  newly  refined  four-wheel 
tuned  suspension.  And  since 
)wer  of  SHO  s  24-valve 


DOHC  engine  is  balanced  by 
a  standard  anti-lock  braking 
system  and  dual  air  bagsf*  you'll 
be  able  to  concentrate  on  a 
world-class  driving  experience. 

Awaken  the  performance  driver 
within.  Ford  Taurus  SHO.  Your 
commute  will  never  be  the  same. 


HAVE  YOU  DRIVEN 
A  FORD  LATELY? 


•Based  on  1993  CY  manufacturers  reported  retail  deliveries 
"Always  wear  your  safety  belt 


Youll  be 
done  beforJ^ 
you  know  i 


taster,  better 

HP  LaserJet  4  Plus 

Twelve  pages  per  minute.  A  fi  - 
RISC  processor.  Ajid  an  advance  f 
that  returns  the  use  oF  your  PC  i  n 
quickly  All  with  HP's  superior  6C 
print  quality  What  are  you.waitin 

The  hew  HP  LaserJet  4  Plus  p  ' 
delivers  even  greater  performan 
than  its  groundbreaking  predece 
the  LaserJet  4.  And  it  does  so  fo 


Plus  for  mixed  environments  anin 
works.  And  move  on  to  your  next 

You  do  your  job.  We'll  do  ours. 

HP  LaserJet  Printers  ^ 


HEWLETT® 
PACKARD.. 
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THREATENS  PROFITS 


usinessW 


BURLINGAME  PUBLIC  I  iflH 


18, 1994 


A  McGRAW-HILL  PUBLICATION 
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Ici'M  The  DIGITAL  logo.  Alpha  AXP  and  Alpha  are  trademarks  ol  Digital  EqL 

ipment  Corporation 

"We  wanted  a  global  partner  to  help 
us  set  world  records  In  client/server." 

"Digital  answered  the  call  with  Alpha  AXP'" 
Our  clients  include  many  of  the  largest 
corporations  in  the  world.  As  a  global 
leader  in  the  development  of  software  that 
enables  a  company  to  share 
and  manage  information 
throughout  their  entire  enter- 
prise, we  at  SAP  designed 
our  R/3  client/server  software 
to  take  full  advantage  of  the 
most  advanced  technology 
available  in  the  world. 
By  teaming  up  with  Digital  and 
their  Alpha  AXP  architecture, 
we  got  the  high  performance 
and  breakthrough  speed 
we  were  looking  for. 
That  means  you  can  sit  at 
an  Alpha  AXP  workstation  in 
New  York  and  use  R/3  to  access  sales  figures 
in  London  and  inventory  in  Hong  Kong  —  to 
give  answers  in  an  instant  to  your  customer  in 
/los  Angeles  about  when  to  expect  delivery. 
In  other  words,  we  give  you  fully  integrated, 
real-time,  on-line  client/server  solutions!' 

"...World-Class  Speed' 
"Simply  stated,  we  wanted  Digital's  Alpha 
AXP  because  software  like  ours  demands 
world-class  speed.  SAP's  R/3  System 


Klaus  Besier,  CEO,  SAP  America, 
Teams  Up  With  Digital's  Alpha  AXP 


thrives  on  the  horsepower  Alpha  delivers.'^ 
Allowing  our  clients  to  effortlessly  manage 
anything  and  everything  from  manufac- 
turing, sales  and  distribution  functions  to 
financial  and  human  resources.  In  virtually  i 
the  blink  of  an  eye.  All  over  the  world. 

"It's  a  very  powerful  partner- 
ship. Two  global  companies  that  ' 
can  put  you  on  the  cutting  edge 
of  client/server  technology  By 
building  on  our  vision,  the  people 
at  Digital  helped  us  create  real 
solutions  for  our  customers. 
Starting  with  outstanding  consul- 
ting services  that  range  from 
planning  to  total  application 
integration  and  data  migration 
for  legacy  systems  —  to  overall 
project  management." 
"...The  Best  Of  Both  Worlds" 
"Together,  SAP  and  Digital  are 
now  offering  the  best  of  both  of  our  worlds. 
Alpha  AXP  with  R/3.  But  the  big  winners  are 
our  customers.  They  get  fully  integrated  ■ 
client/server  solutions  that  operate  at  the 
speed  of  Alpha.  And  that's  why  I  called  Digital." 

Alpha  AXP  gave  SAP  the  power  to  be  its 
best.  If  you'd  like  to  hear  how  we  can  do  the 
same  for  you,  it's  time  you  called  Digital. 

CALL'»DIGITAL 
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What  IF  your  office  furniture  is  just  average  and  your  emplo 


One  size  hts  all  is  a  fine  philosophy  when 
you're  buying  socks.  But  it's  got  a  tew  holes  when  ap- 
plied to  your  office  hiniimre. 

Forty  years  ago,  Haworth  recognized  that 
employees  aren't  interchangeable  parts.  The  work- 
space should  adapt  to  the  worker. 

Not  the  t:)ther  way  around. 

Today  everyone  talks  ergonomics.  But  few 
office  ffinuture  manutacturers  do  as  much  as  we  do 
for  your  employees'  comfort,  health  and  productivity 


Catalyst'^  seating. 

Trakker 
adjustable  table. 


For  example,  our  Trakker  adjustable  tables 
let  them  change  positions  frequently  for  reduced 
fatigue.  And  Catalyst'  seating  with  its  unique  cantlc 
mechanism  gives  finii,  continuous  support  m  any  po- 
sition. To  suit  anyone  and  any  body. 
 <>  

Could  the  right  office  furniture  make  a  sizeable  dif- 
ference in  your  employees'  performance? 
Our  "Ergonomics  and  Office  Design"  workbook  tells 
how.  For  your  free  copy,  call  us  at  1-800-344-2600. 
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TALK  SHOW 


I've  known  Barry  for  quite  a  long  time.  I  used  to 
make  fun  of  him  when  he  was  at  Fox. 

—Howard  Stringer,  president  of  CBS  Broadcast  Group,  on  Barry 
Diller,  his  boss  if  QVC  merges  with  CBS 
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YOOU  1995  will  U'  hi::  in 


SHOW  BIZ 


SMARTER  THAN 
THE  AVERAGE  TED 


So  we've  met  the  Flint- 
stones.  Again.  Next  year 
comes  Yogi  Bear,  the  picnie- 
basket-snatching  bruin  from 
Jellystone  National  Park.  To 
Turner  Broadcasting— which 
in  1991  bought  Yogi,  Fred, 
Barney,  and  the  rest  of  the 
Hanna-Barl)era  clan— the  char- 
acters are  brands  to  be  un- 
leashed in  yearly  doses.  Ted 
Turner's  marketing  staff  has 
signed  up  more  than  1,000  li- 
censing partners,  roughly  dou- 
l)le  the  number  it  inherited. 

The  Flintstones  get  1994: 
Their  prehistoric  suburban 
conicdv  is  a  box-office  hit 


from  Universal  Pictures.  And 
1995  belongs  to  the  food-ob- 
sessed Yogi.  Get  ready  for 
Yogi  neckties,  Yogi  T-shirts, 
Yogi  videos.  Yogi-head  bottle- 
tops  on  Log  Cabin  Syrup.  Un- 
like the  Flintstones,  though, 
Yogi  won't  have  a  full-length 
feature.  The  next  Hanna-Bar- 
bera  big-screen  release  ar- 
rives in  1996,  with  a  live- 
action  film  of  the  boy  adven- 
turer Jonny  Quest  (produced 
by  Lethal  Weapons  Richard 
Donner).  Jonny  also  gets  65 
new  animated  episodes  that 
will  update  the  old  TV  cartoon 
series. 

The  goal  is  to  introduce 
the  characters  to  a  new  gen- 
eration of  youngsters,  bring 
back  older  fans,  and  create 
new  revenue  streams  for 
Turner.  Good  marketing  is 
clearly  a  must  after  the  ma- 
jor disappointment  of  pre- 
Turner  hb's  Jetscms:  The  Mov- 
ie (1990).        Jonathan  Berry 


THE  GLOBAL  ECONOMY 

THE  GREAT  CHINESE 
TALENT  HUNT 


As  investment  banks, 
pharmaceutical  giants, 
and  other  multinationals  pour 
millions  into  China,  they  are 
frantically  scouring  the  region 


for  executives.  That's  not 
easy:  Top  execs  with  Chinese 
backgrounds  fetch  high  sala- 
ries and  luxurious  perks— and 
are  hard  to  hold  on  to.  The 


BIG  BROTHERS 


MELLON  BANK  JUST  SAYS  NO 


Random  drug  tests  have 
been  the  rage  for  several 
years  for  workers  whose  im- 
pairment poses  a  physical 
danger  to  themselves  and  oth- 
ers—truck drivers,  for  in- 
stance. But  now,  unscheduled 
tests  are  spreading  to  the 


white-collar  confines  of  finan- 
cial services:  Pittsburgh-based 
Mellon  Bank  has  started  ran- 
domly examining  employees 
for  drugs— and  plans  to  fire 
those  testing  positive. 

Mellon  (22,000  employees), 
which  insists  it  has  no  drug 
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rfff  AMA  SAYS  phys^a  ans  don't  make  that 
much  money  after  all.  To  prove  it,  the  trade 
group  is  changing  its  moth:  In  1 995,  it  will  in-  f 
elude  the  salaries  of  86,468  medical 
residents  when  figuring  the  averoge 
doctor's  salary.  Residents  earn 


IN  REALITY,  the  new  formula 
is  a  public-relations  dodge  equiv- 
alent to  including  the  subsistence  sti- 
pends of  graduate  students  when  fig- 
uring the  average  university  professor's 
salary.  "You  don't  fix  the  problem  of  high  soio 
ries  by  adding  in  a  new  factor,"  says  Dr.  Sid- 
ney Wolfe,  director  of  Public  Citizen  Health  Re- 


$20,000  to  $30,000  a  year,  so  that  should 
lower  the  average  physician's  $  1 77,000  sal- 
ary considerably.  Above  the  resident  level, 
there  are  564,000  doctors.  The  Amer- 
ican Medical  Assn.  soys  critics  ig- 
nore years  of  low-paid  training. 


search  Group  in  Washington.  Fid- 
'      dling  with  the  formula  will  only  inter- 
fere with  researchers'  ability  to  track 
the  average  physician's  income  on  an 
opples-to-apples  basis,  he  says.  Plus,  re- 
jiggenng  the  math  is  unlikely  to  take  the  health- 
care-reform heat  off  specialists  who  earn  much 
more  than  the  overage  GP.      Susan  Chandler 


ideal  candidate  has  experien 
in  both  Asia  and  the  We; 
Executives  from  Hong  Koi 
or  Taiwan  with  U.  S.  unive 
sity  degrees  and  stints  with 
multinational  in  Asia  are  t 
hottest  prospects. 

Take  Margaret  Ren.  In  h 
mid-thirties,  she  has  a  ma 
ter's  in  management  fro 
Massachusetts  Ins 
tute  of  Technolog 
went  to  Kidder  Pe 
body,  and  now  is 
Bear  Stearns's  Hoi 
Kong  office,  doii 
deals  with  Chine 
companies. 

Or  Antony  Leui 
who  advises  both  tl 
Chinese  and  Hor 
Kong  governmen 
for  Citibank.  Leun 
42,  is  fluent  in  Ma 
darin,  Cantonese,  ar 
English.  Headhunters  are  h 
for  him,  yet  Leung  says 
isn't  leaving,  at  least  for  no\ 
"As  long  as  my  job  is  fun,  I 
stay."  Joyce  Barnalhi 


problem  to  inspire  the  polic 
still  fears  zoned-out  worke 
making  financial  errors.  Tl 
tests  will  affect  tellers  a  Ic 
although  they  will 
occur  at  all  lev- 
els of  the 
bank,  Mellon 
says.  Testing, 
the  bank  says, 
also  will  deter 
drug  use. 

Many  major 
companies, 
including 
banks,  already  test  for  druj 
before  hiring  or  when  a  wor 
er  exhibits  symptoms 
abuse.  Random  checks,  sa; 
the  American  Managemei 
Assn.,  are  most  prevalent 
transportation  (75%  of  comp 
nies  surveyed),  governmei 
(48%),  and  manufacturir 
(31%).  Financial  services?  On 
3.5%,.  Since  banker  dinig  abu; 
isn't  a  physical  threat  to  c 
ents,  American  Civil  Liberti« 
Union  senior  fellow  Milir 
Shah  calls  the  new  drug  tes 
"an  unjustified  invasion  of  pi 
vacy."        Keith  L.  Alexandi 


UP  FRi 


THANKS  TO  A  CONCERT  PERFORMANCE, 
lUSINESSES  AROUND  THE  WORLD  WILL  COMMUNICATE 
MORE  EFFICIENTLY  THROUGH  ONE  NETWORK. 


^'his  June,  British  Telecommunications  and  MCI 
nnounced  that  for  the  very  first  time,  international 
lusinesses  will  be  able  to  communicate  through 

me,  totally  integrated,  network.  Data,  voice,  video,  service  and  mcohere 
ax  and  messaging — all  ^»  •  »^ 

hrough  the  courtesy  of        '     /-:^>^=?-n  r\  n^^-^rr^ /— — 1 1  s,  , 

.ne  company.  Concert:  ^  CCCS)  f^  CC ^  n<l  1 
he  new  company  formed  X_/V^L^/JVA  U 

ly  BT  and  MCI,  provides  ^fch*.    Global  Communications  from  BT  and  MCI 


businesses  a  hassle-free  global  environment  in 
which  to  operate.  In  other  words,  no  more  incom- 
patible telecommunications  standards,  inconsistent 
service  and  incoherent  bills.  Instead  of  nonconfor- 
mity, there's  uniformity. 
<^ ry~' r^y)'  '™  in  all,  a  better,  more 
C  f\  \l  I       efficient  way  for  businesses 

"■^^^  to  communicate,  Concert. 

tions  from  BTand MCI       The  performance  has  begun. 


1-800-333-3939 


;oncert  is  a.mark  of  Concert  Communications  Company.  BT  is  a  registered  trademark  of  Britisfi  Telecommunications,  pic.  IWICI  is  a  registered  service  mark  of  MCI  Communications  Corporation. 


SMOKE  SIGNALS 

A  SIN  TAX 
ON— ORANGES? 


orth  Cai'olina  feels  a  mite 
[)ickecl  on  these  days  with 
all  the  attacks  directed  at  the 
tobacco  industry.  But  when 
Florida  recently  passed  a  law 
allowing  the  state  to  sue  to- 
bacco companies 
to  recover  Med- 


icaid  costs  tor  illnesses  linked 
to  the  weed,  it  was  too  much 
for  some  Tarheel  lawmakers. 

A  2C-per-fi-uit  tax  on  orang- 
es and  other  citrus  is  wending 
its  way  through  the  North 


Carolina  legislature,  passing 
the  state  Senate's  agriculture 
committee  June  21.  (Juice  isn't 
affected.)  With  the  average 
orange  costing  25<t,  the  levy 
isn't  likely  to  make  many  kick 
the  citrus  habit. 

The  $5  million  in  projected 
annual  revenue  would  go  to 
retrain  tobacco  workers  and 
help  tobacco  farmers  diversify 
crops.  "The  attacks  on  the  to- 
bacco industry  are  not  attacks 
on  faceless  corporations,"  says 
North  Carolina  State  Senator 
Alexander  "Sandy"  Sands,  the 
bill's  sponsor,  who  is  run- 
ning for  Congress.  The 
state's  tobacco  indus- 
try provides  100,000 
jobs,  with  a  $1.8  bil- 
lion payroll. 
Florida  ships  3%  of 
its  2  million  cartons  of 
citrus  fruit  to  North 
Carolina.  Says  Mary 
Hartney,  manager  of  public 
affairs  for  Florida  Citrus  Mu- 
tual, which  represents  12,000 
growers:  "How  can  you  con- 
sider a  sin  tax  against  some- 
thing as  healthy  and  nutri- 
tious as  citrus?"  Gail  DeGeorge 


CAREER  MOVES 


NOW,  A  RAT  RACE  TO  THE  KITCHEN 


undreds  of  Corporate 
America's  downsizing  cas- 
ualties are  taking  refuge  in 
the  kitchen.  Culinary  schools 
report  liig  influxes  of  layoff 
victims,  all  seeking  new  ca- 
reers in  a  growing  industry 
as  chefs.  Restaurants  come 
and  go,  but  the  f)verall  trend 


NEW  HATS:  Chefs  in  Iniiniiuj 


in  cookery  is  up.  According 
to  Census  Bureau  projections, 
food-service  employment  will 
grow  31%  by  2005. 

At  the  Culinary  Institute 
of  America  in  Hyde  Park, 
N.Y.,  15%  of  the  2,025  stu- 
dents are  career-changers. 


many  of  them  refugees  from 
the  corporate  life.  That's  up 
significantly  from  four  years 
ago.  Beginning  chefs  make 
$20,000  to  $40,000  yearly  to 
start— and  can  expect  to  earn 
$50,000  to  $100,000  in  10 
years,  the  schools  say. 
Grads  of  New  York  Res- 
taurant School's 
one-year  program 
get  an  average  of 
three  job  offers. 

That  has  an 
appeal  to  stu- 
dents such  as  Su- 
san Cronin,  30, 
who  recently  lost 
her  $57,000  sales- 
rep  job  at  IBM  after 
eight  years.  "I  want 
to  take  control  of  my  own 
career,"  she  says.  She  aims 
to  start  as  a  pastry  chef, 
getting  half  her  old  sala- 
ry. Still,  it's  employment. 
And  eventually,  says  Cro- 
nin, she  will  own  her  own 
bakery.  Charlie  Green 


DRAWN  AND  QUARTERED 


C'^MUN;  caTjot^s  M^rasei? 


QVCgPNBC 


SiniNG  PRETTY  IN  A  WHEEICHAIR 


Some  of  the  hottest  models 
at  Manhattan's  McDon- 
ald/Richards Model  Manage- 
ment are  stunning,  slender— 
and  in  wheelchairs.  Major 
retailers  are  routinely  using 
disabled  models  in  ads  and 
catalogs  of  late.  An  example: 
The  Stern's  department-store 
chain  recently  featured  para- 
plegic model  Kitty  Lunn  in 
an  ad  layout  for  sportswear. 
Aside  from  her  wheelchair, 
she  blended  in  with  the  able- 
bodied  models  on  the  page. 

McDonald/Richards,  the 
leader  in  this  field,  began 
with  two  disabled  models  two 


NO  HANDICAP:  Disabled  model  'f 


THE  BIG  PICTURE 


THE  LONG  SEARCH 

Want  a  new  job?  Get  over  it.  A  recent 
survey  of  more  than  1,200  senior  man 
agers  found  that  fev^  of  those  looking  a 
year  ago  now  have  new  jobs.  In  fact, 
more  people  were  laid  off  than  found 
a  job  with  a  new  company. 


HOW  SENIOR  MANAGERS 
NTARILY  LOOKING  FOR  WORK 
E  FARING,  ONE  YEAR  LATER 


iiiiiil 


SAME       NEW  JOB,  LAID 
010  JOB        SAME  OFF 
COMPANY  i 


NEW  JOB, 

NEW 
COMPANY 


years  ago;  now,  it  has  a  spl 
cial  division  with  50.  Maj<| 
clients      include  Macy'| 
Hecht's,  Dayton-Hudson,  Tali 
get,  and  Kmart.  Vesta  Taler| 
a  smaller  casting  and  modt 
ing  agency,   has  a  doze 
Superagencies    such  ; 
Ford  and  Elite  each  er 
ploy  a  few.  Mostly,  tl 
models  are  in  whec 
jl^B   chairs  or  leg  brace 
I^^A   other  disabilities,  su( 
■j^B  as     blindness,  ai 
^^^B   tougher  to  portray. 
^^^H       The  point  is 
show  the  disabled 
part  of  everyday  lif 
But  including  them 
ads  isn't  just  altruisr 
""^WM   The  43  million  Amei 
cans  with  disabilitic 
have  a  total  income  ■ 
W  some  $700  billion,  repr 
senting  an  untapped  ma 
ket.  When  Target  used 
wheelchair-bound  child 
model  clothes  in  Sund£ 
circulars  this  spring,  it  gi 
100  letters  of  praise  from  tl 
disabled  and  their  families. 


FOOTNOTES 

Shoe  imports  (nonathletic),  '94  first  quarter  vs.  year-ago  period:  From  Taiwan,  down  36%;  Korea,  down  51%;  Brazil,  up  22% 
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UPFRi 


The  Mercedes-Benz  S-Class  has  been  called 

"arguably  the  best  car  in  the  world." * 
This  should  put  an  end  to  any  arguments. 


It  stands   to   reason   that  the  new 


Mercedes-Benz  S-Class  would  attract 


the  most  demanding  drivers  in  the  world. 


control  system,  for  example,  improves 
handling  performance. 

And  since  the  introduction  of  the 


The  kind  of  person  who,  IntTOdUCing  th6  S-Class,  fuel  efficiency  has 
after  experiencing  its  unique         177^  >j  viu  j  j         been  increased  by  16%. 


combination  of  uncanny  performance, 
advanced  safety  engineering,  and  leg- 
endary luxury,  is  hungry  for  still  more. 

Fortunately,  there  is  a  group  of  peo- 
ple even  harder  to  satisfy:  the  engineers 
who  designed  the  1995  S-Class. 

A  sophisticated  standard  traction 


Front  seat  belts  eciuipped  with 
Emergency  Tensioning  Retractors  take 
up  slack  in  a  split  second  during  certain 
frontal  accidents.  They  also  automati- 
cally adjust  for  comfort. 

Even  the  headlights  have  not  only 
been  restyled  but  their  low  beams  focus 


35%  more  light  on  the  road  ahead. 

These  feats  of  engineering  refine- 
ment result  in  a  car  that  simply  has  no 
parallel. 

And  while  there  will  always  be  argu- 
ments otherwise,  we  know  of  only  one  way 
to  respond.  Test  drive  an  .S-Class.  For  more 
information  call  1-800-FOR-MERCEDES. 


The  New  S-Class 


Car  and  Driver.  June  1991  'cilW4  Mercedes-Benz  of  North  America,  Inc.,  Montvale,  N,l,,  Member  of  the  Daimler-Benz  Group. 
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CLEARING  UP  THE  RECORD 

ON  HIHARY'S  TRAPES  

Your  article  regarding  Hillary  Clin- 
ton's commodity  trading,  "The  more 
Hillary  tries  to  explain . . ."  (Up  Front, 
July  4)  is  both  unfair  and  inaccurate. 

You  assert  that  her  initial  trade,  a 
short  sale,  "seems  to  contradict"  her 
"claim"  at  her  Apr.  22  press  conference 
that  she  began  trading  because  a  close 
friend  predicted  a  bull  market.  The  in- 
nuendo is  reinforced  by  a  quote  from  a 
"Merc  insider"  that  it  is  "unheard  of  for 
a  novice  to  go  short  on  a  first  trade." 

There  is  no  contradiction  whatsoever 
between  her  first  trade  and  what  she 
said  to  the  news  media.  A  general  belief 
that  there  will  be  a  cattle  shortage  does 
not  mean  that  every  trade  should  be  a 
long  one.  It  is  ludicrous  to  state  cate- 
gorically that  a  beginning  trader  never 
sells  short. 

You  state,  correctly,  that  it  has  been 
widely  reported  that  her  initial  trade 
was  undermargined,  but,  in  order  to  jus- 
tify a  rehash  of  this  reporting,  you  claim 
it  has  been  "overlooketd"  that  half  of  her 
initial  investment  could  have  gone  for 
commissions.  There  is  nothing  "new" 
about  this  "news,"  since  this  was  part  of 
the  risk  in  being  undermargined. 

Finally,  you  say  "the  Merc  has  not 
released  all  the  records  it  has  on  Mrs. 
Clinton's  trades."  This  is  simply  false.  I 
asked  for,  and  was  told  I  was  given,  all 
the  information  the  Merc  had  on  her 
trades.  What  you  [are  referring  to]  is 
data  for  other  people.  There  are  legal 
constraints  on  the  release  of  personal 
financial  information  regarding  commod- 
ity trading.  Mrs.  Clinton  has  voluntarily 
sought  and  made  public  her  own  trading 
records  at  the  Merc,  even  though  she 
had  not  previously  seen  them  and  was 
under  no  legal  compulsion  to  do  so.  She 
went  the  extra  mile  in  seeing  that  they 
were  made  public,  once  their  existence 
became  known.  Fair  reporting  would 
have  provided  this  context. 

David  E.  Kendall 
Williams  &  Connolly 
Washington 

Editor's  note:  Information  concerning  cus- 


tomers on  the  other  end  of  Clinton's  tracs 
could  detennine  ivhether  she  received  pi^- 
erentiat  treatment  from  her  broker,  (?.„ 
crediting  her  with  profitable  trades  and 
signing  losses  to  other  customers. 
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HOW  CATALINA  CUSTOiWIZES 
ITS  COUPONS  

■ enjoyed  reading  "Coupon  clipju'i 
save  your  scissors"  (Information  Pi 
cessing,  June  20)  and  agree  that  a  liriL't 
future  exists  for  electronic  marketin" 

Contrary  to  an  implication  in  the 
cle,  Catalina  Marketing  Corp.  does  o 
an  in-store  electronic  database  marketi 
program  that  targets  consumers  bas 
on  past  purchase  data.  Our  Checko 
Direct  program,  reaching  more  than 
million  households,  captures  individi 
shopper  purchase  information  when  th 
use  a  retailer's  check-cashing,  freque 
shopper,  or  other  card.  The  progn 
builds  a  database,  segmenting  users  ; 
cording  to  individual  volume  and  hriw 
buying  patterns  and  delivering  custoi 
ized  before-the-next-purchase  coupon^ 

George  ( 
Presidr 

Catalina  Marketing  C'oi 
St.  Petersburg,  F 

MAIL  FROM 

THE  POSTMASTER  GENERAL 

Pi'ofessor  Gary  Becker's  "Neither  n 
nor  sleet  nor  good  idea  shall  sha 
up  the  postal  system"  (Economic  Vie 
point,  June  20)  stunned  me  with  its  ins 
curacies.  Some  corrections: 

■  Postmasters  have  not  been  politica 
appointed  since  1971. 

■  The  expedited-mail  marketplace  w 
started  by  the  U.  S.  Postal  Service 
1970  and  not  by  Federal  Express  Cor 
Indeed,  we  helped  Federal  Express 
the  1970s  when  it  carried  U.  S.  mail. 

■  The  Postal  Service  was  involved 
the  early  development  of  E-mail.  In  Je 
uary,  1982,  we  pioneered  E-Com.  Li 
others,  most  notably  MCI  Communic 
tions  Inc.,  we  found  that  E-Com  was 
product  ahead  of  its  time. 

Becker  also  notes  that  "after  the  e 
perience  of  the  past  50  years,  few  i 
tional  people  anywhere"  would  adv 
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The  Client/Serv< 
for  EIS  and 


%%%%%%%%%%%« 

The  SAS®  System  is  a  new  concept 
in  client/server  software.  It 
delivers  mission-critical  data  to  the 
desktops  of  every  decision  maker . . . 
and  then  lets  you  turn  data  into  mean- 
ingful information.  Your  servers  not 
only  dole  out  your  data  but  serve  up 
compute  resources  as  well.  Millions  of 
records  can  be  summarized,  and  just 
the  results  delivered  to  the  desktop. 
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The  world's  leading  infor- 
mation delivery  system 
provides  easily  customized 
menus.  Decision  makers  at 
every  level  can  drill  down 
through  your  vast  informa- 
tion reservoir,  determine 
critical  success  factors, 
forecast  trends,  and  more. 
Hundreds  of  applications 
for  analyzing  data  and  for 
generating  reports  are 
right  at  your  fingertips. 
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Sales  Activities 


The  SAS* 

Enterprise  Wide  info 


Parker  Equipment  &  Services 
-..^^     U  S,  Regional  "ferritoflee 

STuttiraif  Sam  ^trutfj 

Boleot  Rogkin  to  Vtow  DataJI 

The  SAS  System's  exclusive 
Multi Vendor  Architecture "  means 
you  can  share  data  and  applications 
(or  parts  of  applications)  across 
all  your  hardware.  Applications  run 
where  it  makes  most  sense  to  run 
them . . .  allowing  you  to  maximize 
use  of  all  your  computing  resources 
while  protecting  your  existing 
applications  investment. 

Call  us  today  at  919-677-8200  for 
a  free  video,  plus  details  about  a  free 
software  evaluation. 


SAS  Institute  Inc. 
Phone  919-677-8200 
Fax  919-677-8123 


SAS  is  J  registered  trademark,  and  MultiVcndor  Architecture  a  tradeinark,  of  SAS  Institute  Inc  Copyright  s)  1993  by  SAS  Institute  Inc. 


ONE  GOOD  1URN 
DESERVES  AH01HER. 


The  Skip  Barber  Racing  School's  g\^m^k 
unique  corporate  and  business  mWKSm 
programs  are  available  fl|^MBflHB^^'*'iH 

and  are  the  '^^S^^^^^^^^lB^^^S^^B 

fastest  way  to        ^       -—-X-^^^^^^W^   -"'^^^^^H  ■ 

.  make  a  lasting       l^^^""*^-**-  ^JBIr    '  — — 
impression.  ^BSr 

Use  our  Formula  Ford  Racing  and  BMW  Driving  Schools  to 
develop,  motivate  and  reward  your  employees... 
and  to  entertain  your  customers. 

^  So  do  your  employees 

^^^M^^^^M^    r^^^^         and  your  customers  a 

good  turn.  Call  today 
^^^^H^^^^^^^^^^^^^^^^  for  a 

1^^B4  u|2||^2lPi^  flexible  program 

^IIW^I  "  tailored  to  your 

^  "  '       company's  needs. 

2CK3-824-0771 


Teaching  you 
to  take  control. 


CORREQIONS  &  CLARIPICATIOMS 


In  "What's  the  word  in  the  lab?  Col 
laborate"  (R&D  Scoreboard,  June  27) 
R&D  expenses  listed  for  Immune> 
Corp.  included  a  one-time  $346.4  milj 
lion  expense  related  to  its  merge^ 
with  a  unit  of  American  Cyanamic 
Co.  Excluding  that  expense,  R&r  ^ 
would  be  $72.5  million,  R&D  per  em|* 
ployee  would  be  $92,711,  and  R&D  as 
percent  of  sales  would  be  59%. 


"Wonder  Chips"  (Special  Report,  Julj 
4)  misspelled  the  name  of  Larry  Ra 
biner,  director  of  information  princi 
pies  research  at  Bell  Labs.  The  photc 
caption  with  the  sidebar,  "Will  w€ 
keep  getting  more  bits  for  the  buck?' 
failed  to  identify  Mark  C.  Melliar 
Smith,  the  chief  technical  officer  o: 
AT&T  Microelectronics. 


cate  a  government  mail  monopoly.  F 
also  says  "dissatisfaction  is  widesprea(  !' 
with  the  Postal  Service.  The  most  r  m 
cent  sampling  by  Opinion  Researt  h 
Corp.  shows  that  85%  of  Americai  \-. 
rate  the  post  office  as  good,  very  gon. 
or  excellent. 

For  all  its  flaws,  the  Postal  Service  , 
a  true  government  success  story:  a  $.^s|l 
billion  a  year,  self-sufficient  agency  ih;  ' 
has  not  taken  a  Congressional  sulisid 
since  1982.  I  felt  less  threatened  by  coi 
petitive  forces  during  my  career  at  Fm 
Motor  Co.  and  Nissan  America  than  I  ( 
heading  the  Postal  Service.  As  som^ 
one  who  joined  the  organization  after 
private  sector  career  spanning  foi 
decades,  I  believe  the  Postal  Servic 
serves  America  and  American  business 
es  well.  Along  with  our  leadership  tean 
I  am  working  hard  to  increase  reliabilit 
credibility,  and  competitiveness. 

Marvin  Runyc 
Postmaster  General,  CE 
U.  S.  Postal  Servic 
Washingto 
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Our  pilots  have  to  fly 
over  a  million  miles  before 
they  can  fly  you  one. 


Everyone's  thinking  globally  these  days. 
Vhich  is  not  exactly  a  new  idea  for  us. 
,      Because  at  Korean  Air,  our  pilots  have  flown 
iround  the  world  about  forty  times.  (And  that 
vas  before  we  even  hired  them.) 

Ot  course,  a  crew  of  this  caliber  deserves 
he  best.  That's  why  we  use  the  very  latest  in 
iviation  technology.  Including  one  of  the  most 
nodern  fleets  of  aircraft  in  the  world. 
^  So  call  your  travel  agent  or  Korean  Air  at 
[-800-438-5000.  We'll  go  out  of  our  way  for  you. 


KSREAT^AIR 

Fly  the  spirit  of  dedication." 


{ours} 


T  TAKES  MONEY  fo  MAKE  MONEY. 


{yours } 


If  yon  have  big  plans  for  your  small  business,  we'd  like  to 
help.  Come  to  First  Interstate  Bank.  We'll  work  with  you, 
not  against  you.  and  we  have  a  variety  of  loans  and  lines  of 
credit  designed  to  help  a  business  grow.  Yours,  that  is. 

5^MALL  BUSINESS  LOANS  />>r  TEM PORARI LY  SMALL  BUSINESSES. 


lo  1994  FirsI  Inlerstale  Bancorp 


2B-CA 


First  InterstatB  Rmk 


1ST  DO  IT:  THE  NIKE  SPIRIT  IN  THE  CORPORATE  WORLD 

'  Donald  Ka\z 

indom  House  •  336pp  •  $23 


lIKE:  CAN  A  COIDSSUS 

;till  be  cool? 


T 


Jy  now,  the  stxiry  of  how  Nike  Inc. 
grew  out  of  the  trunk  of  its 
founder's  car  is  well  known.  In 
ief:  A  former  journeyman  middle-dis- 
nce  runner  from  the  famed  Univer- 
;y  of  Oregon  track  team  goes  to  Stan- 
rd  Business  School  and  writes  a  paper 
I  how  track  shoes  made  in  Asia  could 
idersell  the  competition  in  the  U.  S. 
[ter  B-school,  he  becomes  an  accoun- 
nt  but  on  the  side  starts  hawking  Jap- 
lese  imports  designed  by  his  old  coach, 
s  hires  a  bunch  of  beer-swilling  ex- 
nners  and  would-be  jocks  to  travel 
e  track-meet  circuit, 
lling  shoes  from  their 
rs.  In  no  time,  the  com- 
iny  is  growing  like  wild- 
•e,  they've  created  a 
arketing  phenomenon 
lied  Air  Jordan,  and 
ey're  all  rich. 
That  was  the  tale  elab- 
ated  in  Swoosh,  pub- 
ihed  in  1992.  Its  au- 
ors— Laurie  Becklund 
id  J.  B.  Strasser,  who 
IS  married  to  a  onetime 
ike  executive— spent 
larly  700  pages  (at  least 

0  too  many)  chronicling 
ike's  swashbuckling  ear- 
days.  But  for  all  its  in- 
Je  detail,  the  book  suf- 
red  from  the  authors' 
;k  of  access  to  Nike  Chairman  Philip 
,  Knight. 

Donald  Katz  faced  no  such  handicap 
writing  Just  Do  It:  The  Nike  Spirit  in 
e  Carporate  World.  The  famously  enig- 
atic  and  insular  Knight  granted  Katz 
ore  access  to  his  company  and  his  psy- 
e  than  he  has  to  any  other  journalist, 
hile  the  result  is  hardly  an  in-depth 
lalysis  of  the  impenetrable  Knight's 
Tsonality,  the  book  does  plumb  his 
inking  to  an  unprecedented  degree 
st  as  his  company  faces  something  of 

1  identity  crisis. 

Katz  picks  up  the  story  in  1993,  when 
ike's  six-year  runup  to  revenues  of  $4 
Uion  shows  signs  of  slowing.  Nike  is  a 
eative  enterprise  rich  in  entrepreneu- 
al  spirit  that  has  discovered  how- 
rough  remarkable  image-making— to 
ibue  its  products  with  cool.  Within  its 
jrdant  Beaverton  (Ore.)  campus,  an 


elaborate  culture  has  grown  up,  devoted 
to  such  irreverent  Nike-sponsored  sports 
heroes  as  tennis  star  John  McEnroe  and 
basketball  l)ad  boy  Charles  Barkley.  And 
behind  his  ever-present  Oakley  shades, 
Knight  himself  has  become  a  corporate 
icon,  symbolizing  the  entrepreneur's 
brash  nature. 

But  size  and  power  have  created  their 
own  problems.  For  one,  Nike's  image  as 
an  iconoclastic  underdog  is  threatened. 
Writes  Katz:  "Knight  realized  that  Nike 
was  fast  becoming  a  lightning  rod  for  all 
of  the  popular  ambivalence  about  the 


he  book  plumbs 
Phil  Knight's  thinking 
at  a  time  when  Nike 
faces  something  of  an 
identity  crisis 


just  do  it 


lii  lib  s|"il  I'  ll>(  cii)ifili  Willi 


DONALD  KATZ 


general  convergence  of  American  busi- 
ness and  American  sports."  And  Nike's 
push  to  go  global  has  its  price,  too.  "As 
you  get  bigger,"  Knight  tells  Katz,  "you 
do  have  to  tone  down  your  entrepre- 
neurial instincts.  But  you  have  to  do  it 
in  a  way  that  doesn't  put  out  the  fire." 
To  make  matters  worse,  Nike's  booming 
basketball  business  is  slowing  down  just 
as  Michael  Jordan,  its  most  potent  sales- 
man, has  quit  the  court. 

Katz's  strength  as  a  business  writer  is 
his  ability  to  bring  a  corporate  culture  to 
life.  The  Big  Store,  about  the  crisis  at 
Sears,  Roebuck  &  Co.  during  the  early 
1980s,  was  remarkable  because  of  his 
ability  to  get  a  bunch  of  proud  but  em- 
battled Midwestern  executives  to  talk 
freely.  Just  Do  It  contains  much  the 
same  depth  of  reporting. 

Katz  takes  us  inside  the  back  room 
of  Michael  Jordan's  Chicago  restaurant 


the  night  Jordan  retires.  He  shows  us 
Knight's  ambivalence  about  the  might 
of  Nike's  marketing  machine— a  machine 
that.  Knight  admits,  is  "capable  of  blind- 
siding  the  company"  by  making  it  ap- 
pear too  powerful.  A  long,  anecdotal 
passage  describes  how  Nike  wrestled 
with  the  controversy  when  several 
Nike-sponsored  Dream  Team  members 
refu.sed  to  wear  sweatsuits  made  by 
Olympic  sponsor  Reebok  International 
Ltd.  during  the  medal  ceremony  at  Bar- 
celona. Katz  breaks  news  by  detailing 
Nike's  hope  to  one  day  build  shoes  en- 
tirely through  computer-aided  design 
and  automation.  And  he  describes  se- 
cret talks  with  International  Market- 
ing Group  Chairman  Mark  McCormack, 
in  which  Knight  offered  to  buy  the 
huge  sports  agency. 

But  the  best  stuff  here  are  the  per- 
sonal glimpses  of  Knight,  who  talks 
with  relative  openness  about  his  moti- 
vation and  style.  He  remains  passionate 
about  the  company  he 
built:  "I  worry  over  it 
like  I  worry  about  my 
kids.  There's  just  too 
much  emotion  involved." 

Here  is  Knight  the 
business  philosopher,  mov- 
ing in  and  out  of  day-to- 
day involvement  with 
Nike  as  he  deems  neces- 
sary. Much  of  his  time, 
Katz  discovers,  is  spent 
in  a  small  room  adjacent 
to  his  outer  office.  Rarely 
does  anyone  else  enter 
the  room,  where  "dirty 
running  clothes"  are  "piled 
on  the  floor  near  piles  of 
articles  and  papers." 
Grumbles  Knight:  "Once 
you  let  people  in  your  of- 
fice, they'll  come  in  and  out  all  day  long. 
I  need  to  think." 

Unfortunately,  Just  Do  It  lacks  the 
narrative  drive  of  The  Big  Store.  Al- 
though Katz  tries  to  shape  his  story  by 
describing  the  events  of  1993,  he  di- 
gresses annoyingly,  as  when  he  goes 
into  great  detail  about  the  L.  A.  Gear 
Inc.  booth  at  Atlanta's  annual  sports- 
equipment  Supershow.  Katz  has  also  de- 
veloped a  tendency  to  overwrite— saying 
"ostentatiously  remunerated"  instead  of 
"overpaid,"  for  instance— which  drags 
down  his  worthy  reporting.  That  makes 
his  book  a  slog  in  places.  But  for  anyone 
who  wants  a  glimpse  inside  one  of 
America's  most  successfully  entrepre- 
neurial companies.  Just  Do  It  is  worth 
the  trouble. 

BY  MICHAEL  ONEAL 
Associate  Editor  Otieai  wrote  about 
Phil  Knight  in  April. 


'KS 
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Daddy  fought  in  the  war. 


The  Motorola  MicroTAC  Ultra  Lite'" 
comes  from  a  long  line  of  heroes. 
Like  the  original  SCR  536  hand-held 
wireless  radio,  which  cut  our 
boys  loose  from  the  wires  of  war. 
Lives  depended  on  us  then.  Busy 
lives  depend  on  us  now.  Motorola. 
The  best-selling,  most-preferred 
cellular  phones  in  the  world. 


50 


EDITED  BY  STEPHEN  H  WILDSTROM 


HERE  COMES  THE 
BICOASTAL  DESKTOP 


Judy  works  at  headquar- 
ters in  Minneapolis. 
Sam  is  in  the  Dallas  re- 
gional office.  Together, 
they're  responsible  for  a 
presentation  at  the  sales 
meeting  in  Pittsburgh  next 
week.  How  do  they  jointly 
produce  the  visuals  for  the 
assembled  masses? 

Until  very  recently,  the 
highest-tech  answer  availal)le 
was  a  frustrating  stream  of 
E-mailed  spreadsheets,  faxed 
transparencies,  and  harried 
phone  calls.  But  a  better  way 
is  at  hand.  Variously  called 
"application  sharing"  or  "desk- 
top conferencing,"  it  allows  us- 
ers at  widely  separated  loca- 


puters  running  under  Micro- 
soft Corp.'s  Windows  can  be 
put  in  place  for  $200  a  sta- 
tion (assuming  the  users  al- 
ready have  modems)  and  can 
be  done  over  regular  phone 
lines.  Make  that  two  phone 
lines— one  for  data,  one  to 
talk. 

The  most  advanced  prod- 
uct now  available  is  Intel 
Corp.'s  ProShare  1.6,  which 
hit  the  market  in  June.  AT&T 
Global  Information  Solutions 
plans  to  ship  its  new  Vistium 
Share  software  later  in  the 
summer.  Both  are  application- 
sharing  programs  unbundled 
from  more  complex  and  ex- 
pensive video-conferencing 


CHOICES  fOR 
CONFERENCIHG 


Product 
AT&T 

VISTIUM 


Cost  Available 
Late 

$200  Summer 


FUJITSU 
DESKTOP 

CONFERENCING  $179 


INTEL'S  SOLUTION:  I'ruSliari'  ami  .shart  iiUk> 


INTEL 
PROSHARE 


$220  Now 


tions  to  work  together  on 
computer  files  at  the  same 
time. 

This  collaborative  software 
is  an  outgrowth  of  desktop 
video  technology  but  aimed 
at  a  broader  market.  Al- 
though the  cost  of  desktop 
video— which  allows  remote 
users  to  see  each  other  as 
they  work— has  plunged,  it 
remains  pricey,  with  software 
and  special  hardware  fetch- 
ing about  $2,000  per  station. 
In  addition,  special  high-ca- 
pacity Integrated  Services 
Digital  Network  (ISDN)  tele- 
phone lines  are  needed,  fur- 
ther boosting  the  cost. 

By  contrast,  software-oi  ly 
application  sharing  for  com 


products.  Fujitsu  Ltd.'s  Desk 
Top  Conferencing  is  somewhat 
different.  It  allows  sharing 
only  over  local-  or  wide-area 
network  connections,  not  dial- 
up  phone  lines,  but  lets  more 
than  two  users  join  a  confer- 
ence. 

The  Intel  and  AT&T  pro- 
grams (the  latter  was  tested 
in  a  preliminary  version)  offer 
similar  features.  They  both 
offer  "whitel)oard"  screens 
that  allow  users  to  look  at 
and  mark  up  text  and  graph- 
ics. In  ProShare,  this  takes 
the  form  of  a  multipage  "note- 
book," which  allows  for  a  sort 
of  remote-control  slide  show. 

Application  sharing  offers 
greater  possibilities.  In  this 


mode,  one  participant,  the 
"host,"  fires  up  an  applica- 
tion—word processor,  graph- 
ics program,  whatever.  If  the 
host  allows,  both  participants 
can  edit  text,  change  graphics, 
or  whatever  the  progi-am  al- 
lows. Each  user  needs  a  copy 
of  the  conferencing  software, 
but  the  application  being 
shared  only  has  to  be  in- 
stalled on  the  host  computer. 
And  changes  to  the  files  will 
also  only  be  saved  to  the 
host's  hard  disk,  but  ProShare 
and  Vistium  provide  an  easy 
way  to  transfer  files  between 
computers. 

The  share  software  is  not 
without  its  glitches.  If  the  two 
computers  sharing  an  applica- 
tion have  different  size  moni- 
tors, the  two  users  may  not 
see  exactly  the  same  screen. 
The  programs  offer  a  way  to 
compensate  for  this,  but  it 
can  be  disconcerting.  If  both 
users  try  to  control  the  pro- 
gram at  the  same  time,  they 
end  up  just  fighting 
over  the  cursor.  The 
host  can  lock  out  the 
other  user,  but  the 
problem  is  better  re- 
solved by  simply 
agreeing  over  the 
phone  to  take  turns. 

Speed  can  also  be 
an  issue.  When  users 
are  connected  by  a 
network  or  an  ISDN 
phone  line,  screen 
updates  are  almost 
as  fast  as  when  not 
sharing.  But  using 


Now 


14,400-bit-per-second  modems 
over  regular  phone  lines,  it 
can  take  several  seconds  for 
shared  screens  to  redraw. 

Software-sharing  technolo- 
gy is  still  in  its  infancy  and 
could  improve  rapidly.  Hew- 
lett-Packard Co.,  which  has 
not  yet  announced  any  prod- 
ucts, is  developing  new  com- 
munications protocols  and 
technology  that  could  allow 
high-speed  sharing  even  be- 
tween different  types  of  com- 
puters, such  as  Macintoshes 
and  IBM  compatibles.  That's 
in  the  future.  But  even  to- 
day's desktop-conferencing 
software  can  make  collabora- 
tion easier  for  folks  who  work 
in  different  locations.  S.W. 


BULLETIN  BOAR 


SOFTWARE 

DOCUMENT  DRAMA  

The  computer  industry  love 
its  buzzwords,  and  the  late: 
is  "document-centered  soft- 
wore"  or,  if  you  must,  "doci 
ment-centricity."  Word- 
Perfect is  using  the  term  to 
promote  its  forthcoming 
PerfectOffice  software  suite 


You'll  hear  a  lot  more  abou 
centricity  when  Microsoft 
launches  its  new  version  of 
Windows. 

The  theory  is  appealing.  T 
write  o  report,  you  may  ne« 
a  spreadsheet  for  charts,  a 
word  processor  for  the  text, 
and  maybe  a  database  mar 
oger  to  fetch  corporate  info 
motion.  But  your  focus 
should  be  on  the  goal— the  r 
port— not  on  the  tools  used  t 
build  it.  For  example,  you 
should  be  able  to  use  your 
spreadsheet  tools  to  chang< 
a  chart  without  ever  leavinj 
your  word-processing  pro- 
gram. This  requires  much 
tighter  integration  than  has 
been  achieved  so  far.  Let's 
hope  users  get  a  software 
breakthrough,  not  marketin 
hype. 

GETTING  HELP 

BIDDING  WITHOUT  RED  TAPE 

Government  "bid  boards" 
on  General  Electric's  GEnie 
on-line  service  help  pro- 
spective contractors  get 
through  the  procurement 
maze.  The  service  takes  yoi 
through  the  steps,  from  re- 
quests for  quotes  to  notifica 
tion  of  bid  results.  For  more 
information,  you  con  conta< 
GE  Information  Services  at 
301  340-3541. 


Questions?  Comments?  techandu@mgh.com  on  Internet  or  fox  (202)  383-2125 
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FVderal  Express 

CO 

CD 

IntTXKliicing  our  new  look. 

(Boy>  we  hope  you  like  it  V\fe^re  putting  it  on  everything.) 

We're  changing  our  look  to  FedEx .  Isn't  that  what  you  call  us  aiiyway? 


iOurMost  Important  Package  Is  Yoursm 


^1994  Federal  Express  Corporation 


economic  Viewpoint 


UNLEASH  THE  BILL  COLLECTORS 
ON  DEADBEAT  DADS 


BY  GARY  S  BECKER 


Clinton's  proposals 
for  stiffer  rules  to 
enforce  support 
payments  are  fine,  as 
far  as  they  go.  But 
private  collection 
outfits  have  a  better 
track  record  than 
state  agencies  in 
getting  money  from 
recalcitrant  fathers 


GARY  S  B;  :KER,  the  1992  NOBEL 
lAUREAT,;,  :  -ACHES  AT  THE  UNIVERSITY 
OF  CHICAf  O  AND  IS  A  FELLOW  OF 
THE  HOOVf!?  INSTITUTION 


More  than  one  in  five  U.  S.  children 
Hve  in  poverty.  This  is  mainly  he- 
cause  of  a  spectacular  growth  in  the 
niimhei'  of  families  headed  by  unmanned  moth- 
ers, compounded  by  low  or  nonexistent  child- 
support  payments  by  noncustodial  fathers. 
Fortunately  for  the  children,  as  well  as  the 
mothers,  it  is  possible  to  gi'eatly  increase  the 
number  of  fathers  who  meet  their  obligations. 

It  is  far  too  easy  for  fathers  to  dump  the  fi- 
nancial as  well  as  the  emotional  burdens  of 
raising  children  on  mothers.  More  men  will 
hesitate  to  father  children  if  they  know  they'll 
have  a  tougher  time  evading  the  duty  to  sup- 
port them. 

Children  can  benefit  emotionally  as  well  as 
materially  when  their  fathers  support  them. 
And  if  more  dads  were  forced  to  pay  up,  they 
might  be  more  likely  to  spend  time  with  their 
kids— since  they  would  no  longer  be  avoiding 
detection. 

A  1993  Urban  Institute  study  estimates  that 
incomes  of  many  one-parent  families  would 
rise  above  the  poverty  level  if  all  child-support 
obligations  were  met.  But  the  American  Fa- 
thers Coalition— a  group  of  child-support  pay- 
ers—claims the  delincjuency  figures  are  inflat- 
ed by  mothers'  failure  to  report  the  payments 
they  receive.  This  coalition  also  believes  fa- 
thers sometimes  fall  into  airears  because  child- 
support  awards  are  excessive. 

This  gi'oup  makes  some  valid  points,  but  it 
is  still  important  to  improve  compliance  with 
child-support  obligations.  Congress  passed  leg- 
islation in  1984  and  1988  requiring  states  to 
make  stronger  collection  efforts,  with  the  Fed- 
eral government  footing  most  of  the  bill.  It  is 
now  easier  to  garnishee  wages,  even  when 
fathers  have  moved  to  other  states,  and  to 
jail  those  who  refuse  to  pay.  Computer  sys- 
tems allow  states  to  keep  better  track  of 
where  fathers  live  and  how  much  they  owe. 
PATERNITY  WARDS.  As  part  of  his  welfare-re- 
form package.  President  Clinton  recently  pro- 
posed stiffening  these  laws  by  establishing 
national  clearinghouses  to  track  interstate  cas- 
es, by  denying  occupational  permits  and  driv- 
er's licenses  to  fathers  who  don't  pay  up  (some 
states  already  have  such  rules),  and  by  re- 
quiring hospitals  to  establish  and  record  who 
the  father  is  for  every  baby  born. 

Although  federal  laws  and  state  efforts 
have  increased  the  numbers  of  fathers  who 
pay  up,  statistics  compiled  by  the  Health  & 
Human  Services  Dept.'s  Office  of  Child  Sup- 
port Enforcement  show  that  state  agencies 
are  collecting  money  in  less  than  19%  of  their 
child-support  cases.  Many  fathers  continue 
to  successfully  avoid  detection  by  state  gov- 


ernments—in some  cases  by  fleeing  to  a 
other  state. 

One  reason  for  the  low  figure  is  that  stat 
collection  agencies  concentrate  on  helpin 
mothers  on  welfare,  including  efforts  to  e; 
tablish  the  identity  of  the  fathers.  States  en 
phasize  welfare  cases  because  public  spen 
ing  is  reduced  when  families  receive  enoug 
child  support  to  go  off  welfare. 

But  many  women  not  on  welfare  are  als 
failing  to  get  the  support  due  them.  Som 
women  who  were  not  being  helped  by  stat 
agencies  have  turned  to  private  collectors  t 
track  down  the  fathers  of  their  children.  The; 
collectors  have  often  been  quite  successfu 
They  may  garnishee  the  wages  of  fathers 
get  local  authorities  to  jail  deadbeats  unt 
they  pay  up. 
BOUNTY  HUNTERS?  Private  collectors  usuall 
charge  a  small  nonrefundable  fee,  but  the 
main  source  of  revenue  is  a  contingency  paj 
ment  that  usually  ranges  from  one-quarti 
to  one-third  of  what  they  collect.  This  ma 
seem  like  a  big  cut,  but  these  fractions  ai 
not  out  of  line  with  fees  charged  by  comp; 
nies  collecting  other  kinds  of  debt.  Yet  som 
children's  advocacy  groups  oppose  the  ii 
volvement  of  for-profit  collection  companie 
because  they  hate  to  see  large  sums  being  s 
phoned  off  that  should  be  going  to  the  chi 
dren.  But  mothers  usually  turn  to  privat 
companies  only  after  they  fail  to  get  what 
due  them  through  ordinary  channels.  An 
after  all,  67%  of  what  is  collected  privately 
a  lot  better  than  100%  of  nothing. 

Private  collectors  often  succeed  where  stat 
agencies  fail,  because  government  officials  lac 
financial  incentives  to  track  down  fathers  wh 
are  in  arrears.  Therefore,  .state  agencies  shoul 
take  a  cue  from  what  some  mothers  are  doin^ 
Hire  private  companies  to  locate  and  collec 
from  recalcitrant  fathers. 

Private  collectors  hunting  down  deadbet 
fathers  for  state  governments  may  evoke  th 
notorious  bounty-hunter  system  of  the  01 
West,  but  it  would  be  an  effective  respons 
to  the  failure  of  state  agencies.  Privatizatio 
of  state  collection  efforts  has  precedents  i 
other  kinds  of  debt:  States  have  hired  privat 
companies  to  collect  unpaid  traffic  fines,  fc 
example. 

Congress  should  adopt  most  of  the  Pres 
dent's  recommendations  to  strengthen  the  goi 
ernment's  hand  in  collecting  child  suppor 
But  the  laws  already  on  the  books  would  b 
much  more  effective  in  reducing  the  number  ( 
children  raised  in  poverty  if  state  goveri 
ments  and  more  mothers  hired  private  colle 
tors  to  track  down  deadbeat  fathers. 
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TELECOMMUNICATIONS  FOR 
THE  BIGGEST  EVENT  ON 

EARTH 

HAVE  BEEN  ENTRUSTED 


Hie  World  Cup  soccer  games  are  an  extravaganza  unlike  any  on  the  face  of  the  globe.  They  involve  a  cumulative 
iewership  of  over  32  billion  fans  in  143  countries  —  over  40  times  the  audience  of  the  Super  Bowl:  All  brought 
ogether  by  a  love  of  sport  and  by  the  reliable,  international  nettvork  of  Sprint.  The 

VoridCufAjsm   exclusive  provider  of  long  distance  i  'oice  and  data  senuces.  Which  means    ^^^^^  Sp  VlTt  t 


1^ 


the  World  Cup  USA  1994  Committee  has  given  Sprint  the  important  task 
of  making  the  world  one  big,  informed  global  stadium.  1-800-PIN-DROP 


Be  there  now. 


When  it  comes  to  safety, 
some  luxury  cars  are  a  bit 
more  focused  than  otiiers. 


Tfie  Infiniti  J30' 


©  1QQ4  Infiniti  Division  of  Nissan  Motor  Corporation  U.S.A. 


Successful  people,  the  sort  that  gravitate  toward 
a  car  like  the  Infiniti  J30,  achieve  much  of  their  suc- 
cess hy  focusing  on  where  they  're  going,  rather  than 
where  they  are.  They  like  to  he  prepared  for  the  unex- 
pected— from  investment  opportunities  an  dh  usmess 
trends  to  sudden  potholes  and  careless  pedestrians. 

Such  people  can  truly  appreciate  the  safety  tech- 
nology that  went  into  our  projector  heam  headlights. 

The  lens  in  each  headlight  is  etched  to  focus 
light  from  a  separate  halogen  projector  hulh  into  a 
crisp,  sharp  heam,  with  less  diffusion  and  better 
visibility  than  you  get  with  ordinary  sealed  heam 
headlights.  Making  this  a  safety  feature  which  actu- 
ally works  for  two  cars  at  the  same  time,  since  any 
oncoming  vehicle  is  less  affected  hy  glare. 

This  kind  of  thinking  —  along  with  other  safety 
features  like  ABS,  dual  air  hags  and  front  seat  belt 
pre-tensioners  —  is  standard  operating  procedure  when 
you're  building  cars  like  the  J30.  if  you'd  like  to  know 
more  about  it,  callus  at  1-800-341-4560. 

Better  yet,  take  a  Guest  Drive  at  your  Infiniti 
showroom.  Preferably  at  night.  When  at  least  two  of 
our  features  are  at  their  most  illuminating. 

Its  everything  that's  possi 
INFINITI® 


conomic  Trends 


BY  GENE  KORETZ 


U.S.  HOUSING  DEMAND: 
THE  lOUNDATION  SEEMS 
AS  SOLID  AS  A  BRICK 


In  the  wake  of  rising  mortgage  rates 
this  year,  there's  plenty  of  reason  to 
think  that  the  peak  in  the  housing  cycle 
is  behind  us.  Indeed,  mortgage  applica- 
tions have  been  slipping  since  the  win- 
ter, and  builders  recently  reported  that 
buyer  traffic  has  been  slowing. 

Nonetheless,  the  housing  market  is 
proving  surprisingly  resilient.  And  new 
demographic  data  suggest  that  under- 
lying housing  demand  could  stay  robust 
through  the  decade  and  beyond. 

Since  September,  for  example,  single- 
family  starts  have  hit  an  average  1.22- 
million-unit  annual  clip— higher  than  such 
starts  in  any  year  since  1978.  Multifam- 
ily  starts  have  also  accelerated  recently 
and  are  running  at  more  than  double 


A  BOOMING  POPUUTION: 
HOUSING'S  ACE  IN  THE  HOLE 
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INCREASE  IK  U.S.  POPUUTION 


1960s        1970s        1980s  1990s 
A  MILLIONS  OF  PEOPLE 

DATA:  CENSUS  BUREAU,  HARVARD  UNIVERSITY  JOINT  CENTER  FOR  HOUSING  STUDIES 


their  year-ago  pace.  And  new-  and  exist- 
ing-home  sales  in  May  posted  double- 
digit  increases  over  May,  1993. 

"Although  some  consumers  have  cho- 
sen to  delay  purchases  due  to  higher 
rates,"  says  Robert  H.  Elrod,  president 
of  the  National  Association  of  Realtors, 
"many  othei"s  have  brushed  off  rates  be- 
cause they  are  intent  on  ljuying  a  home." 

The  industry  has  also  l)een  heartened 
by  unexpectedly  high  immigration.  Ac- 
cording to  the  Census  Bureau,  the  U.  S. 
population  in  the  1990s  will  grow  by 
some  27  million,  rather  than  the  17  mil- 
hon  previously  projected  (and  over  the 
next  two  decades  by  an  additional  25 
million  above  earlier  projections).  That's 
the  highest  population  growth  in  four 
decades  (chart). 

Meanwhile,  housing  analyst  Barbara 


Allen  of  Donaldson,  Lufkin  &  Jenrette 
Securities  Corp.  points  out  that  hous- 
ing affordability  is  still  at  a  20-year  high 
despite  the  uptick  in  mortgage  rates, 
and  consumers  now  have  their  pick  of 
the  greatest  variety  of  mortgage  ar- 
rangements in  history.  "Many  buyers 
are  now  switching  to  different  types  of 
adjustable-rate  mortgages,"  she  notes. 

Even  if  the  housing  market  were  to 
soften  for  a  while,  its  impact  on  eco- 
nomic growth  is  likely  to  remain  strong. 
On  average  it  takes  six  months  or  more 
from  the  time  a  start  is  announced  to 
the  end  of  construction,  and  that's  usual- 
ly followed  by  heavy  spending  on  furni- 
ture and  other  items. 


TO  WALL  STREET, 
THE  GREENBACK'S  FALL 
ISN'T  ALL  BAD 


It's  no  secret  that  the  weak  dollar 
spells  stronger  profits  for  some  U.  S. 
companies.  What  may  be  unappreciat- 
ed, however,  is  its  positive  effect  on  the 
overall  corporate  earnings  outlook. 

On  average  since  World  War  II,  notes 
Jeffi-ey  M.  Applegate  of  CS  First  Boston, 
foreign  profits  of  U.  S.  corporations  have 
grown  about  9%  a  year,  compared  with 
a  6%  rate  for  domestic-only  U.  S.  profits. 
In  the  1990s,  though,  the  foreign  profits 
growth  rate  has  slipped  to  2%,  mainly  as 
a  result  of  the  European  recession. 

That  should  change  this  year  and 
next,  as  the  weak  dollar  reinforces  the 
impact  of  recovery  overseas  on  demand 
for  U.  S.  exjDorts  and  on  the  performance 
of  foreign  subsidiaries  of  U.  S.  multina- 
tionals. The  foreign  share  of  profits 
earned  by  U.  S.  corporations,  says  Ap- 
plegate, should  I'ise  from  25%  at  the 
end  of  1993  to  30%  by  the  end  of  1995. 
Although  U.  S.  growth  will  slow,  he 
thinks  rising  foreign  and  export  profits 
will  be  enough  to  keep  s&p  500  operat- 
ing earnings  rising  by  at  least  15%  this 
year  and  8%  in  1995. 


FEARS  OF  A  GLOBAL 
CAPITAL  SHORTAGE 
MAY  BE  INFIATED 


Is  a  looming  gloljal  capital  shortage  re- 
sponsible for  the  upswing  in  global 
bond  yields  this  year?  Some  experts  see 
a  clash  unfolding  between  the  capital 
recjuirements  of  recovering  industrial 
nations  and  the  rising  needs  of  develop- 
ing economies,  which  attracted  a  huge 
$140  l)illion  in  long-ter-m  capital  last  year. 
Economists  at  Merrill  Lynch  &  Co. 


argue  that  fears  of  a  global  capital  sho  ■ 
age  are  overblown,  however.  They  na 
that  part  of  the  long-term  flows  to  c- 
veloping  nations  last  year  were  rec- 
cled  back  to  the  industrialized  natios 
via  central  bank  purchases  of  forei;i 
currency  reserves.  In  fact,  the  total  ci- 
rent  account  deficits  of  developing  r- 
tions  came  to  only  $95  billion,  $45  liillii 
less  than  their  capital  inflows. 

East  Asia's  need  for  foreign  ca])if' 
is  tempered  by  very  high  domestic  s; 
ings  rates— as  high  as  30%  to  4(1  a  i 
gross  domestic  product,  notes  Men! 
Lynch.  And  Latin  America's  need  f- 
capital  may  be  peaking. 

In  any  case,  the  increase  in  capili 
flows  to  developing  nations  over  the  1;  . 
four  years  was  equivalent  to  only  m 
third  of  1%  of  the  industrial  world's  ci  . 
And  the  structural  government  bud'j,, 
deficits  of  the  industrial  nations  are  i 
pected  to  shrink  by  a  cumulative  1' 
GDP  this  year  and  next— a  decline  in  ( ■ 
mestic  capital  needs  that  will  dwarf  a 
likely  increase  in  capital  demands  fro 
developing  economies. 


THIRSTY  MINIVANS 

HELP  KEEP  OPEC 

IN  THE  DRIVER'S  SEAT 


Oil  prices  are  up  40%  since  Februai 
American  energy  demand  is  risir 
and  U.  S.  crude  production  seems  hes 
ed  for  a  35-year  low— not  enough  to  s; 
isfy  even  40%  of  domestic  consumptic 
To  these  worrisome  trends,  add  one  ot 
er:  Economist  Irwin  L.  Kellner  of  Chei 
ical  Banking  Corp.  reports  that  U. 
fuel  efficiency  is  declining. 

Since  OPEC  first  flexed  its  muscles 
the  early  1970s,  notes  Kellner,  Amerie 
automotive  fleet  has  consistently  boost 
the  average  miles  it  could  squeeze  out 
a  gallon  of  gasoline.  In  the  past  t\ 
years,  however,  average  vehicle  mil 
traveled  per  gallon  have  fallen  fi'om  2 
in  1991  to  an  estimated  21.4  in  1993, 
decline  of  L4%  in  efficiency.  At  the  sar 
time,  the  average  miles  traveled  p 
auto  rose  by  4.2%. 

Kellner  attributes  the  reversal  to  t 
booming  sales  of  light  trucks  in  rece 
years.  Minivans  and  sport-utility  vehicl 
not  only  tend  to  burn  more  fuel  th 
conventional  cars,  he  says,  but  are  go 
erned  by  lower  federally  mandated  fi 
efficiency  standards.  Since  motor  gas 
line  accounts  for  nearly  45%  of  U.  S. 
consumption,  the  American  driver's  ci 
rent  infatuation  with  gas-thirsty  lig 
trucks  is  having  the  perverse  effect 
increasing  both  the  trade  deficit  ai 
U.  S.  oil  dependence. 
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ECONOMIC  TRI 


Critically  acclaimed. 
Now  available  on  video. 


"Tfie  J30t  offers  good  power,  a  high  level 
of  refinement,  numerous  safety  features, 
an  exhaustive  list  of  standard  creature 
comforts,  and  a  beautiful  hody  to  hoot'.' 

Car  and  Driver 
SeptemLer  1993 


.an  excel. 


former  m 


?llent  perfo 
all  situations,  from  high- 
speed merges  to  passing'.' 
New  York  Post  Auto  Saturday 

April  24,  1993 


"A  highly  refined  rear- 
drive  sedan,  absolutely 
dripping  with  luxury'.' 

Road  &  Track,  1993 
Complete  Car  Buyer's  Guide 


Built  to  tolerances  of  .001  inch.  State-of-the- 
art  construction  and  design.  Full  spectrum  sound. 

And  we're  just  talking  ahout  our  video.  Which, 
hy  no  mere  coincidence,  is  the  ideal  way  to  hecome 
acquainted  with  a  luxury  sedan  that  has  received 
enthusiastic  "thumhs  up  from  critics  and  drivers 
alike:  Tlie  Infiniti  J30. 

To  receive  a  copy  of  our  video,  or  to  arrange  for 
a  Guest  Drive,  simply  call  our  toll-free  number. 

who  knows  ?  It  could  he  the  one  time  you  and 
the  critics  find  yourselves  in  complete  agreement. 

1-800-419-7521 

It's  everything  that's  possi 

INFINITI. 


"A  jewel  of  a  sedan: 
beautifully  cut  and 
nearly  flawless'.' 

Car  and  Driver 
SeptemLer  1993 
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The  long  haul  is  nothing  more 
than  a  series  of  short  steps^ 


lanning  your  financial  future  doesn't  have  to  be 
■whelming.  Just  take  a  small  amciunt  of  money  to  start. 
;  and  invest  it  consistently.  Over  time,  it  can  grow  into  a 
tantial  nest  egg  *  which  can  help  get  your  kids  through 
;ge  or  let  you  plan  toward  your  retirement.  Whatever 

■  financial  goal,  you  can  take  a  first  step  to  realizing  it  hy 
sting  in  a  mutual  fund.  The  Berger  100  Fund,  a  growth 

1  that  invests  in  what  we  think  are  the  best  of  the 
ent  taster-growing  companies,  could  help  you  achieve 

■  goals. 

You  can  open  an  account 
with  only  $250. 

it  the  Berger  Funds,  we've  kept  our  minimums  low  to 
e  it  easier  for  you  to  plan  for  your  future.  And,  if  you 
)se  an  automatic  monthly  investment  plan,  you  won't  ever 
!  to  think  about  it.  That's  because  each  month  we'll  auto- 
ically  deduct  from  your  bank  account  whatever  amount 
choose.  Even  if  it's  as  low  as  $50.  (Of  course,  periodic 


investment  plans  do  not  guarantee  a  profit  nor  protect  against 
loss  in  declining  markets.) 

To  understand  the  impact  of  a  regular  savings  plan  in 
action,  see  the  table  below  left.  It  shows  how  easily  a  $1,000 
initial  investment -with  an  additional  $50  invested  each 
month -would  have  grown  to  $88,636  over  the  past  19  years 
with  the  Berger  100  Fund.  (Naturally,  as  with  any  mutual 
fund,  past  performance  shows  the  fund's  history  and  does 
not  guarantee  future  results.) 

A  philosophy  that  resulted  in 
significant  success. 

This  kind  of  performance  has  grown  out  of  a  very  practical 
philosophy  that's  guided  us  through  nearly  two  decades  of 
market  fluctuations.  That  philosophy  is  simply  to  invest  in 
profitable,  successful  companies  because  they  are  more  apt 
to  become  profitable,  successful  investments.  You  can  see 
from  the  chart  below  how  well  this  philost)phy  has  performed 
for  us  in  the  past. 


"PUTTING  IT  IN"  STEADILY  IN 
THE  BERGER  100  FUND 


$1,000  initial  investment  on  9/30/74.  $50  invested  at  ttie  end  of  eacti 
montti.  Note  the  market  declines  indicated  in  grey.  To  manage  ttiis  kind 
of  volatility  in  tfic  market,  we  advise  investing  long  term 


THE  BERGER  100  FUND  TOTAL  ANNUAL  RETURN 
FOR  THE  PERIOD  ENDING  3/31/94 


Date  of  investment 

Annual  investment 
($50  per  month) 

Value  at  end  of  year 

9/30-12/31/74 

$1,150 

$1,285 

12/31/75 

$600 

$1,863 

12/31/76 

$600 

$2,892 

12/31/77 

$600 

$3,571 

12/31/78 

$600 

$4,611 

12/31/79 

$600 

$6,693 

12/31/80 

$600 

$9,779 

12/31, '81 

$600 

$10,212 

12/31/82 

$600 

$12,256 

12/31/83 

$600 

$14,897 

12/31/84 

$600 

$12,479 

12/31/85 

$600 

$16,341 

12/31/86 

$600 

$20,225 

12/31/87 

$600 

$23,969 

12/31/88 

$600 

$24,986 

12/31/89 

$600 

$37,750 

12/31/90 

$600 

$36,249 

12/31/91 

$600 

$69,238 

12/31/92 

$600 

$75,823 

12/31/93 

$600 

$92,567 

3/31/94 

$150  YTD 

$88,636  YTD 

Total  investments 

$12,700 

Total  Account 

$88,636 

1  Year 

3  Years 

5  Years 

10  Years 

15  Years 

19.5  Years+t 

15.6%+ 

21.9% 

24.6% 

18.8% 

16.7% 

15.6% 

tSource,  Lipper  Analytical  Services,  Inc 

++Berger  Associates  assumed  management  of  the  Fund  9/30/74. 


To  learn  more  about  the  Berger  Funds, 

Please  call  (800)3334001 

for  a  prospectus  containing  more  complete  information 
including  management  fees,  charges  and  expenses. 
Read  it  carefully  before  investing. 


Together  we  can  move  mountains^ 


igures  \n  the  charts  represent  past  performance  and  do  not  guarantee  future  results.  These  performance  figures  include  changes  in  share 
and  reinvestment  of  dividends  and  capital  gams,  which  will  fluctuate  so  that  shares,  when  redeemed,  may  be  worth  more  or  less  than  their 
lal  cost.  The  figures  include  the  deduction  of  12b-1  fees  beginning  in  June  1990.  *Dollar-cost  averaging  does  not  assure  a  profit  and  does 
rotect  against  loss  in  declining  markets.  Since  the  plan  involves  continuous  investments  in  securities  regardless  of  fluctuating  price  levels  of 
securities,  you  should  consider  your  ability  to  continue  your  purchases  through  periods  of  low  price  levels  before  investing. 


Alert  to  every  opportunity.  Quick  to  pounce. 
Proud  to  carry  off  the  prize  while  the  competition  fumes. 
This  fierce  entrepreneurial  spirit  now  drives  many  of 
Aiiiencas  largest  companies,  turning  them  into  powerful 
global  competitors  once  again. 

Chemical  shares  die  entrepreneurial  need  to  move 
swifdv.  We'll  help  you  seize  opportunities  diat  can  vanish 
in  a  flash— from  acquisitions  to  debt  restructuring  to 
managing  currency  exposures,  and  more. 

To  fund  your  initiatives,  we  can  arrange  bank 


^Chemical 


financing  through  Chemical  Bank  or  access  die  public  or 
private  debt  markets  through  Chemical  Secunties  Inc. 

As  leaders  in  global  loan  syndication,  we  know 
how  to  meet  aggressive  timetables  and  bring  complex 
financings  to  a  seamless  close.  i  ; 

Chemical  can  work  widi  vou  as  banker,  advisor,  and 
ti^ading  and  investment  partner  worldwide,  building  an 
association  diat  bene  its  us  bodi. 

That's  our  own  entrepreneurship,  unleashed  to 
help  you  make  the  most  of  your  opportunities. 

1 
I 

Expect  more  erom  us. 


)1994C  lemical  L  nking  C  jrporation 


Chemical  Bank  and  Chemical  Securities  Inc  are  separate  subsidiaries  of  Chemical  Banking  Corporation, 

Chemical  Securities  Inc.-Member  NASD/SIPC 
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BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


fHIS  SUMMER'S  GROWTH 
VILL  HARDLY  BE  OVERHEATED 


ANOTHER  SIGN  OF 
SLOWER  GROWTH 


COMPOSITE  INDEX 
—  OF  LEADING 
INDICATORS . 


JAN. '93 

INDEX;  1987=100 

DATA:  COMMERCE  DEFT. 


MAY '94 


If  you're  looking  for  a  way  to  beat  the  summer  heat, 
take  a  cue  from  the  U.  S.  economy:  Just  slow  down 
and  take  it  nice  and  easy. 
Much  of  the  data  show  that  growth  is  cooling  off.  The 
ading  indicators  have  gone  nowhere  for  the  second 
onth  in  a  row  (chait).  The  second-quarter  pace  of  consu- 
er  spending  fell  sharply.  Construction  did  rebound  from 
I  weather-depressed  performance  in  the  first  quarter,  but 
^her  interest  rates  will  put  a  chiU  on  some  new  projects 
the  second  half.  And  with  domestic  demand  a  bit  more 
d-back,  factories  are  gearing  down  a  notch,  as  well. 

It's  not  that  the  economy  is 
wasting  away  in  Margaritaville. 
On  the  contrary.  During  the  past 
year,  growth  has  averaged  about 
4%,  pumped  up  by  the  7%  surge 
at  the  end  of  1993.  In  the  first 
quarter  of  1994,  growth  moderat- 
ed to  3.4%,  says  the  Commerce 
Dept.'s  final  reading  of  real  gross 
domestic  product,  which  was  re- 
vised up  from  3%.  Second-quar- 
ter GDP  looks  to  be  about  3%, 
d  that  mcxlerate  pace,  or  a  bit  less,  should  prevail  in  the 
:ond  half. 

If  that  scenario  plays  out,  the  economy's  headway  will 
sufficient  to  generate  about  2  million  jobs  this  year, 
ough  to  keep  consumers  spending  and  factories  hum- 
ng.  But  growth  will  not  be  so  hot  as  to  fire  up  inflation, 
d  that  will  please  the  Federal  Reserve  and  hearten 
3  financial  markets. 

AUTOS  HOLD  Right  now,  though,  manufacturing  is  not 
BACK  bustling  the  way  it  was  a  few  months 

FACTORY  ago.  Order  books  are  not  filling  up  as 
OUTPUT  f^g^^  production  lines  are  running  more 
wly,  and  factories  are  still  keeping  inventories  and 
yrolls  on  a  short  leash,  as  consumer  demand  for  cars, 
icks,  and  other  durable  goods  has  eased  back  a  notch. 
Factory  orders  for  both  durable  and  nondurable  goods 
ie  0.6%  in  May,  after  a  0.2%  increase  in  April.  But  so 
■  in  the  second  quarter,  order  growth  has  fallen  well  be- 
V  the  pace  in  each  of  the  two  previous  quarters. 
Some  of  the  slippage  in  manufacturing  reflects  a  season- 
slowdown  in  autos,  as  carmakers  shut  down  production 
es  to  retool  for  the  new  model  year.  Vehicle  output 
)uld  pick  up  in  the  third  quarter,  as  the  changeovers  are 
ide,  especially  since  spot  shortages  of  some  popular 


models  have  trimmed  Detroit's  inventories  to  very  low 
levels. 

In  fact,  overall  factory  inventories  are  extremely  tight 
in  relation  to  demand.  Stock  levels  rose  0.5%  in  May,  the 
fourth  increase  in  the  past  five  months,  but  shipments  also 
rose  0.5%,  leaving  the  ratio  of  inventories  to  shipments  at 
a  historically  skimpy  1.39.  However,  that  low  reading 
says  more  about  manufacturers'  improved  inventory  con- 
trol than  it  does  about  the  inadequacy  of  current  stock  lev- 
els to  meet  demand. 

Activity  in  the  factory  sector  remained  solid  in  June, 
says  the  National  Association  of  Purchasing  Management, 
but  its  growth  rate  did  ease  a  bit.  The  napm's  composite 
index  edged  down  to  57.5%  from  57.7%  in  May.  The  index 
has  been  about  flat  since  January,  suggesting  that  growth 
is  no  longer  picking  up  the  way  it  was  in  the  second  half 
of  last  year. 

I COMPANIES  The  napm's  report  did  contain  an  infla- 
FLASH  AN  tion  warning,  however.  Its  index  of  prices 
INFLATION  paid  rose  to  73.5%,  the  highest  percentage 
WARNING  of  companies  reporting  price  increases  in 
about  six  years  (chart). 

At  the  same  time,  the  percentage  of  companies  report- 
ing a  slowdown  in  delivery  times  remained  near  a  six-yeai* 
high,  a  sign  that  several  industries  may  be  close  to  their 
capacity  limits.  By  and  large,  the  same  industries  that 
showed  slower  deliveries  also  reported  higher  prices. 

But  it's  not  as  worrisome  as 
it  sounds.  The  NAPM's  price 
measure  is  a  diffusion  index, 
meaning  that  it  measures  the 
breadth  of  price  increases  among 
industries,  not  their  magnitude. 
Also,  the  hikes  are  concentrat- 
ed in  raw  materials,  mainly  re- 
flecting the  recent  runup  in  com- 
modity prices. 

Whether  these  hikes  ever 
reach  consumer  inflation  is  still 
an  open  question  that  will  not  be  answered  until  1995.  But 
even  this  summer,  the  consumer  price  index  bears  watch- 
ing because  of  the  government's  new  seasonal  adjust- 
ment process.  Compared  with  past  patterns,  the  readjust- 
ment tends  to  moderate  CPI  increases  in  the  winter,  but  it 
may  well  amplify  them  this  summer.  June  data  are  due  on 
July  13. 

Of  course,  one  sector  of  the  economy  is  enjojdng  the 


PRICES  RISE,  BUT 
ACTIVITY  MODERATES 


JAN.  '93  JUNE  '94 

A  PERCENT  REPORTING  IMPROVEMENT 
DATA:  NATIONAL  ASSOCIATION  OF 
PURCHASING  MANAGEMENT 
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summer  heat:  construction.  Builders  suffered  this  win- 
ter, especially  in  the  East.  But  even  with  interest  rates 
rising,  building  bounced  back  in  the  second  quarter,  and  it 
should  add  a  kick  to  the  quarter's  real  GDP  gi'owth.  Real 
construction  spending  rose  0.9%  in  May,  and  so  far  in 
the  quarter,  outlays  are  rising  at  a  8.7%  annual  rate,  fol- 
lowing a  2.9%  drop  in  the  first  quarter  (chart). 

However,  don't  expect  construction  to  be  a  big  lift  to 
growth  in  the  second  half.  New  building  contracts,  a  lead- 
ing indicator  of  building  outlays,  are  down  nearly  14% 
so  far  in  the  second  quarter,  compared  with  the  first- 
quarter  level.  New  contracts  rose  4%  in  May,  although  res- 
idential deals  fell  2%,  according  to  the  F.W.  Dodge  Div./ 
McGraw-Hill  Inc. 

CONSUMERS  Consumers  may  also  be  less  of  a  contribu- 
FEATHER  tor  to  growth  in  the  second  half.  After 
THEIR  NEST  three  quarters  of  4%-plus  spending 
EGGS  gi'owth,  consumers  may  have  deserted  the 

shopping  malls  in  favor  of  the  beach. 

In  fact,  shoppers  started  to  rein  in  their  spending  in  the 
spring,  despite  solid  income  gi'owth.  Personal  income  rose 
0.6%  in  April  and  in  May.  And 
after  a  bigger-than-usual  tax  bill 
cut  into  disposable  income  in 
April,  real  aftertax  earnings 
jumped  1%  in  May.  That  means 
real  income  grew  at  a  healthy 
3.9%  rate  in  the  first  two  months 
of  the  second  quarter. 

Despite  this  extra  money,  con- 
sumer spending  fell  0.6%  in  April 
and  rose  just  0.2%  in  May.  As  a 
result,  real  outlays  are  nearly 
flat  so  far  in  the  second  quarter.  June  spending  will  have 
to  rebound  by  a  huge  1.1%  to  push  outlays  up  by  a  mod- 
est 2%  rate  for  the  quarter.  And  even  that  pace  would  be 
one  of  the  slowest  in  this  expansion. 


CONSTRUaiON'S 
SPRING  BOUNCEBACK 

315  r 


■JAN '93  MAY '94 

A  BllUONSOF1987DOlUliS 
DATA:  COMMERCE  DEPT. 


SHOPPERS  BUY  FEWEI 
DURABLE  GOODS 


A  strong  June  push  isn't  out  of  the  question.  Som' 
Eastern  states  experienced  one  of  the  hottest  Junes  oi 
record,  which  probably  increased  spending  on  summe 
clothing  and  other  hot-weather  items,  .such  as  air  condi 
tioners.  The  Johnsmi  Redbook  Report  noted  that  sales  a 
department  stores  and  chain  stores  increased  3.5%  i: 
June  from  May. 

Car  dealerships  didn't  do  as  well,  however.  Sales  c 
U.  S.-made  cars  and  light  trucks  stood  at  an  annual  rate  c 
12.3  million  in  June,  from  12.6  million  in  May.  Softer  vehi 
cle  demand  reflects  some  spot  shortages  of  models  and  th 
overall  slowdown  in  durable-goods  spending,  which  fel 
1.4%  in  May,  the  second  decline  in  a  row  (chart). 

Besides  vehicles,  demand  for 
appliances  and  furniture  is  also 
tapering  off.  The  higher  cost  of 
credit,  the  slowdown  in  housing, 
and  the  absence  of  mortgage  re- 
financings are  all  cutting  into 
spending.  So,  too,  after  two 
years  of  double-digit  growth  in 
dm-able-goods  purchases,  house- 
holds have  satisfied  most  of  the 
pent-up  demand  from  the  1990-91 
recession. 

Instead  of  buying  cars  and  carpeting,  consumers  ar 
adding  to  their  nest  eggs.  Personal  savings  as  a  percent  ( 
disposable  income  rose  to  4.7%  in  May,  from  3.9%-  i 
April.  The  savings  rate  is  now  at  its  highest  in  mor 
than  a  year.  And  with  job  and  income  growth  healthy,  coi 
sumers  can  save  more  while  still  keeping  their  spendin; 
on  the  rise. 

A  steady  but  slower  uptrend  in  consumer  spending  er 
sures  the  economy  is  cooling  off.  For  those  worried  abou 
simmering  inflation,  slower  growth  will  take  some  of  th 
sting  out  of  the  dog  days  of  summer  that  lie  ahead.  Fo 
the  rest  of  us,  a  pitcher  of  margaritas  should  do  th 
trick. 


▲  MONTHLY  PERCENT  CHANGE 
DATA  COMMERCE  DEPT.,  BUSINESS  WEEK 


THE  WEEK  AHEAP 


PRODUCER  PRICE  INDEX 


Tuesday,  July  12,  8:30  a.m. 
Producer  prices  for  finished  goods  prob- 
ably increased  by  0.3%  in  June  after 
falling  0.1%  in  April  and  May,  forecast 
economists  surveyed  by  MMS  Interna- 
tional, a  division  of  McGraw-Hill  Inc. 
Prices  may  have  risen  a  bit  faster, 
though,  led  by  higher  gasoline  prices. 
Excluding  the  food  and  energy  sectors, 
producer  prices  likely  edged  up  0.1% 
last  month,  after  a  0.4%  jump  in  May. 

CONSUMER  PRICE  INDEX  

Wednesday,  July  13,  8:30  a,m. 
Consumer  prices  probably  advanced  0.3% 
in  June,  a  bit  faster  than  the  0.2%  gain 


in  May.  Even  so,  the  yearly  inflation 
rate  would  still  be  a  modest  2.6%  in 
June,  from  2.4%  in  May.  Excluding  food 
and  energy  prices,  the  mms  survey  pro- 
jects that  core  inflation  also  rose  by 
0.3%  in  June,  the  same  mild  increase  as 
the  month  before. 

RETAIL  SALES  

Thursday,  July  14,  8:30  a.m. 
The  MMS  median  forecast  calls  for  a  0.5% 
increase  in  retail  sales  in  June.  That 
would  partially  reverse  the  two  consecu- 
tive declines  in  store  receipts  so  far  in 
the  second  quarter.  Car  and  truck  sales 
were  little  changed  last  month,  and  ex- 
cluding motoi"  vehicles,  retail  sales  prob- 
ably rose  0.6%,  twice  as  fast  as  the  0.3% 


gain  in  May.  Consumers  are  starting  t 
tire  after  a  nearly  yearlong  shoppin, 
spree. 

INDUSTRIAL  PRODUCTION 


Friday,  July  15,  9:15  cdh. 
Output  at  the  nation's  factories,  mine; 
and  utilities  probably  grew  by  0.3%  i 
June,  according  to  the  MMS  econom.ist; 
Warm  weather  likely  lifted  energy  us( 
while  slower  auto  production  held  bac 
gains  in  factory  output.  Total  output  ir 
creased  by  0.2%  in  both  April  and  Ma] 
The  expected  gain  in  industrial  produc 
tion  suggests  that  operating  rates  fo 
all  industries  edged  back  up  to  83.6' 
last  month,  after  slipping  to  83.5%  i 
May. 
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If  Phil  Walker  had  an  IBM  PC  Server,  he  could  corner  people  at  cocktail  parties 
and  tell  them  about  its  24-hour  support  line,  three-year  on-site  warranty*  and  next  business  day 

response.  Or  he  could  talk  about  the  weather.  : 


The  IBM  PC  Si  iwr  lor  small  business. 
Now  available  to  Phil  Walker. 
And  everyone  else. 


DEALS  I 


WHY  BARRY 
NEEDS  LARRY 

CBS  IS  THE  POWER  PARTNER  SLUGGISH  QVC  CRAVES 


an  Rather,  who  was  busy  hosting 
CBS's  live  coverage  of  the  0.  J. 
Simpson  murder  hearings, 
couldn't  chat.  But  Barry  Diller  got  a 
friendly  wave  from  the  anchorman  as 
he  made  a  late-afternoon  pilgrimage  to 
CBS  News  on  June  30.  The  chairman  of 
QVC  Inc.  also  made  it  his  business  to 
shake  hands  with  several  of  Rather's 
off-camera  colleagues.  Such  gestures 
mean  a  lot,  especially  if— like  Diller— 
you  have  just  announced  plans  to  merge 
your  home-shopping  service  with  the 
Tiffany  Network. 

It's  easy  to  make  light  of  the  $7.1  bil- 
lion merger  of  CBS  Inc.  and  QVC:  Lofty 
meets  cheesy;  Black  Rock  meets  cubic 
zirconia;  60  Minutes  meets  Can  We 


37o-owner  of  CBS.  Plus,  the  51-year-old 
pr'Ogramming  wizard  might  finally  satis- 
fy his  own  ambitions— and  the  expecta- 
tions of  colleagues  and  rivals  who  have 
eagerly  charted  his  progress  from  Fox 
Broadcasting  to  QVC  to  an  unsuccessful 
bid  for  Paramount  Communications.  "It's 
a  deal  that  satisfies  Diller's  need  to  do 
something,"  sums  up  Porter  Bibb,  a  me- 
dia investment  banker  at  Ladenburg, 
Thalmann  &  Co. 

Ti'ue,  the  merger  may  still  come  un- 
glued.  Some  media  executives  say  CBS 
could  command  a  price  of  $400  per 
share— far  higher  than  the  $336  per 
share  value  of  the  QVC  deal.  As  a  result, 
many  expect  a  competing  offer  for  the 
network.  But  Diller  points  out  that  gov- 


BARRY 

DILLER'S  LONG 
MARCH 


1974 


1967 


I A  college  drop- 
I  out  and  one 
time  mailroom  clerk,  Diller 
joins  ABC-TV  as  program- 
ming executive.  Credited 
with  inventing  the  mini- 
series  and  TV  movie,  he 
rises  to  head  programming 
within  two  years. 


Diller  moves  to 
Paramount 
Pictures  as  chairman,  tak- 
ing along  assistant  Michael 
Eisner  Revives  languish- 
ing studio  with  such  mo- 
vies as  Raiders  of  the  Lost 
Ark  and  Star  Trek  and  hit 
TV  shows  Happy  Days  and 
Laverne  and  Shirley. 


BIG  SPENDER  MURDOCH 


1984 


^paramount 


I  Diller  leaves 
i  Paramount  to 
run  Twentieth  Century- 
Fox  for  Marvin  Davis  and, 
subsequently,  for  media 
mogul  Rupert  Murdoch. 


Shopi  But  for  Diller,  there  is  nothing 
remotely  lighthearted  about  the  pro- 
posed deal,  which  was  crafted  in  several 
weeks  of  supersecret  talks  between  him 
and  CBS  Chairman  Laurence  A.  Tisch. 
With  home  shopping  in  a  rut  and  QVC's 
stock  stalled,  Diller  needs  this  merger 
even  more  than  CBS  does. 
COMPETING  BIDS.  If  the  deal  goes 
through,  Diller  would  jump  from  run- 
ning an  electronic  bazaar  to  the  helm 
of  America's  top-rated  broadcast  net- 
work. He  would  become  the  ceo  and 


ernment  regulations  would  make  such 
a  move  difficult  for  rumored  buyers  such 
as  telephone  companies  or  Walt  Disney 
Co.  And  Tisch  says  he  fully  expects  the 
deal  to  be  ratified  at  July  13  board 
meetings  of  CBS  and  QVC. 

Both  men  have  a  lot  at  stake.  CBS 
has  suffered  several  setbacks  at  the 
hands  of  Rupert  Murdoch's  Fox  Broad- 
casting Co.,  including  the  loss  of  pro 
football  and  eight  affiliates.  Although 
Tisch  denies  it,  CBS  insiders  say  he  felt 
impelled  to  sell  now  for  fear  that  Fox's 
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1986 


I  Launches  Fox 
I  network  with 
The  Late  Show  Starring  Joan 
Rivers.  After  three  years  of 
lackluster  ratings,  Fox  be- 
comes financial  success. 


1992 


I  Still  frustrated 
I  by  lack  of  con- 
trol, Diller  quits  Fox.  Rumors 
have  him  buying  NBC. 
Instead,  he  signs  a  deal  to 
gain  control  of  home-shop- 
ping giant  QVC  Network  Inc. 
Stock  jumps  23% . 


kamikaze  tactics  were  becoming  com- 
mon practice  in  broadcasting.  "When 
Murdoch  pays  $1.5  billion  for  football 
and  $8  million  for  John  Madden,"  says 
one  executive,  "you're  sending  a  mes- 
sage that  economic  stewardship  has 
gone  out  the  window." 

Still,  investment  bankers  and  media 
executives  agree  that  Tisch  could  prob- 
ably have  held  out  longer  and  still 
fetched  a  good  price  for  CBS.  Diller,  by 
contrast,  faces  pressure  on  several 
fronts:  QVC's  stock,  which  zoomed  up  to 
72  last  August  on  the  expectation  that 
Diller  would  transform  home  shopping, 
has  settled  in  the  mid-30s.  That's  not 
much  higher  than  when  he  bought  3%  of 
QVC  in  December,  1992. 
JEWELRY  SLUMP.  What's  more,  QVC's 
gi'owth— which  had  galloped  at  a  break- 
neck pace  through  the  late  1980s— has 
begun  to  tail  off.  The  company's  net  in- 
come dropped  to  $12.1  miUion  in  the 
first  quarter  of  1994  from  $2L6  million  in 
the  previous  year's  first  quarter.  Much 
of  that  decline  was  a  function  of  startup 
costs  for  new  ventures,  such  as  shopping 
services  in  Britain  and  Mexico.  QVC  also 
lost  $831,000  on  Can  We  Shop?,  an  ill-fat- 
ed show  with  Joan  Rivers. 

But  even  discounting  those  losses, 
uvc's  business  looks  sclerotic.  In  the 
first  quarter,  for  example,  the  company's 
net  revenues  were  up  only  8.4%— far 


Diller  insists  QVC  has  returned  to  dou- 
ble-digit revenue  growth  since  the  first 
quarter.  "This  is  a  solid,  vibrant  compa- 
ny," he  says.  Indeed,  with  only  $6.9  mil- 
lion in  debt,  prodigious  cash  flow,  and 
powerful  cable  backers  such  as  Tele- 
Communications  Inc.  and  Comcast  Corp., 
QVC  remains  a  potent  acquisition  vehicle. 
While  critics  question  the  synergy  be- 
tween CBS  and  QVC,  nobody  doubts 
Diller's  ability  to  finance  the  deal.  CBS 
shareholders  would  receive  $175  in  cash 
for  each  share,  or  a  total  of  $2.9  billion. 

What  Diller  has  not  done— not  yet 
anyway— is  deliver  on  the  promise  of 
electronic  retailing.  His  major  progi-am- 
ming  innovation,  a  more  upscale  shop- 
ping service  called  Q2,  has  been  ham- 
pered by  weak  distribution.  Q2  is 
available  in  just  9  million  homes.  And  re- 
tailers who  have  seen  tapes  of  Q2's  ear- 
ly progi'ams  say  their  mixture  of  life- 
style features  and  upscale  products 
doesn't  work.  Q2  says  it  has  commit- 
ments from  cable  operators  for  32  mil- 
lion homes.  And  Q2  President  Candice 
Carpenter  says  the  programming  will 
be  refined:  "It's  a  hard  thing  to  come 
out  of  the  gate  looking  great." 

Even  if  QVC  succeeds  in  breaking  out 
of  its  niche,  rivals  are  nipping  at  Diller's 
heels.  Time  Warner  Inc.  and  Spiegel 
Inc.  are  developing  an  upscale  shopping 
service  called  Catalog  One.  R.  H.  Macy 


DRASTIC  REDUCTION! 


1993 


I  Diller  is  named 
I  QVC  chairman 
and  chief  executive.  QVC 
launches  a  hostile  bid  for 
Paramount,  a  week  after  Vi- 
acom announces  its  own 
merger  agreement  with  the 
entertainment  company. 


1994 


AUG.  '92  '93 
▲  DOLURS 

DATA:  BRIDGE  INFORMATION  SYSTEMS  INC- 


JULY5 


I  QVC  loses 
I  Paramount  to 
Viacom,  which  offers 
$10  billion.  On  June  29, 
QVC  and  CBS  announce 
tentative  plans  to  merge. 


DiUER  AND  nSCH:  DID 
MURDOCH  STAMPEDE  CBS? 


short  of  its  19%  average  gi'owth  rate  in 
previous  years.  Diller  also  added  just 
1.1  million  new  subscribers  in  the  quar- 
ter. That  gives  him  50.4  million  cable 
households— 4.3%  more  than  a  year  ago, 
but  again,  a  slower  growth  rate  than  in 
1993  or  1992.  One  reason  for  that  is  the 
lack  of  channel  capacity  on  cable  sys- 
tems. Even  more  worrisome,  QVC's  sub- 
scribers are  spending  less  on  its  dis- 
count jewelry.  Partly  as  a  result,  the 
company's  first-quarter  gi-oss  profit  mar- 
gin felffrom  41.6%  to  39%. 


&  Co.  still  hopes  to  start  a  channel 
called  TV  Macy's.  Meanwhile,  QVC's 
archrival.  Home  Shopping  Network  Inc., 
has  boosted  its  cable  subscribers  from  28 
million  to  35  million,  according  to  Chief 
Executive  Gerald  Hogan. 
"CONCEPT  BUY."  The  heightened  compe- 
tition hasn't  checked  Diller's  ambitions. 
He  still  believes  that  he  can  harness 
digital  technology  to  transform  elec-tron- 
ic  retailing.  It's  just  that  QVC  will  have 
to  wait  until  channel  capacity  expands— 
probably  another  three  years.  "We'll 
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be  there  when  it  does,"  says  Diller. 

Tlie  question  is:  Will  shareholders  still 
be  there,  especially  without  the  added 
attraction  of  a  CBS  deal?  John  Tinker,  a 
media  analyst  at  Furman  Selz  Inc.  who 
is  recommending  QVC,  acknowledges  that 
the  company  isn't  going  to  generate 
much  earnings  momentum  in  the  next 
couple  of  quarters.  Says  Tinker:  "This  is 
still  a  concept  buy." 


With  the  proposed  CBS  deal,  such  is- 
sues may  now  be  moot.  Diller's  losses 
overseas  would  be  mere  blips  on  CBS's 
income  statement.  And  another  good  ad- 
vertising sales  season— such  as  the  one 
CBS  is  now  enjoying— would  overshad- 
ow QVC's  slow  growth.  That  may  help 
explain  why  Diller  labored  so  hard  to 
construct  an  airtight  deal. 

As  a  veteran  of  the  Paramount  battle, 


Diller  knows  that  even  good  deals  c;i 
be  scuttled.  But  this  time  the  stakg 
are  higher.  When  Diller  lost  his  Pai^* 
mount  foray,  his  colleagues  loved  tj» 
self-confidence  of  his  concession  stat- 
ment:  "They  won.  We  lost.  Next."  t 
Diller  doesn't  pull  it  off  this  time,  tho; 
words  may  ring  hollow. 

By  Mark  Landlei-  in  New  York  all 
Ronald  Grover  in  Los  Angeles 


EXECUTIVE  SUITE  I 


UNEMPIOYED 
—AND  lOVING  IT 


Michael  Miles,  late  of  Philip  Morris,  is  America's  most  eligft)le  executive 


You're  54  years  old,  heading  a  $61 
billion  food  and  tobacco  conglom- 
erate, and  it's  been  a  dog  of  a 
year.  Profits  are  wobbly,  the  stock  is  in 
the  tank,  and  restive  shareholders  are 
urging  you  to  break  up  the  company. 
You'd  like  to  oblige,  but  your  predeces- 
sor, who  still  wields  clout,  fights  the 
plan.  The  board  sides  with  him.  What  do 
you  do  now? 

Michael  A.  Miles,  CEO 
of  Philip  Morris  Cos., 
called  it  quits.  On  June 
17,  facing  near-unanimous 
antagonism  from  his  di- 
rectors and  from  former 
Chairman  Hamish  Max- 
well—who had  voted 
against  splitting  Philip 
Morris  into  food  and  to- 
bacco units  three  weeks 
before— Miles  delivered 
his  resignation.  He 
ditched  New  York,  and 
has  spent  the  days  since 
immersed  in  David  Mc- 
Cullough's  Truman  and 
H.  R.  Hakleman's  diaries. 
NO  REHASH.  It  wasn't 
the  most  graceful  of  ex- 
its. But  the  day  before 
Miles  left  the  company, 
"he  was  walking  around 
whistling,"  says  one  per- 
.son  who  knows  him  well. 
And  when  BUSINESS  WEEK  caught  up 
with  Miles  10  days  into  his  "vacation" 
at  his  home  in  Lake  Forest,  111.,  he 
sounded  nothing  if  not  cheerful.  "I'd  be 
happy  to  talk  if  you  can  put  up  with 
my  noncommunicativeness,"  laughed 
Miles,  who  in  five  years  at  Philip  Morris 
had  earned  a  reputation  as  a  dour,  reti- 
cent workaholic. 

Miles  won't  talk  much  about  Philip 
Morris  or  his  departure,  except  to  say 


that  "the  way  it's  been  played  in  the 
press  has  been  pretty  accurate.  I  don't 
think  anj^hing  is  served  by  rehashing  it 
at  this  stage  of  the  game."  He  has  no  re- 
grets about  pushing  to  split  the  compa- 
ny: "I  did  the  best  I  could.  I  don't  have 
any  second  thoughts  about  the  decisions 
I  made."  And  he  denies  the  rumors  that 
his  resignation  was  forced:  "It  was 


my  decision,  and  the  timing  was  mine." 

Forced  or  not.  Miles  now  reigns  as 
America's  most  eligible  executive. 
"When  a  talent  Hke  [Miles]  is  available, 
boards  will  find  a  way  to  attract  him," 
says  Thomas  J.  Neff,  CEO  of  headhunter 
Spencer  Stuart,  who  recently  called 
Miles.  Headhunters  and  food  and  tobac- 
co industry  insiders  say  Miles  could  be  a 
candidate  for  a  top  position  at  H.J. 
Heinz,  PepsiCo  (where  his  oldest  son 


works),  Procter  &  Gamble,  and  Pet  Ir. 

Miles  himself  .says  such  talk  falls  "u- 
der  the  heading  of  wild  rumors."  I: 
won't  start  pursuing  employment  unl 
Sept.  1,  after  taking  the  summer  off  "f" 
the  first  time  since  I  was  a  freshman  i 
high  school"  to  read,  baby-sit  his  tv) 
grandchildren,  and  travel  with  his  wi;, 
Pam.  As  for  what  he'll  look  at  then,  ? 
says,  "without  wanting  to  be  coy . .  ( 
really  haven't  thought  much  about  it. 

He  concedes  that  he  probably  woi: 
end  up  in  an  industry  that  is  totally  f(- 
eign  to  him:  "I  think  I  ought  to  stick  > 
something  I  know  something  about,  whii 
is  consumer  packaged  goods  and  rest£- 
rants."  FViends  have  suggested  he  pt 
up  some  of  his  own  capital— he  owr, 
among  other  assets,  86,267  shares  of  PN 
ip  Morris  stock,  won 
roughly  $4.5  million— a  i 
join  an  investment  fin 
such  as  Clayton,  Dubilir 
&  Rice  Inc.,  which  haii 
history  of  attracting  i- 
cently  departed  CE(. 
Miles  hasn't  entire; 
ruled  that  out.  WhL 
about  General  Motos 
Corp.,  which  recently  £- 
nounced  it  is  looking  Ir 
a  new  marketing  chif? 
"I  don't  want  to  t£f 
about  that,"  says  Mik. 
"That  is  strictly  a  rum", 
and  it's  very  unlikely." 

Whatever  happei. 
Miles  won't  sit  st . 
"Mike  is  too  active! 
person,  too  inquisitivi 
to  retire,"  says  Arthr 
C.  Martinez,  CEO  f 
Sears  Merchandis 
Group,  where  Miles  h8 
been  a  director  sins 


"THt  WAY  IT'S 
BEEN  PLAYED  IN 
THE  PRESS  HAS 
BEEN  PRETTY 
ACCURATE.  I  DID 
THE  BEST  I  COULD, 
I  DON'T  HAVE 
ANY  SECOND 
THOUGHTS  ABOUT 
THE  DECISIONS  1 
MADE.  IT  WAS  MY 
DECISION  [TO 
LEAVE]  AND  THE 
TIMING  WAS 


1992.  For  now,  though.  Miles  insists  hS 
happy  just  hanging  out.  "My  wife  thirs 
I'll  be  jumping  out  of  my  skin  six  wees 
from  now,"  he  says.  "In  the  news  covi»- 
age  of  my  departure,  someone  saicH 
was  going  to  play  golf  and  go  to  Italy. t 
never  occurred  to  me  to  go  to  Italf 
And  he  doesn't  know  how  to  play  g(i 
But  this  summer,  with  time  on  IjS 
hands,  he  says  he'll  learn. 

By  Laura  Zinn  in  New  V''' 
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lnagementi 


HE  NERVOUS  FACES  AROUND 
[ELIOGG'S  BREAKFAST  TABLE 


ehind  a  management  shakeup  lies  a  slide  in  its  core  U.S.  cereals  business 


JAN.  '92 
DOLLARS 

DATA:  BRIDGE  INFORMATION  SWEMS  INC 


For  the  usually  staid  Kellogg  Co., 
the  management  shuffle  announced 
on  July  1  amounted  to  pi"e-Fourth 
July  fireworks.  Yet  the  cereal  power- 
)use  seemed  to  hope  that  the  news 
ould  draw  less  notice  than  the  snap, 
ackle,  and  pop  from  a  bowl  of  its  Rice 
rispies.  Why?  Perhaps  Kellogg  did  not 
ant  to  draw  attention  to  the  reason 
r  the  shakeup:  All  is 
)t  well  in  the  land  of 
my  the  Tiger. 
As  announced  at  4 
m.  on  the  FYiday  he- 
re a  four-day  company 
)liday,  Kellogg  Chief 
xecutive  Arnold  G. 
ingbo  brought  Thomas 
.  Knowlton  back  from 
s  position  as  head  of 
ellogg's  European  op- 
ations  to  become  pres- 
ent of  Kellogg  North 
merica.  The  man  he 
iplaced,  Gary  E.  Costley,  left  Kellogg. 
3stley  declined  comment,  but  a  Kel- 
gg  spokesman  said  he  had  resigned 
ter  being  offered  another  assignment, 
ellogg  did  not  make  any  executives 
mailable  for  interviews. 
Knowlton,  like  Langbo,  is  a  Canadian 
ho  came  up  through  Kellogg's  foreign 
)erations.  He  did  well  in  Europe.  John 
.  McMillin,  food  analyst  for  Pruden- 
il  Securities  Inc.,  says  Knowlton  helped 
ellogg  keep  both  its  prices  and  market 
lare  in  Britain,  where  private-label  ee- 
ials  claim  20%  of  the  market— far  more 
lan  the  single-digit  levels  they  hold  in 
16  U.  S. 

ISSED  FAD.  Kellogg  remains  formidable, 
still  leads  the  U.  S.  cold-cereal  market 
id  controls  half  of  the  foreign  market. 
1  the  first  quarter  of  1994,  net  earnings 
>se  6%,  to  $183.7  million,  before  such 
le-time  events  as  the  sale  of  the  Mrs. 
nith's  frozen-pie  business  and  the  fund- 
g  of  a  charitable  trust.  Sales  rose  6%, 
$1.6  biUion.  And  the  sales  gain  came 
hile  volumes  rose  only  2%. 
But  the  results  mask  a  worrisome 
ide  in  the  U.  S.  While  virtually  every 
her  division  reported  bettei"  first-quar- 
V  results,  U.  S.  cereal  sales  fell.  And 
ellogg's  dimming  fortunes  started 
lowing  up  in  its  stock  price.  On  the 
rength  of  the  company's  overseas  pros- 
icts,  the  stock  rose  briefly  to  75  in  Oc- 
ber,  1992.  Last  year,  it  fell  more  than 


NO  TONY  THE  TIGER 


$5,  even  though  Kellogg  repurchased 
$547  million  of  stock  during  the  year. 
So  far  this  year,  the  stock  has  dropped 
another  $2.50  or  so,  to  around  $54,  leav- 
ing it  below  the  level  when  Langbo  be- 
came chairman  in  January,  1992  (chart). 

Why  the  falloft"?  Kellogg's  rivals  have 
been  more  innovative,  for  one  thing. 
When  its  cereals  claimed  42%  of  the 
market  in  1986,  the 
company  started  talk- 
ing openly  about  scarf- 
ing up  50%  of  the  U.  S. 
cei-eal  market  by  the 
early  '90s.  Instead,  com- 
petitors ate  Kellogg's 
breakfast.  Ralston-Puri- 


Kellogg  while  it  hiked  prices  for  its  ce- 
reals. Meanwhile,  coupons  and  other  pro- 
motions have  added  substantially  to 
costs. 

For  a  while,  that  didn't  seem  to  mat- 
ter. Kellogg  simply  kept  I'aising  prices- 
six  times  in  the  past  three  years.  As  a 
result,  a  19-ounce  box  of  Rice  Krispies 
now  goes  for  about  $4.20.  Trouble  is, 
Langbo  has  cut  back  on  coupons  at  the 
same  time  Kellogg  has  raised  prices. 
Last  year,  9  of  the  top  10  coupon-issuing 
companies  in  the  U.  S.,  including  Kel- 
logg, cut  back,  according  to  N'CH  Pro- 
motional Services  in  Lincolnshire,  111. 
Then  last  November,  Langbo  signaled 
to  analysts  that  Kellogg  would  cut  back 
further  on  promotions  and  instead  spend 
on  ads  to  build  its  brand  names.  In  the 
first  quarter,  he  boosted  national  adver- 
tising 29%,  to  $119.1  million,  against  an 
industry  gain  of  26.5%,  according  to  1994 
Competitive  Media  Reporting. 

Kellogg's  market-share  slide,  howevei*, 
only  worsened  after  rival  Genei'al  Mills 
Inc.  decided  this  spring  to  drop  its 
prices.  Kellogg's  painful  choice,  then: 


na  Co.,  for  instance,  quickly  cashed  in  on 
the  Batman  and  Ninja  turtles  crazes 
with  fad  cereals.  Kellogg's  share,  mean- 
while, slipped  to  35.8%  in  the  52  weeks 
ended  June  11,  accoi'ding  to  A.  C.  Niel- 
sen Co.  And  the  slide  continues,  with 
Kellogg's  share  slipping  to  33.8%  in  the 
four  weeks  prior  to  June  11.  It's  a  cost- 
ly slide:  Each  point  of  market  share  rep- 
resents $64  million  in  revenues. 

Kellogg  missed  the  oat-bran  craze  and 
never  regained  its  strength  after  that 
fizzled.  Analyst  McMilHn  figui-es  Kellogg 
has  just  30%  of  the  market  among  ce- 
reals introduced  in  the  past  four  years. 
In  addition,  private-label  versions  of  such 
standbys  as  cornflakes  have  undercut 


Keep  prices  high  and  give  up  mai'ket 
share,  or  match  rivals'  prices  at  the  ex- 
pense of  profits.  For  now,  says  Gold- 
man, Sachs  &  Co.  food  analyst  Nomi 
Ghez:  "Tlie  focus  is  back  on  profitability." 

The  question  of  balancing  market 
share  and  profits  will  be  topmost  on 
Knowlton's  agenda.  If  he  can  succeed,  he 
may  go  far.  Back  in  1983,  the  head  of 
the  then-underperforming  U.  S.  opera- 
tions was  given  what  was,  at  best,  a 
lateral  transfer  to  head  up  Mrs.  Smith's 
Frozen  Foods  Co.,  where  he  turned  in  a 
solid  performance.  His  name:  Arnold 
Langbo. 

By  James  B.  Treece  in  Detroit,  with 
Greg  Bums  in  Chicago 
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JAPAN  I 


ENDURING 
EMDAKA 


A  surging  yen  makes  Japan  jumpy — but  shouldn't  hurt  long  term 


enry  D.  G.  Wallace  knows  first- 
hand the  shock  of  the  surging 
yen.  The  veteran  Ford  Motor  Co. 
manager  just  moved  to  Hiroshima  to 
help  fix  Mazda  Motor  Corp.,  which  is 
25%  owned  by  Ford  and  lost  $466  mil- 
lion last  year.  The  yen's  might  has  made 
a  difficult  fix-it  job  a  lot  tougher.  "Even 
at  105  [yen  to  the  dollar],  we  were  in  a 
loss-making  position,"  says  Wallace,  a 
Mazda  executive  vice-president.  "And 
now  we've  seen  it  strengthen  to  97." 

The  yen's  surge  beyond  the  psycho- 
logically sensitive  100  yen/dollar  thresh- 
old is  sending  tremors  throughout 
Japanese  boardrooms.  Executives  are 
worried  that  the  costlier 
yen  will  further  drive  up 
prices  of  their  exports  and 
force  them  to  move  even 
more  manufacturing  over- 
seas—all at  the  cost  of  jobs 
in  recession-weary  .Japan. 
"I  worry  that  after  all  this 
waiting,  endaku  [the  surg- 
ing yen]  will  throw  water 
on  our  economic  recovery," 
says  Takashi  Kitaoka,  pres- 
ident of  Mitsubishi  Electric 
Corp. 

It  s  (  ranch  time,  all  right. 
But  any  rival  or  investor 
betting  that  the  latest  yen 


surge  will  permanently  weaken  Japan's 
competitive  position  is  making  a  big  mis- 
take. Instead,  the  chances  are  that  after 
considerable  pain  and  readjustment,  ma- 
jor Japanese  corporations  will  learn  how 
to  live  with  a  stronger  yen— and  keep  up 
the  pressure  on  rivals  worldwide. 

Of  course,  the  stronger  yen  does  give 
U.  S.  companies  a  major  opportunity  to 
regain  some  turf,  especially  in  key  areas 
such  as  autos.  Christopher  W.  Ceder- 
gren,  senior  vice-president  at  market 
researcher  AutoPacific  Group  Inc.,  reck- 
ons that  prices  on  Japanese  cars  in  the 
U.  S.  could  rise  6%  to  8%  this  fall.  In 
contrast.  General  Motors  Corp.  recently 


JAPAN'S  MINT: 
THE  HIGH  YEN 
LETS  RIVALS 
UNDERPRiCE 
JAPAN-BUT 
ALSO  LOWERS 
THE  COST  OF 
FOREIGN  RAW 
MATERIALS 


KEEPING  JAPAN'S 
EXPORTERS  COMPETITIVE 

Companies  are  cutting  cosfs 
OS  fast  as  the  yen  rises 

AVERAGE  BREAKEVEN  EXCHANGE 
FOR  JAPANESE  EXPORTERS 


MURAYAMA  WON'T  PRESS 
FOR  DEREGULATION 


DATA.  S.G.  WARBURG  SECURITIES, 
JAPAN  ECONOMIC  PUNNING  AGENCY 


announced  an  average  price  hike  of  onl 
2.9%  for  its  1995  models.  Ford's  price 
will  be  up  just  2.2%.  In  Japan's  hom 
market,  too,  cheaper  imports  from  th 
U.  S.  and  Europe  are  rising  rapidly. 

The  reality,  though,  is  that  Japanes 
executives  have  been  coping  pretty  we 
with  endaka  for  years.  "The  usual  cosi 
cutting  methods  fo 
Japan  Inc.  are  still  worl 
ing  quite  nicely,"  say 
Jesper  Koll,  chit 
economist  at  S.  G.  Wai 
burg  Securities  (Japai 
Inc.  He  and  others  b< 
lieve  Japan's  ostensibl 
high-yen  ills  ar 
overblown.  The  bettin 
in  Japan  is  that  Japan 
new  Socialist  Prime  Minister,  Tomiicl 
Murayama,  is  unlikely  to  rile  busine;- 
by  succuml;)ing  to  pressure  from  Pres 
dent  Clinton  for  more  open  Japanes 
markets.  And  Koll's  data  indicate  tht 
Japanese  companies  have  managed  f 
cut  costs  at  the  same  rate  the  yen  ht 
risen  (chart). 

FEW  PROSPECTS.  Mazda,  for  examph 
plans  to  shed  3,000  jobs.  It's  also  parin 
model  offerings  and  streamlining  distr 
bution.  Wallace  says  measures  now  u 
der  way  will  make  the  company  pro 
itable  at  100  yen  to  the  dollar  an 
eventually  at  95.  "We're  making  sui 
we're  structured  to  face  uncertainties 
he  says.  Mitsubishi  Motors  Corp. 
boosting  car  production  at  its  Norm 
(111.)  plant  to  diminish  exposure  to  e: 
change  rate  risk.  "Tliis  will  help  make 
more  price-competitive,  so  I  expect  o\ 
sales  to  rise  this  year,"  says  Taij 
Yokoyama,  managing  director. 

The  cost-saving  strategies  of  Japan 
mightiest  corporations  will  have  a  shoi 
term  impact  on  the  labor  market.  Soo 
to-graduate  college  students  now  fa( 
the  prospect  of  no  job  offers.  "The  sit 
ation  is  very  severe,"  says  Takeshi  F 
rihata,  deputy  placement  director 
Kokugakuin  University  in  Tokyo. 

says  offers  for  his  studen 
are  down  by  about  30%  fro 
last  year.  Hardest  hit  ai 
young  women  grads,  again 
whom  companies  still  fe 
free  to  discriminate. 

Still,  few  experts  s< 
much  danger  for  serious  u 
employment  in  Japan.  Tl 
jobless  rate  now  stands 
a  modest  and  stable  2.8 
The  darkest  of  pessimis 
predict  something  a  bit  mo 
than  3%,  far  below  oth 
major  economies.  Indee 
employment  rose  0.5% 
May,  even  as  the  yen  w  j,,- 
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mbing.  Warburg's  Koll  says  Japan's 
rvice  sector  has  added  an  average  of 
0,000  jobs  a  month  since  Japan's  re- 
ssion  started  in  1991,  soaking  up  work- 
s  who  might  otherwise  be  idle.  Help- 
y  lead  the  way  are  discount  retailers 
d  health-care  providers. 
These  employed  Japanese  are  also 
ying  more  consumer  goods  than  ever. 
,  Kao  Corp.,  Japan's  largest  maker  of 
usehold  and  personal-care  products, 
les  and  profits  have  been  growing 
jadily,  and  analysts  expect  that  to  con- 
lue.  The  growth  comes  even  though 


Kao  Vice-President  Kazuya  Inbe  admits 
that  competition  from  cheaper  imports  is 
growing  more  severe  and  that  overseas 
rivals  such  as  Procter  &  Gamble  Co. 
are  doing  very  well  in  Japan.  But  Inbe 
says  Kao  remains  determined  to  main- 
tain "reasonable"  prices  of  the  threat. 

Helping  Kao  hold  the  line  on  prices  at 
home  is  the  fact  that  a  surging  yen  cuts 
both  ways  for  Japanese  companies. 
While  Kao's  rivals  can  sell  at  lower 
prices  in  Japan,  every  uptick  in  the  yen 
lowers  the  costs  of  the  vast  quantities  of 
raw  materials  Kao  buys  from  abroad. 


By  making  investment  overseas 
cheaper,  the  stronger  yen  is  also  helping 
Japanese  companies  turn  most  of  Asia 
into  an  industrial  suburb  of  Japan  (BW— 
May  23).  Japanese  companies  are  con- 
tinuing to  blanket  Asia  with  plants  and 
marketing  organizations  at  discount 
prices.  "The  yen  problem  is  short-term," 
says  AutoPacific's  Cedergren.  Longer 
term,  given  their  zeal  for  cost  reduc- 
tion, the  Japanese  likely  will  turn  their 
problems  into  a  competitive  advantage. 

By  Robert  Neff  and  Larry  Holyoke  in 
Tokyo,  with  bureau  reports 


LDEI 


lAYBE  SIX  CAN  WRESTLE  JAPAN 
0  THE  TRADE  MAT 


ill  multilateral  deals  and  monetary  policy  work  where  one-on-one  hasn't? 


Sven  Bill  Clinton  couldn't  quite  be- 
lieve it.  At  a  hastily  called  White 
House  meeting  on  June  29,  the 
esident  and  his  Japan-hands  erupted 
belly  laughs  over  the  strange  turn  of 
ents  in  Tokyo:  Tomiichi  Murayama, 
ider  of  Japan's  gadfly  Socialist  Party, 
d  just  become  the  fourth  Japanese 
ad  of  government  in  a  year.  "Gee," 
nton  chortled,  "and  I  didn't  even  get  a 
ance  to  meet  the  last  Prime 
nister." 

But  the  guffaws  quickly 
ve  way  to  sober  debate  as 
;  Clintonites  were  once  again 
ced  to  revise  tactics  for  deal- 
;  with  their  most  vexing  eco- 
mic  rival.  Forget  tough  rhet- 
c.  Forget  about  quantitative 
;asures  to  judge  progress, 
ishington  is  struggling  to 
d  a  new  plan  to  finally  crack 
pan's  closed  markets. 
EAKY  ROOF."  For  now,  the 
[ministration  intends  to  capi- 
ize  on  a  strengthening  yen 
keep  up  pressure  on  the  Jap- 
sse.  At  the  same  time,  Clin- 
I  plans  to  push  for  new  multi- 
eral  trade  deals  to  squeeze 
pan  further  for  concessions, 
he  Japanese  are  living  in  a 
isy  house  with  a  leaky  roof," 
lior  U.  S.  official 
3m  to  start  taking  responsibility." 
Federal  Reserve  policymakers  seemed 

buy  into  Clinton's  plan.  On  July  6, 
3  central  bank  decided  against  a  hike 
U.  S.  interest  rates  that  would  have 
immed  the  dollar's  slide  against  the 
1.  The  White  House  believes  the  prob- 
ti  is  not  that  the  dollar  is  too  weak 
t  that  the  yen  is  overvalued  against 

world  currencies.  The  Fed  agreed. 


deciding  it  was  more  important  to  keep 
the  U.  S.  economy  growing  than  to  res- 
cue the  dollar.  "The  Fed  is  letting  Japan 
know  what  it  already  suspected,"  says 
former  Fed  Vice-Chairman  Manuel  H. 
Johnson  Jr.  "The  U.  S.  won't  shoot  itself 
in  the  foot  for  the  Japanese." 

Clinton  intended  to  deliver  another 
message  on  July  8  as  he  and  the  new 
Japanese  Prime  Minister  gather  for  the 


snipes  a 
We  have  to  force 


annual  economic  summit  of  industrial- 
ized nations  in  Naples.  Instead  of  focus- 
ing on  U.  S. -Japanese  frictions,  the  Pres- 
ident was  set  to  announce  an  initiative 
for  global  trade  and  investment  talks 
led  by  all  seven  summit  nations. 

The  new  effort  would  gi-apple  with  is- 
sues left  unresolved  under  the  General 
Agreement  on  Tariffs  &  Trade  last  year. 
They  include  protection  of  copyrights 
and  patents,  deregulation,  new  codes 
for  foreign  investment,  and  country-to- 


country  enforcement  of  antitrust  laws. 
Japan  has  resisted  U.  S.  entreaties 
to  cut  bilateral  deals  in  most  of  these 
areas. 

The  Clintonites'  hope:  to  place  the 
ball  squarely  in  Japan's  court.  They  fear 
that  major  market-opening  trade  deals 
with  Tokyo's  bureaucrats  are  out  of  the 
question  until  after  parliamentary  elec- 
tions expected  this  fall.  So  the  U.  S. 
wants  to  make  Japan  pay  a  price  for 
delay.  A  strong  yen  could  drive  up  the 
cost  of  Japanese  exports,  angering 
Japan's  business  executives. 
FRUITLESS  TALKS.  Clinton  also  hopes  to 
unite  the  U.  S.  and  Europe  against  To- 
kyo. Paula  Stern  of  the  Progressive  Pol- 
icy Institute  notes  that  a  global  approach 
is  far  preferable  to  slugging  it  out  toe-to- 
toe  with  Japan,  which  won  the  public-re- 
lations battle  last  year  by  cast- 
ing U.  S.  bilateral  proposals  as 
a  form  of  managed  trade.  "To 
take  on  Japan  samurai-style  is 
bruising,  and  we  don't  come 
out  looking  good,"  she  adds. 

Administration  critics  note 
that  talks  have  lasted  more 
than  a  year  without  narrowing 
Japan's  $60  billion  trade  sur- 
plus with  the  U.  S.  "The  Ad- 
ministration's policy  is  disinte- 
grating right  before  our  eyes," 
complains  Representative  Jim 
Kolbe  (R-Ariz.),  chairman  of  the 
House  Wednesday  Group,  a  Re- 
publican caucus  on  trade  and 
investment.  But  he  admits, 
"there's  really  not  much  any- 
body could' do  at  the  moment." 

That  sums  up  Clinton's  di- 
lemma. He  can't  control  dollar- 
yen  values,  and  multilateral  trade  deals 
take  years  to  conclude.  His  best  hope  is 
that  the  rest  of  the  industrialized  worUl 
also  is  impatient  with  Tokyo.  And 
though  Japan  has  resisted  similar  pres- 
sures in  the  past,  the  strong  yen's  effect 
on  exports  ultimately  could  force  it  to 
compromise.  Wishful  thinking  by  the 
Clinton  trade  warriors?  Perhaps.  But 
right  now  it's  all  they've  got. 

By  Douglas  Harbrecht  and  Paul  Mag- 
nussan  in  Washington 
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TELECOMMUNICATIONS  I 


OLD  RIVALRIES 
MOVE  NORTH 


U.S.  companies  take  key  roles  in 
Canada's  now-open  phone  markets 


E: 


xploit  brand  differentiation  where 
you  can  find  it,  marketing  gurus 
advise.  As  Canada's  long-distance 
telephone  market  exploded  on  July  1 
into  frenzied  competition  for  customers, 
more  than  200  companies  began  clamor- 
ing for  slices  of  the  $5.5  billion  market. 
Most  of  them  offered  big  discounts  off 
the  rates  charged  by  Bell  Canada,  the 
nation's  Ma  Bell.  TelRoute  Communica- 
tions Inc.,  based  in  Toronto,  went  one 
better.  Its  ads  feature  a  beaver  wearing 
a  Mountie's  hat  and  saluting  the  Cana- 
dian flag.  The  message:  TelRoute  is 
"100%  Canadian  owned." 

A  modest  distinction,  perhaps.  But 
almost  every  other  major  player  in 
Canada's  nascent  long-distance  wars  has 
allied  itself  with  a  battle-hardened  U.  S. 
long-distance  company.  Stentor,  the  pow- 
erhouse group  of  nine  provincial  phone 
companies  that  dominates  Canada's 
phone  service,  has  tied  up  with  MCl 
Communications  Corp.  Sprint  Corp. 


IN  CANADA,  CANDICE  BERGEN  WILL  SING  SPRINT'S  PRAISES  IN  ENGLISH  AND  FRENCH 


owns  25%  of  Call-Net  Enterprises,  now 
operating  as  Sprint  Canada.  And  AT&T, 
uncharacteristically  cast  in  the  feisty 
upstart's  role,  has  taken  a  20%  stake  in 
Unitel  Communications  Inc. 

Canadian  regulators  sparked  the  com- 
petitive rush  by  ordering  Stentor  to  pro- 
vide rivals  with  equal  access  to  its  big 
network— just  as  AT&T  was  ordered  in 
the  U.  S.  in  1984.  Canada  has  tried  to 
limit  foreign  involvement  in  its  phone 
business— imposing  a  20%  cap  on  non-Ca- 


nadian ownership  of  the  country's  maji" 
carriers— but  both  sides  need  one  a- 
other  too  much  to  stay  apart.  "Canada 
the  largest  single  international  marke' 
for  the  U.  S.,  says  John  Cahill,  Sprint, 
vice-president  for  the  Americas.  "So  ' 
you're  going  to  expand  globally,  yc 
have  to  be  there." 

For  their  part,  Canada's  upstart  tel 
com  companies  need  U.  S.  technolo^ 
and  expertise  to  compete  with  Stento 
Unitel  last  year  tapped  Stanley  B.  Lacl 


Commentary/by  Catherine  Arnst 

THE  BABY  BELLS  SHOULD 
PUT  WASHIHGTOH  OH  HOLD 


The  Baby  Bells  have  a  problem.  To 
move  into  the  fast  lane  of  the  Infor- 
mation Superhighway,  they  want 
to  get  into  such  high-growth  businesses 
as  cable  television,  interactive  multi- 
media, wireless  networks,  and  long-dis- 
tance service.  But  the  price  for  these 
unregulated  prizes  is  high:  Washington 
isn't  about  to  give  the  Bells  free  run  un- 
less they  forgo  their  local-service  mo- 
nopolies and  accept  true  competition. 

But,  oh,  how  tough  it  is  to  give  up  a 
cash  cow.  Which  is  why  the  Regional 
Bell  Operating  Companies  (RBOCs)  are 
leaving  no,  legal  or  political  .stone  un- 
turned to  press  for  a  hospitable  legisla- 
tive environment.  In  their  strangest 
move  yet,  four  of  the  seven  RBOCs  filed  a 
motion  on  July  6  asking  U.  S.  District 
Judge  Harold  H.  Greene,  the  man  who 
has  ruled  on  abno.st  every  aspect  of  their 
business  s'  ice  the  breakup  of  AT&T  10 


years  ago,  to  end  his  overseer's  role. 
Bell  Atlantic,  BellSouth,  nynex,  and 
Southwestern  Bell  argue  that  the  con- 
sent decree  that  Greene  enforces— which 
bars  them  from  providing  long-distance 
service,  making  ecjuipment,  or  owning 
cable  systems  in  their  regions— is  no 
longer  valid  now  that  competitors  are 
pushing  into  local  service. 

The  timing  is  odd,  to  say  the  least. 
Greene's  role  will  become  a  relic  of  the 
regulatory  past  once  Congress  acts  on 
pending  telecommunications  legislation 
that  will  override  the  consent  decree. 
Any  bill  passed  likely  will  allow  the  Baby 


One  analyst  says  the 
Bells  never  got  "the  gene 
for  marketing  savvy" 


Bells  to  move  into  long  distance, 
TV,  and  other  areas— but  with 
veat  that  real  competition  must  fi 
velop  in  local  phone  markets.  Inii 
experts  expect  the  House  and  Ser[ 
reach  a  compromise  in  Septemb- 
pass  a  bill  as  early  as  yearend. 

Court  action  on  the  motion  to  e 
decree,  meanwhile,  would  take  yea 
would  probably  fail  in  any  case.  It' 
to  imagine  the  formidable  Judge  ( 
deciding  that,  what  the  heck,  thei 
role  for  him  in  the  telephone  Indus 
has  overseen  for  10  years. 

Why  are  the  RBOCs  targeting  Gi 
Because  they're  unhappy  with  the 
lation.  "The  House  bill  didn't  give 
as  much  as  they  wanted,"  says 
Stearns  &  Co.  analyst  Marion  Bo 
"This  petition  is  the  Bells'  atten 
vocalize  all  their  trepidations  ov( 
final  bill  and  have  someone  hear  t 
GRIPING.  The  Bells  are  unhappy  th 
merged  House  bills  would  keep  th( 
of  long  distance  until  the  Justice  De 
cides  they  lack  "the  substantial  poss 
of  using  their  monopoly  in  the  loca 
ket  to  impede  competition.  Sine 
RBOCs  control  99.7%  of  their  loca^ 
kets,  it  could  be  years  before  Jfe 
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'.,  former  head  of  AT&T's  consumer 
rig-distance  business,  as  its  CEO.  And 
1  July  11,  Sprint  Canada  plans  to  roll 
it  an  ad  campaign  that  mimics  Sprint's 
S.  efforts,  featuring  Candice  Bergen 
uting  Sprint  Canada's  savings  plan, 
le  main  difference:  Bergen  will  park-r 
27K'ais  as  well  as  English. 
Advanced  technologies  developed  in 
e  U.  S.  are  also  spreading  north.  In 
^  1992,  Stentor  paid  $150  million  to 
ense  MCl's  so-called  intelligent  network, 
lich  among  other  things  allows  corpo- 
te  customers  of  Stentor  and  MCl  to 
eate  private  networks  linking  opera- 
ms  on  both  sides  of  the  border.  It 
)uld  have  taken  years  "for  us  to  devel- 
all  these  services  by  ourselves,"  says 
ian  Canfield,  CEO  of  BC  Telecom  Inc. 
d  chairman  of  Stentor.  In  turn,  MCl 
cecutive  Vice-President  Eugene  Eiden- 
rg  says,  "that's  helped  us  increase  our 
irket  share,"  especially  among  U.  S. 
mpanies  with  big  operations  in  Canada. 
5  cms.  Stentor  remains  Canada's  tele- 
one  behemoth,  even  after  deregulation, 
controls  95%  of  Canada's  residential 
ig-distance  business  and  75%  of  its  busi- 
ss  market,  says  Canfield.  Unlike  AT&T 
the  U.  S.,  Stentor  companies  can  keep 
sir  chokehold  on  local  phone  business, 
hey  remain  fully  integrated  monopolies 
lat]  can  cross-subsidize  their  long-dis- 
nce  business,"  charges  Joseph  P.  Nac- 
io,  president  of  AT&T's  Consumer  Com- 
jnications  Services  and  a  Unitel  board 
smber.  Stentor  denies  the  subsidies. 


The  challengers  plan  to  hit  Stentor 
hard.  Discounts  of  up  to  30%  off  the 
bigger  company's  rates  could  pry  enough 
business  away  to  cut  Stentor's  overall 
market  share  to  as  little  as  67%  by  1998, 
figures  Jonathan  L.  Robinson,  an  analyst 
at  Toronto  brokerage  ScotiaMcLeod  Inc. 

But  how  tough  the  rivals  can  afford  to 
be  isn't  clear.  Last  year,  Call-Net— Sprint 
Canada's  parent— lost  $2  million  on  sales 
of  $96  million.  Unitel  dropped  almost 
$150  million  on  sales  of  $310  million.  But 
Bell  Canada,  which  serves  the  lucrative 
Ontario  and  Quebec  markets,  is  one  of 
the  country's  most  profitable  companies. 
It  earned  $627  million  on  sales  of  $5.8 
billion  in  1993  and  is  now  cutting  costs 
sharply  to  stay  a  moneymaker.  "We're 
worried  about  whether  the  competition 
can  be  sustained,"  says  Joseph  Schmidt, 
president  of  the  Canadian  Business  Tele- 
communications Alliance,  which  repre- 
sents bu.siness  users. 

Of  course,  losses  are  hardly  surprising 
at  this  early  stage.  And  profitability 
should  improve  "as  the  industry  consoli- 
dates over  the  next  six  to  nine  months," 
predicts  Juri  Koor,  CEO  of  Sprint  Cana- 
da. Like  many  observers,  he  expects 
the  field  to  shrink  to  Unitel,  Sprint  Can- 
ada, Stentor,  and  a  few  others.  Can  the 
new  rivals  thrive  as  MCl  and  Sprint  have 
in  the  U.  S.?  It  all  depends  on  regulators' 
vigilance.  So  far,  Stentor  has  come  out 
just  as  strong,  if  not  stronger,  than  the 
post-monopoly  AT&T. 

By  William  C.  Symonds  in  Toronto 


at  such  a  find- 
3t  many  legisla- 
3m  to  care  about 
ills'  beefs:  The 
passed  its  two 
i-market-opening 
June  by  margins 
I  and  423-5. 
be  the  compa- 
hould  be  glad 
:  has  been  over- 
their  case.  True, 
itting  on  a  lot  of 
jquests  for  waiv- 
snter  certain  un- 
ted  businesses, 
lat  sword  cuts 
'ays:  He  is  also 

on  AT&T's  re- 
to  buy  McCaw 
r  Communica- 
nc,  which  will 
;  former  parent  in  direct  competi- 
th  the  Baby  Bells  in  local  cellular 

And  the  Baby  Bells  don't  need 
ige's  approval  for  such  moves  as 
tlantic's  and  nynex'  new  plan  to 
e  their  cellular  operations— creating 
.  2  cellular  network  after  McCaw's. 
3ad  of  griping,  the  Bells  should 


WHAT'S  THE  FREQUENCY?  THE  BELLS 
COULD  DO  BETTER  IN  CELLULAR 


have  been  trjing  to  be- 
come more  competitive. 
Only  in  the  past  year 
or  so  have  they  put  in 
place  stringent  cost-cut- 
ting programs.  And 
they  haven't  turned  in 
a  great  performance  in 
the  unregulated  cellu- 
lar business.  Each  RBOC 
was  handed  a  cellular 
license  in  its  region 
when  the  frequencies 
were  first  allocated. 
The  results:  high  rates, 
no  widespread  brand- 
name  recognition,  and 
uneven  service.  "The 
gene  for  marketing  sav- 
vy was  not  passed  on 
to  any  of  the  Baby 
Bells  at  the  time  of  di- 
vestiture," says  Salomon  Brothers  Inc. 
analyst  Jack  B.  Grubman. 

Perhaps  the  Bells  should  stop  worrying 
about  winning  in  Washington  and  figure 
out  how  to  win  in  the  real  world. 

Amst  is  BUSINESS  week's  telecommu- 
nications editor. 


MERGERS  I 


A  MARRIAGE 
OF  CONVERGENCE 


Why  networkers  SynOptics  and 
Wellfleet  need  to  merge 


LUDWICK:  "ONE- 
STOP  SHOPPING" 


Investors  didn't  cotton  to  the  July  5 
news  of  a  $1.2  billion  merger  agree- 
ment from  computer  networking 
heavyweights  SynOptics  Communica- 
tions Inc.  and  Wellfleet  Communications 
Inc.  Wellfleet's  stock  dropped  20%  on 
the  announcement;  SynOptics'  lost  7%. 

Get  past  the  market  angst,  though, 
and  the  merger  embodies  a  powerful 
drive  toward  consolidation  in  networking. 
SynOptics  is  second  after  Cabletron  Sys- 
tems Inc.  in  the  $1.9 
billion  market  for 
"hub"  computers  that 
connect  local  office 
networks;  Wellfleet 
trails  only  Cisco  Sys- 
tems Inc.  in  the  $4 
billion  market  for 
"routers,"  key  com- 
ponents to  nation- 
wide and  global  net- 
works. The  union 
would  provide  cus- 
tomers with  "one- 
stop  shopping,"  says 
SynOptics  Chief  Ex- 
ecutive Andrew  K.  Ludwick,  who  would 
head  the  combined  company. 

Indeed,  analysts  say  converging  net- 
work technologies  are  blurring  tradition- 
al market  divisions.  "These  markets  are 
increasingly  coming  together,"  says  Gigi 
Wang,  a  vice-president  at  researcher 
International  Data  Corp.  She  predicts 
that  companies  without  the  resources 
to  keep  abreast  of  rapid  technology 
changes  will  be  forced  to  combine— or 
fall  by  the  wayside.  Indeed,  without  the 
merger,  earnings  could  fall  24%  this 
year— to  $71.5  million,  at  SynOptics. 
Wellfleet's  high-price  niche  has  come  un- 
der attack  from  dozens  of  lower-cost 
suppliers. 

As  new,  even  higher-speed  technolo- 
gies reshape  the  market,  analysts  say, 
suppliers  must  invest  huge  sums  in  re- 
search and  development— putting  small- 
er companies  at  a  disadvantage.  More 
important,  customers  want  fewer  suppli- 
ers knocking  on  their  doors.  Stephen 
White,  manager  of  local-area  networking 
for  Chevron  Corp.'s  Information  Tech- 
nology Co.,  wants  "one  network-manage- 
ment system  to  troubleshoot  and  sup- 
port these  different  technologies."  Bring 
on  the  mergers. 

By  Gary  McWilliams  in  Boston 
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ntBank,  helping  them  find  new  ways  of  using  information  to  stay  competitive.  Call  (800)  566-9337.  xl040. 
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Commentary/by  Howard  Gleckman 


UNCLE  SAM'S  STATS:  CALL  THEM  UNRELIABLE 


In  late  June,  the  U.  S.  government 
reported  that  the  trade  deficit  for 
April  jumped  20%,  to  $8.4  billion. 
Predictably,  the  world's  currency  mar- 
kets went  nuts.  Moments  after  the  fig- 
ure moved  on  the  financial  wires,  the 
dollar  collapsed  and  U.  S.  bond  prices 
plummeted. 

On  July  13,  another  bit  of  official 
econo-data,  the  consumer  price  index, 
will  draw  its  own  keen  following.  Gov- 
ernment retirees  and  Social 
Security  recipients  watch 
the  CPI  because  their  annual 
cost-of-living  adjustments  are 
based  on  the  index.  Politi- 
cians latch  on  to  the  num- 
ber as  they  debate  the  need 
for  higher  interest  rates. 

There's  just  one  problem: 
The  trade-deficit  is  almost 
surely  overstated.  So  is  the 
CPI.  That  means  pensioners 
are  getting  an  artificial 
sweetener  in  their  COLAs. 
And  all  those  bond  traders 
are  betting  on  flawed  num- 
bers from  statisticians  two 
steps  behind  the  economy. 

In  a  classic  example  of 
shortsightedness.  Uncle  Sam 
has  been  starving  his  statis- 
tical agencies  for  more  than 
a  decade,  denying  funding 
to  improve  data  collection 
and  analysis.  As  a  result, 
the  numbers  that  move  fi- 
nancial markets  and  policy- 
makers are  misleading  at  best.  "The 
economy  doesn't  stand  still,"  says  for- 
mer Commissioner  of  Labor  Statistics 
Janet  L.  Norwood.  "We  need  a  statisti- 
cal system  that  can  change  with  it." 
HIGH-TECH  TANGLE.  The  trade  deficit  is 
a  prime  example.  Government  statis- 
tics show  U.  S.  exports  falling  far  short 
of  imports.  But  privately,  government 
economists  believe  they  are  underesti- 
mating the  value  of  U.  S.  exports  by 
10%  or  so.  If  true,  much  of  the  short- 
fall vani-shes. 

One  reason  for  the  low  estimate: 
Computer  software,  an  industry  domi- 
nated by  U.  S.  producers,  barely  shows 
up  in  the  reams  of  government  trade 
numbers.  According  to  the  Commerce 
Dept.,  which  is  supposed  to  track  such 
things,  software  exports  last  year  were 
$385  million.  No  one  knows  for  sure 


what  the  true  number  is,  but  $385  mil- 
lion isn't  close:  Microsoft  Corp.'s  inter- 
national sales  alone  were  five  times 
that  last  year.  That  suggests  the  gov- 
ernment may  be  undercounting  as 
much  as  $4  billion  in  software  ex- 
ports—4%  of  the  total  trade  shortfall. 

How  did  the  data  get  so  bollixed 
up?  The  government  calculates  only 
the  value  of  instruction  manuals  and 
the  blank  disks  upon  which  the  pro- 


grams are  written.  The  value  of  the 
software  itself  simply  disappears.  So 
a  progi-am  that  sells  for  $.300  registers 
on  trade  books  at  $5  or  $10. 

It's  the  same  with  inflation,  now  of- 
ficially at  about  3%.  The  CPI  may  over- 
state price  hikes  by  0.5  to  L5  percent- 
age points.  Why?  Because  it  has  been 
a  decade  since  the  index  received  a 
complete  scrubbing,  and  it  no  longer 
reflects  real  buying  patterns. 

The  CPI  still  assumes,  for  instance. 


The  CPI  hasn't  been 
overhauled  in  a  decade,  so  it 
overstates  price  hikes  by  as 
much  as  15  percentage  points 


that  personal  computers  represent  lessi 
than  1%  of  household  purchases— toe 
low  now.  It  also  fails  to  reflect  the  dif- 
ference between  doctors'  charges  and 
actual,  lower  reimbursements  from  in 
surers.  More  critical,  the  CPI  doesn't  ac-H 
curately  gauge  the  inflation-dampening 
effect  of  discounters  such  as  Wal-Mart 
"Everybody  knows  the  CPI  overstate: 
inflation,"  says  Kemper  Financial  Ser 
vices  Inc.  economist  John  E.  Silvia. 

NEW  BASKET.  At  least  the 
CPI  is  going  to  get  fixed 
Congress  is  about  to  give 
the  Labor  Dept.  $50  mil 
lion— mostly  to  recalculate 
the  "market  basket"  that 
people  actually  buy.  But  not 
because  of  newfound  con 
cern  for  accuracy.  Instead 
lawmakers  see  it  as  an  easy 
way  to  cut  cost-of-living 
hikes  for  retirees.  The  Con- 
gi'essional  Budget  Office  fig- 
ures that  a  0.5%  cut  in  the 
CPI  would  save  a  cool  $25 
billion  over  the  next  five 
years.  "If  you  really  want 
to  cut  the  deficit,"  says  one 
senior  official,  "the  best  in 
vestment  you  can  make  is 
to  get  more  money  into  the 
Bureau  of  Labor  Statistics." 

Spending  money  to  up- 
date inflation  indexes  and 
properly  measure  trade  bal 
ances  would  surely  meet  the 
test  of  any  cost-benefit  anal- 
ysis. But  breaking  down  the  inefficient 
fiefdoms  that  dominate  the  government 
data  business  would  also  help.  For  in- 
stance, raw  trade  data  are  now  col 
lected  by  one  agency  but  massaged 
and  published  by  two  others.  It's  no 
surprise  the  numbers  are  a  mess. 

At  a  minimum,  this  overlap  should  be 
eliminated.  And  it's  time  to  go  one  step 
fiu'ther.  Canada  has  a  single  statistical 
agency,  a  model  of  effective  data  collec 
tion  and  analysis.  Its  inflation  market- 
basket  is  studiously  revised  every  four 
or  five  years.  The  U.  S.  could  do  worse 
than  copying  that  system.  Done  proper- 
ly, it  would  save  money  and  more  accu 
rately  gauge  the  economy.  That  would 
help  bring  bond  traders,  pensioners, 
and  politicians  back  to  reality. 


Gleckman  covers  economic  trends. 
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Dial  culls  with  your  mice. 
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Let  your  computer 
work  the  piiones. 


Where  does  your  business  v\'ant  to  go? 
And  what  do  yon  want  to  do? 

Want  to  roll  out  a  better  way  to  work 
in  over  70  countries,  without  leavin;^  head- 
quarters? Go  to  a  conference,  right  now, 
on  the  other  side  of  the  country?  Pop  up 
information  on  your  customers,  the 
second  you  take  their  calls? 
With  a  little  help,  you  can.  AT&T 
bal  Business  Communications 
Systems  can  give  you  the  communi- 
cations equipment  and  support  to  do  all 
these  things  today.  And  we  can  take  your 
systems  and  make  them  do  things  you 


never  imagined.  Because  the 
future  is  about  turning  what's 
possible  into  what's  real  Working 
the  way  you  want  to,  instead  of  how 
you  have  to.  Anytime,  anywhere. 

You  can  make  great  things  ha|ipen 
for  your  business.  Starting  novv.  Just  ca 
.\TXT  at  1  80(1  .^JS-- (0(1.  ext.  382. 


MM.  Where  innovation  leads 


AT&T 


EXECUTIVE  SUITE  I 


LIFE  WON'T  BE  JUST 

A  BOWL  OF  CHERRY  GARCIA 


Whoever  wins  Ben  &  Jerry's  CEO  contest  will  have  to  face  melting  profits 


The  advertising  geniuses  on  Madison 
Avenue  should  be  so  smart.  On 
June  13,  the  directors  of  ice  cream 
maker  Ben  &  Jerry's  Homemade  Inc. 
launched  a  national  contest  to  find  a 
new  chief  executive  officer,  unwittingly 
tapping  into  a  fantasy  popular  the  world 
over.  Asked  to  mail  in  100-word  essays 
on  "Why  I  Would  Be  A  Great  CEO  For 
Ben  &  Jerry's,"  some  16,000  aspiring 
CEOs  have  showered  the  company's  Ver- 
mont headquarters  with  mail.  The  first- 
place  finisher  gets  to  run  Ben  &  Jer- 
ry's, and  the  runner-up  gets— yes,  it's 
true— a  lifetime  supply  of  ice  cream. 
Even  the  losers  get  something:  a  rejec- 
tion letter  "suitable  for  firaming." 

Many  applicants  are  as  unconvention- 
al as  Ben  &  Jerry's,  an  outfit  known  as 
much  for  sharing  its  wealth  with  the 
poor  as  for  its  incredibly  rich  ice  cream. 
An  entire  fifth-gi-ade  class  sent  in 
letters  (some  students  offer- 
ing to  develop  new  ice        ^  Aid^^^^t^ 
cream  flavors).  An  ad- 
vertising  executive  at-    ^Sf^  ~ 
tached  his  resume  to  a  'J^Jj 
Superman   costume.  One 
woman  sent  in  a  near-nude 
photo  of  herself,  and  other, 
less  salacious  resumes  have  ar- 
rived from  as  far  as  London 
and  India. 

To  get  noticed,  Johan- 
na Bamesberger,  a  30- 
year-old  schoolteacher 
from     Valparaiso,  Ind 
scrawled  her  essay  on  a 
painting  of  a  woman  read- 
ing a  children's  book.  No, 
she  has  never  run  a  com 
pany,  but  "I'm  hoping 
there  would  be  people 
there  that  could  guide 
me  along,"  she  says. 
Allen  Stillman,  head 
of  Smith  &  Wollen- 
sky,  a  New  York  res- 
taurant chain,  claims 
he  was  serious  when 
he  put  a  full-pa;  {e  ad 
in   the   New  York 
Times  offering  his 
services.  But  he  s.  ; 
Ben  &  Jerry's  woui 
have  to  let  him  worK 
from  Manhattan, 


huffing:  "I'd  never  move  to  Vermont." 
The  company  claims  the  more  serious 
applicants  include  three  executives  from 
archrival  Haagen-Dazs  Co.,  though  it 
won't  disclose  their  names. 

Behind  the  hype,  Ben  &  Jerry's  seri- 
ously needs  help.  With  about  $154  mil- 
lion in  sales  and  an  expected  $6  million 
in  pr-ofits  this  year,  the  company  has 
outgrown  the  management  skills  of  its 
founders.  Like  Steve  Jobs  at  Apple 
Computer  Inc.  and  Mitch  Kapor  at  Lotus 
Development  Corp.,  Ben  &  Jerry's  co- 
founder  and  CEO  Bennett  R.  Cohen— a 
college  dropout— decided  to  step  down  as 
chief  exec.  "I  feel  really  stretched  trying 

FOUNDERS  COHEN  AND 
GREENFIELD  RECEIVED 
SOME  16,000  RESPONSES 
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to  run  an  organization  of  this  size,"  saji 
Cohen,  who'll  stay  on  as  chairman. 

After  scooping  up  double-digit  annu.; 
sales  growth  since  its  inception  in  197! 
the  company  is  faltering.  With  profit! 
expected  to  dip  about  $1  million  froi 
■  last  year,  Ben  &  Jerry's  stock  has  falle 
fi'om  a  high  of  neai'ly  $34  in  Sept,  199: 
to  under  $17  lately. 

Why  the  meltdown?  One  reason  ; 
that  Ben  &  Jerry's  core  U.  S.  market- 
super-premium  ice  cream  sold  in  grt 
eery  stores— slowed  to  just  a  4%  gai 
last  year.  To  return  to  double-dig' 
growth,  the  company  needs  new  mai 
kets.  One  target  is  Europe,  but  Ben  < 
Jerry's  has  yet  to  develop  a  coheret 
international  strategy.  That  will  be 
key  job  for  the  new  CEO,  says  chief  t 
nancial  officer,  Frances  Rathke. 
CAPS  Off.  Another  issue  is  controllin 
expenses.  Ben  &  Jerry's  has  subcoi 
tracted  about  40%  of  its  ice  cream  pr( 
duction  to  a  costly  outside  supplier.  . 
new  $35  million  manufacturing  plant  : 
under  constiTiction,  but  analysts  say  thi 
the  expense  will  help  give  Ben  &  Jerry 
its  first-ever  profit  decline  this  year. 

Ben  &  Jerry's  directors  may  api>ei 
to  be  making  light  of  their  task  wit 
the  gimmicky  contest— but  the 
are  taking  the  job  seriously.  . 
search  firm  will  start  develo} 
ing  a  realistic  list  of  candidate: 
And  the  board  made  a  decisio 
that  may  be  critical  for  top  ta 
ent:  It  lifted  a  salary  cap  tht 
limited  the  CEO's  pay  to  seve 
times  that  of  the  lowest-pai 
employee.  While  Cohen  owr 
stock  worth  $18  million,  h 
was  paid  just  $133,212  pki 
$2,664  in  retirement  coi 
tributions  last  year,  witl, 
out  stock  options.  Recrui 
ers  say  the  going  rate  fc 
a  company  Ben  &  Jerry 
size  is  from  $300,000  t 
$.500,000. 

No  matter  how  big  th 
eventual  CEO's  paychecl 
the  mood  around  heac 
quarters    will  likel 
remain  perpetually  of 
beat.  "We  can  gro^ 
as  fast  as  we  want 
crows  Cohen.  An 
successor  woul 
have  to  be  just  a 
ebullient— but  eve 
more  savvy  aboiJ 
laying  out  a  lon^ 
term  game  plan  fo 
one    of  America' 
quirkiest  companie; 

By  Geoffrey  Smit 
in  Waterbury,  Vt. 


Invest  for  maximum 
total  real  return/^ 
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Templeton  Grow  th  r  una 


Cumulative  Total 
Retumsf 
(3/31/94) 


284.4% 

1  (J-year 


78.1% 


Average  Annual 
Total  Retumsf 
(3/31/94) 


15.5% 


The  performance  numbers 
of  an  investment  tell  only 
part  of  the  story.  At  the 
very  least,  your  mvestment 
should  seek  to  protect 
your  purchasing  power 
by  growing  fast  enough 
to  outpace  inflation. 

That's  why  the  numbers 
of  the  Templeton  Growth 
Fund  are  so  appealing. 
They  represent  the  result 
of  a  simple  but  sound 
philosophy  of  searching 
worldwide  for  securities  that 
appear  to  be  priced  unusually  low  in 
relation  to  their  true  value.  Of  course, 
past  performance  does  not  guarantee 


12.2% 


14.4% 

JO-vrar 


future  results.  The  goal  of  the  Templeton 
Growth  Fund  is  capital  appreciation. 

Mail  the  postage-paid  card  or  call 
Templeton  today  for  a  free  brochure. 

1.800-342-FUND 
Ext.T205 

Call  for  a  tree  prospectus  containing  more  complete 
information,  including  charges  and  expenses.  Please 
read  it  carefully  before  you  invest  or  send  money- 

"Sn  John  J  cmplclon,  who  currently  serves  lTS  Ckainiuiii  of  the 
/ii/ii/'s  Board,  IS  not  involved  in  investment  lieeisioiis,  which  are 
made  hy  the  fund's  investment  manager. 

fc  umulative  total  returns  show  the  percent  change  in  value  of  an 
investment  over  the  10-  and  5- year  periods.  Average  annual  total  returns 
represent  the  average  annual  increase  in  value  of  an  investment  over 
the  indicated  periods.  All  calculations  include  the  maximum  ^  /''"o 
initial  sales  charge  and  assume  reinvestment  of  dividends  and  capital  gains 
at  net  asset  value.  Prior  to  July  I,  1992,  fund  shares  were  offered  at  a 
higher  sales  charge.  Thus,  actual  total  returns  to  purchasers  of  shares 
during  that  period  would  have  been  somewhat  less  than  noted  above. 
Fund  share  prices  and  returns  will  fluctuate  with  market  conditions, 
currencies,  and  the  economic  and  political  climates  where  investments 
are  made. 

Prirtcipal  Underwriter:  Franklin /Templeton  Distributors,  Inc. 


Templeton 

700  Central  Avenue,  St.  Petersburg,  FL  33701-3628 

A  Memher  of  the  $112  Billion  Franklin /Templeton  Group 


BWK94 


YOU'RE  ALREADY  DOING  FIVI 
THIS  JUST  LETS  YOU  D 


It's  Friday  again.  And  there  are 
still  things  on  your  plate  from 
Monday.  Seems  like  there's  more 
and  more  you  have  to  know  and 
always  a  bigger  range  of  jobs  you 
have  to  pull  together.  All  at  once. 

So  what  do  you  do? 

Well,  common  wisdom  has  a 
suggestion:  simplify. 

That's  where  the  Microsoft 
Office  comes  in.  The  basic  idea 
here  is  a  diverse  group  of  first-rate 
computer  programs  that  are  so 
similar  to  use,  so  intelligently 
designed  and  so  neatly  interlinked, 
that  as  far  as  you  can  tell,  it's  all 
one  amazing  program.  That  does 
everything.  In  one  place. 

Simple  enough? 

It  means  you  can  stay  focused 


on  what  you  want  to  accomplish 
instead  of  hunting  for  ways  to  fit  all 
your  work  together  into  one  piece. 

Think  about  how  involved  it's 
been  up  till  now  to  send  a  person 
alized  letter  to  all  your  customers. 

Now  it's  a  Cakewalk. 

First  you  write  your  letter  in 
Word,  our  intuitive  word  proces- 
sor. Like  all  programs  in  the 
Microsoft  Office,  it's  recognized  as 
the  very  best  of  its  kind. 

Say  you  want  to  highlight  some 
point  in  your  letter  with  a  chart  that 
shows  what's  up,  business-wise. 
You  can  skate  effortlessly  between 
programs  into  the  spreadsheet, 
Microsoft  Excel,  make  that  chart 
and  drop  it  back  into  Word. 

Nothing  to  it.  • 


Then  you  open  your  list  of  cus 
tomers  in  Microsoft  Access",  the 
database  program.  Yon  can  instant 
ly  merge  the  addresses  into  your 
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David  Ibsen 
\hx.n  Sights  &  So'jnds 
2747  Elrn  Co'jrt  ,..,.». 
Ft.  V/orti-l.TX  7610  2 

Dear  Mr,  Ib^an: 

Last  ^lear  was  our  biggest  evei  for  synt 
are  utilizing  alternative  synth -driven  in 
are  no  lon,ger  the  whole  stc^ry. 


WHAT'S  Driving  The  Synthesizer? 


So  the  que sti oil  is,  are  you  malan,g  tlie  is 
Y ou  kno'.v  music  is  where       make  it  In 


iHIR: 


It  doesn't  get  more 
automatic  than  this. 
The  word  processor  in 
the  Microsoft  Office 
lets  yon  instantly  cre- 
ate all  kinds  of  great- 
looking  reports  and 
letters.  It  can  even  fix 
your  typos  just  as  fast 
as  vou  make  them. 


Our  spreadsheet  is 
the  easiest  way  to 
analyze  numbers  and 
turn  them  into  com- 
pelling charts  and  , 
tables.  It's  so  insight- 
ful, it  actually  tracks 
your  u'ork  and  offers 
tips  on  how  to  do 
things  more  easily. 


Tial  tt  it  phn 


Tipany  charges  may  apply  ©  1994  Mit 


oft  Corpctration  All  nj;hts  reserved,  Microsoft  Office  Professional,  shown  here,  includes:  Micro 
Outside  the  U  S.  and  Canada,  call  your  local  Mictosoft  subsidiary  c 


oft  Excel,  Word,  the  PowerPointI 
(206)  916  H661-  Microsoft,  Mic  I 


FFERENT  THINGS  AT  ONCE. 
m  ALL  IN  ONE  PLACE. 


;tter  and  print  out  personal  copies 
3  your  favorite  clients.  All  ten  or 
;n  thousand  of  them. 

Work  this  good  calls  for  just  a 


;s.  Now  more  and  more  musicians 
oard  sales,  while  sUll  dominant. 


uaars2S'!i>     |  Drums 


s  and  instruments  in  your  studio? 
gy,  your  opxtions  are  getting  a  lot 


little  showing  off.  So  you  simply 
move  into  PowerPoint,  the  presen- 
tation graphics  program,  and  airn 
your  thinking  into  some  persuasive 
slides  for  the  head  honcho. 

Wont  she  be  surprised. 

Along  the  way,  every  program 
has  been  following  your  work, 
making  everyday  tasks,  like  fixing 
common  typos,  automatic.  As  well 
as  guiding  you  through  complex 
jobs  so  they're  a  lot  easier.  All 
thanks  to  what  we  call  IntelliSense " 
technology.  Nobody  else  has  built- 
in  assistance  that's  nearly  this 
friendly,  this  extensive,  or  this  smart. 

If  you've  got  any  questions  or 
want  extra  help,  call  us  for  the  most 
useful  product  support  around. 
And  the  Microsoft  Office  is  the 


only  product  of  its  kind  that  has 
unlimited  no-charge  support! 

In  fact,  you  can't  get  this  kind 
of  overall  smooth  sailing  anywhere 
but  the  Microsoft  Office.  So  make 
a  mental  note  to  do  one  more 
thing  today.  Give  us  a  ring  at  (800) 
370-8957,  Dept.  3D3,  and  we'll 
send  you  our  Office  info  kit.  Then 
ask  around  or,  better  yet,  drop 
by  your  nearest  computer  store  and 
check  it  out.  They'll  probably  let 
you  play  with  it  right  there. 

And  by  the  next  time  Friday 
rolls  arouncT  the  Microsoft  Office 
could  put  you,  and  all  the  things 
you're  doing,  in  a  much  better  place. 


MciDsoft-Office 


The  most  poiverful 
luui  flexible  way  to 
work  with  infonna- 
tion  is  right  here  in 
our  database.  So 
it's  simple  to  merge 
something  like  a 
mailing  list  directly 
into  voiir  letter 
Aiitomaticalh. 


Want  to  turn  it  all 
into  beautifully  effec- 
tive slides?  A  simple 
click  moves  your 
data  into  the  presen- 
tation graphics  pro- 
gram. Atid  it  helps 
you  organize  your 
thoughts,  design  Lty- 
outs,  even  rehearse. 


m,  the  Microsoft  Access  database  management  system  and  a  Mail  workstation  license  (server  and  software  must  be  acc|uired  separately)  For  informanon  only  In  the  50  United  States,  call  (SOO)  H4S7,  Dept.  .^DV  In  Can.ida.  cill  (S{)())  S63-9U48. 
I  the  Windows  logo  are  registered  trademarks  and  IntelliSense  and  Windows  are  trademarks  of  Microsoft  Corporarion 
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THE  BIG  SUM-DOWN  AT 
TOP-HEAVY  TEXACO 


Oil  i)rices  aren't  what  they 
were  in  the  early  1980s, 
but  oil  companies,  top-heavy 
with  infrastructure  and  verti- 
cally diversified  opei-ations,  still 
are.  Now,  some  of  the  biggest 
are  cutting  back.  On  July  5, 
Texaco  announced  a  $300  mil- 
lion plan  to  sell  or  swap  half  of 
its  600  U.  S.  oil  fields,  elimi- 
nate management  layers  in  its 
refining  and  marketing  units, 
and  reduce  its  32,000-employee 
workfor-ce  by  8%.  Texaco  will 
take  a  $165  million  charge  in 
the  second  quarter  to  reflect 
the  layoffs  and  the  write-down 
of  certain  assets;  $50  miUion 
of  that  will  cover  the  $1  billion 
April  sale  of  its  chemicals  busi- 


ness. The  gamble:  that  big  in- 
vestments in  Russia  and  China 
will  pay  off. 


SOUTHWEST  THROWS 
DOWN  THE  GAUNTLET 


Who's  nerv(jus  now?  With 
United  Airlines  set  to 
launch  short-haul  service  on 
the  West  Coast  if  its  employee 
buyout  goes  through.  South- 
west Airlines  vows  to  fight 
back— by  going  after  some  of 
United's  long-haul  business. 
Analysts  doubt  that  cautious 
Southwest  CEO  Herb  Kelleher 
will  abandon  his  primary  fo- 
cus on  shorter  routes.  Still, 
even  rivals  say  Kelleher  isn't 
just  blowing  smoke.  Already, 
about  6.5%  of  Southwest's 
flights  are  longer  than  two 
hours.  And  with  the  delivery 
of  new  Boeing  737-X  aii'craft 
set  for  1997,  Southwest  could 
offer  transcontinental  flights. 
Consultant  Michael  Boyd  of 
Aviation  Systems  Research, 
for  one,  believes  United,  sad- 
illed  with  higher  costs,  is  Hke- 
ly  to  lose  any  head-to-head 
battle  with  Southwest. 


ANOTHER  BEER  BIAST 
FROM  NAFTA 


Credit  the  North  American 
Free  Trade  Agreement 
for  dramatically  rearranging 
the  beer  business.  On  July  6, 
Canadian  brewer  John  Labatt 
and  Mexico's  Fomento  Eco- 
nomico  Mexicano  (FEMSA)  an- 
nounced they  are  forming  a 
"North  American  Beer  Part- 
nership." Labatt  will  pay  $510 
million  for  22%  of  FEMSA's 
beer  su];)sidiary,  best  known 
for  its  Dos  Equis  and  Tecate 
brands.  In  addition  to  distrib- 
uting one  another's  brews  in 
Mexico  and  Canada,  the  two 
companies  plan  to  wage  a 
joint  assault  on  the  U.  S.  mar- 
ket. In  a  similar  hookup.  Mill- 
er Brewing  last  year  pur- 
chased 20%  of  Molson 
Breweries  of  Canada.  And 
last  summer,  Anheuser-Busch 
paid  $477  million  for  18%  of 
Mexico's  Grupo  Modelo,  which 
makes  Corona  suds. 


HEADLINER 


THIS  RAILROAD  MAN  JUST  LOVES  TRUCKS 


When  Santa  Fe  Pacific 
Chairman  Robert 
Krebs  looks  at  the  railroad 
industry,  he  sees  trucks— hun- 
dreds of  thousands  of  truck 
trailers  riding  his  railroad 
across  the  U.  S.,  carry 
ing  everything 
from  car  parts  to 
cat  food. 

Soon,  Krebs 
will  bring  his 
vision  of  so- 
called  intermod- 
al  transportation 
to  a  much  larger 
railroad— the  pro- 
posed combination  of 
Santa  Fe  and  Burlington 
Northern  Railroad.  The  $2.7 
billion  deal,  announced  June 
30,  would  create  the  conti- 
nent's largest  railway,  running 
from  Winnipeg  to  El  Paso. 
Krebs,  52,  would  be  CEO  of 
the  new  company. 


i 


Krebs  moved  intermod 
shipping  to  center  stage  foi 
years  ago  in  a  joint  ventu; 
with  J.  B.  Hunt  Transpor 
one  of  the  country's  bigge 
ti-ucking  companies.  "Noboc 
believed  in  intermod 
not  that  long  age 
says  Paine Webbi 
analyst  Anthoi 
Hatch.  But  la 
year,  intermo 
al  shipping  re 
resented  40% 
Santa  Fe's  rev 
nues.  The  indu 
try  average  is  16° 
Krebs,  a  30-year  i 
dustry  veteran,  also  is  a  har 
nosed  manager  who  has  c 
Santa  Fe's  workforce  \ 
11,000,  pared  $3.6  billion 
debt,  and  boosted  profits.  I 
sees  trucks  on  the  rails— ar 
he  makes  them  pay  off. 

By  Susan  Chandl 


IS  IT  TIME  TO 

GIFT  WRAP  GIBSON? 


Send  get-well  cards  to  Gib- 
son Greetings.  On  July  1, 
just  months  after  taking  $19.7 
million  in  charges  to  cover 
losses  on  derivatives  contracts, 
the  greeting-card  marketer  an- 
nounced another  financial  ex- 
plosion. Earnings  for  1993 
were  overstated  by  about  20%, 
Gibson  says,  because  its  Cleo 
gift-wrap  subsidiary  inflated 
inventories.  It  believes  the 
overstatement  came  from  im- 
proper allocation  of  overhead. 
Gibson's  stock  sank  14%  after 
the  disclosure,  to  $13.75,  less 
than  half  its  price  in  early 
1992.  That  has  prompted  spec- 
ulation that  Gibson  could  find 
itself  a  takeover  target. 


WHY  SALOMON  IS  SO 
LIGHTLY  BUFFETED 


The  l)rokerage  slump  has 
finally  caught  up  with  Sal- 
omon. On  July  6,  the  Wall 


Street  giant  announced  th 
it  will  report  a  second-quart 
loss  of  about  $200  million.  S 
lomon's  stock  dropped  4%  ( 
the  news,  to  45K'— the  fir 
real  hit  it  has  taken  this  ye£ 
One  big  reason  for 
strength:  investor  Warr( 
Buffett.  Berkshire  Hathawa 
Buffetfs  investment  comp 
ny,  added  200,000  shares 
Salomon's  holdings  in  May,  s 
cording  to  a  Securities  &  E 
change  Commission  filin 
And  this  May,  Buffett  got  ; 
0.  K.  from  Salomon's  board 
up  his  20%  stake  to  25%. 


ET  CETERA... 


►  Dime  Bancorp  and  Anch< 
Bancorp  will  merge,  in  a  sto< 
deal  worth  $1.2  billion. 

►  Motorola  agreed  to  bi 
IBM's  50%  stake  in  its  Ard 
wireless  data  network. 

►  Digital  Equipment  co 
firmed  talks  to  sell  part  of  i 
disk-drive  unit  to  Quantum. 

►  No  Lion  King  in  Beijin< 
China  will  limit  foreign  filn 
to  30%  of  its  total  market. 


For  years,  William  Bennett 
cleaned  up  in  Las  Vegas.  He  .^H 
bought  a  dingy  casino  with  o  W^k 
partner  in  1974  and  turned  it 
info  the  strip's  most  profitable 
gambling  company.  Now,  Circus 
Circus  Enterprises  is  struggling, 
and  Chairman  Bennett,  who 
holds  0  7.8%  stake,  may  be  on 
his  way  out.  Impatient  investors 
say  Circus  remains  profitable:, 
but  its  Excolibur  and  pyramid- 
shaped  LuS^pr  casinos  hove  faBsfn 
behind  rivals;  Operating  margins 
have  dropped,  and  the  share  . 
price  hod  plunged  41  %  this  ye^^ 
byjune  30.  Now,  Bally  Enterv-lBj 
1  tqinment  is  seeking  federal 
jkipprovdl  to  tp)<«  g  25%  stake  in 
Hi|||bis.  Its  bid  could  bring  in  other 
^^HL«jch  as  Cgesars  World. 
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MUTUAL  FUNDS:  DOES  WASHINGTON 
MEED  MORE  COPS  ON  THE  BEAT? 


utual  funds  have  been  riding  the  crest  of  spectacular 
growth.  Lured  by  the  prospect  of  dazzling  yields,  in- 
vestors have  forsaken  the  security  of  federally  insu- 
ed  deposits  and  pumped  a  staggering  $2.1  trillion  into  funds, 
'hree  recent  controversies,  however,  threaten  not  only  to 
ndermine  public  confidence  in  the  mutual-fund  industry  but 
Iso  to  embolden  Congress  to  impose  regulations  whose  cost 
^ould  ultimately  be  borne  by  investors. 

To  discourage  an  oveireaction  by  lawmakers,  the  Securities 
!  Exchange  Commission  wants  to  expand  its  monitoring  of 
lie  funds.  But  that  move  is  likely  to 
)under  in  Congress,  which  is  reluctant 
3  give  SEC  Chairman  Arthur  Levitt  Jr.  a 
igger  budget.  That  gives  the  industry 
n  opportunity  to  clean  up  its  own  act. 
ndeed,  the  funds  are  eager  to  take  ad- 
antage  of  the  chance  because  they  know 
le  price  of  doing  nothing  could  be  inves- 
3r  flight  and  congressional  meddling. 
CARE  STORIES.  The  trouble  began  in  Jan- 
ary  when  Denver-based  Invesco  Fund 
l^roup  Inc.  fired  a  star  portfolio  manager 
)r  allegedly  failing  to  report  personal 
rades.  That  set  off  a  firestorm  by  bring- 
ig  to  light  a  common  but  little  known 
idustry  practice  of  letting  managers 
rade  for  their  own  accounts.  Next  came 
eports  of  major  derivative-trading  losses,  triggering  scare  sto- 
ies  about  the  .safety  of  funds  heavily  involved  in  these  finan- 
ial  instruments.  Then,  in  June,  Fidelity  Investments,  the 
irgest  mutual  fund  manager,  admitted  that  it  reported  day-old 
rices  for  some  funds. 

The  biggest  headache  for  now  involves  derivatives,  which 
re  based  on  movements  in  stock,  bond,  and  currency  prices, 
lany  funds  plunged  in  value  this  year  as  an  unexpected  hike 
1  interest  rates  hit  derivatives  hard.  Levitt  pi-omptly  told  the 
idustry  to  produce  a  plan  to  dump  the  riskiest  securities. 


Some  members  of  Congress  are  alarmed  about  the  use  of 
derivatives  because  they  pose  huge  risks  in  money-market 
funds— which  investors  consider  as  stable  as  bank  accounts. 
The  potential  for  shaken  public  confidence  has  spurred  the  SEC 
to  consider  restricting  derivatives.  "We're  nervous,  but  not 
panic-stricken,"  says  SEC  Commissioner  Richai'd  Y.  Roberts. 

The  industry,  keenly  aware  of  its  need  to  preserve  public 
faith,  is  rushing  to  fix  its  problems.  It  has  adopted  new  restric- 
tions on  personal  trading,  taken  steps  to  improve  daily  price 
reporting,  and  is  working  on  new  derivative  rules. 

Still,  that's  just  a  start.  The  SEC  wants 
more  accountability.  For  example,  by  the 
time  regulators  receive  semiannual  re- 
ports, the  information  is  outdated.  But 
the  SEC  won't  seek  these  changes  soon 
because  it  doesn't  have  the  staff  to  pro- 
cess loads  of  new  data.  Why?  Its  re- 
sources haven't  kept  pace  with  the  in- 
dustry's growth.  There  are  just  180 
examiners  for  5,000  funds,  and  plans  to 
hire  100  more  examiners  by  1996  mean 
fimds  would  be  examined  only  every  two 
or  three  years. 

To  grow,  the  SEC  wants  to  keep  all 
industry  fees  it  collects,  a  change  ap- 
proved by  the  House.  But  the  Senate 
wants  to  keep  spending  most  of  the  cor- 
porate fees  elsewhere.  If  the  SEC's  budget  restraints  persist. 
Representative  Edward  J.  Markey  (D-Mass.),  head  of  an  SEC 
oversight  subcommittee,  is  threatening  to  push  a  bill  that 
could  establish  a  mutual-fund  self-regulatory  agency. 

To  be  sure,  the  industry's  admirable  record  until  now  lends 
scant  support  for  overhauling  a  regulatory  system  that  has 
worked  since  1940.  But  without  better  oversight,  a  new  bu- 
reaucracy is  just  what  the  funds  may  get.  The  alternative  is 
worse— shrinking  assets  in  an  industry  that  of  late  has  known 
only  expansion.  By  Michael  Schroeder 


CAPITAL  WRAPU  PI 


CONGRESS 


After  years  of  failure.  Corporate 
America  seems  likely  to  win  con- 
gressional approval  for  some  product- 
liability  reform.  The  big  winner:  mak- 
ers of  private  aircraft.  Earlier  this 
year,  the  Senate  passed  a  bill  to  curb 
their  liability  for  damages  in  accidents, 
and  the  House  followed  suit  on  June 
27.  Now,  lawmakers  are  trying  to  rec- 
oncile their  differences.  The  Senate 
limits  hability  for  all  general-aviation 
products  to  18  years,  while  the  House 
calls  for  a  sliding  scale  ranging  from  15 
years  for  piston-engine  planes  to  22 
years  for  jets.  A  compromise  would 
spell  a  major  defeat  for  the  powerful 


Association  of  Ti'ial  Lawyers  of  Amer- 
ica, which  barely  blocked  broader  re- 
form on  June  29.  That  could  mean  re- 
lief for  other  industries  down  the  road. 

THE  WHITE  HOUSE  

Trustees  of  Pi-esident  Clinton's  legal- 
expense  fund  are  eyeing  a  direct- 
mail  campaign  to  raise  up  to  $2  million 
in  expected  lawyers'  bills  to  fight  sex- 
ual harassment  and  Whitewater-related 
charges.  Donors  to  the  Democratic  Par- 
ty and  Clinton's  Pi-esidential  campaign 
likely  would  be  tapped  first.  Mean- 
while, the  White  House  counsel's  of- 
fice is  warning  staffers  against  person- 
ally soliciting  donations,  which  are 
limited  to  $1,000  a  year  for  individuals. 


POLITICS 


Political  football,  anyone?  Oklahoma 
Republicans,  fresh  from  intercept- 
ing a  House  seat  from  Democrats  in  a 
special  election,  have  recruited  two 
gridiron  legends  for  this  fall's  contest: 
Steve  Largent,  an  ex-All-Pro  end  for 
the  Seattle  Seahawks,  and  J.  C.  Watts, 
former  All-Conference  quarterback  for 
the  University  of  Oklahoma.  Largent 
skirted  an  NFL  showdown  when  ex- 
Miami  Dolphins  receiver  Howard  Twil- 
ley,  a  Democrat,  took  a  pass  on  the 
race.  The  GOP  hopes  to  win  a  majority 
of  the  state's  congressional  delegation 
for  the  first  time  ever.  Sooner  or  later, 
their  game  plan  may  be  successful. 


.SHINGTON  OUTLOOK 
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CHINAI 


VW  PLANT  IN  SHANGHAI:  SO  SUCCESSFUL  IT'S  ALREADY  STRUGGLING  TO  KEEP  UP  WITH  DEMAND 


CAN  BEIJING 
JUMP-START  CARS? 


China  is  pushing  hard  to  remake  its  chaotic  auto  industry 


China's  domestic  car  industry  has 
not  gotten  much  of  a  boost  from 
the  country's  officialdom.  For 
many  cadres  eager  to  show  off  their 
clout,  a  snazzy  import  is  almost  de  ri- 
gueur.  The  situation  has  gotten  so  bad 
that  coastal  Zhejiang  province  recently 
commanded  officials  to  stop  driving  high- 
priced  imported  cars.  Last  month,  a 
state-run  weekly  lambasted  the  foreign- 
car  fetish  of  officials:  "Though  all  their 
money  comes  on  loan,  it's  an  imported 
car  they  want  to  own." 

The  anti-import  campaign  is  now  get- 
ting some  teeth.  In  an  example  of  Chi- 
nese-style industrial  policy,  Beijing  iji 
early  July  unveiled  a  plan  to  nearly 
triple  production  and  transform  the 
struggling  domestic  auto  industry  into  a 
global  force  within  15  years.  To  choke  off 
auto  imports,  the  government  wants  to 
lure  foreign  producers  into  making  in- 
vestments first  in  Chinese  components 
factories.  Beijing  then  plans  to  reward 
those  companies  by  allowing  them  to 
form  the  handful  of  new  joint  ventures 
that  will  be  permitted  to  manufacture 


automoi)iles  for  the  Chinese  market. 

The  goal  is  to  rationalize  an  industry 
plagued  by  the  legacy  of  Maoist-era 
planners.  By  dangling  the  carrot  of  ac- 
cess to  its  huge  market,  Beijing  wants 
to  get  foreigners  to  provide  technology 
and  jobs.  If  all  goes  according  to  plan, 
the  Chinese  government  will  have  trans- 
formed its  components  industry  and 
created  an  assembly  infrastructure  to 


CHINA'S  NEW  AUTO  STRATEGY 

►Triple  auto  production  by  2000 

►  Rationalize  more  than  125  man- 
ufacturers into  a  handful  of  giants 

►  Modernize  manufacturing 
through  new  joint  ventures  with 
select  foreign  auto  makers 

►  Create  an  advanced  auto-parts 
industry  with  foreign  technology 
and  investment 

►  Cut  down  on  imports,  which 
grew  48%  last  year 

DATA:  BUSINESSWEEK 


satisfy  nearly  all  c 
China's  domesti 
demand.  Predicts 
Western  auto  execi 
utive    in  Beijing;' 
"Foreigners  will 
own  equity,  but  th^ 
product  will  be  Chr 
nese-designed  witl'f 
local  content." 

The  plan  is  draw 
ing  praise  from  fdi 
eign  auto  maker- 
Beijing  wants  to  in 
crease  the  numbc 
of  oars  produced  an 
nually  in  Chin^ij 
from  more  than 
million  to  3  millioi 
by  the  end  of  thi 
decade.  To  do  that 
it  will  expand  thi 
number  of  foreigi 
joint  ventures  ii 
1996.  Volkswagen  i: 
now  the  largest  for 
eign  auto  maker  in  China,  trailed  li; 
Peugeot,  Chrysler,  and  Daihatsu.  Th( 
government  hasn't  let  others  produce 
passenger  cars,  although  it  will  soon  an 
nounce  whether  Chrysler  or  Daimle 
Benz  will  be  the  winner  of  a  $1.2  billioi 
minivan  project.  With  the  ban  now  set  ti 
expire  in  1996,  rivals  see  a  chance  ti 
join  the  elite  order  of  dominant  players 
Indeed,  China's  appetite  for  cars  ha: , 
foreign  makers  salivating.  While  sale: 
of  Chinese-made  autos  increased  23%  las 
year,  imports  were  up  48%,  to  310,000- 
despite  import  duties  of  more  than  200% 
Smugglers  brought  in  about  200,00( 
more.  "This  market  is  so  big,  we  don'i 
have  the  capacity  to  satisfy  all  the  cus 
tomers  who  are  demanding  our  car: 
now,"  says  Rolf  Kaste,  senior  manager  at 
Shanghai-Volkswagen  Automotive  Co.  , 
"A  KID'S  PLAYROOM."  The  governmeni 
expects  the  new  plan  to  save  its  trou 
bled  components  industry.  Counties: 
small  factories  scattered  around  tht 
country  currently  supply  low-qualit\ 
parts  to  more  than  125  auto  and  truck 
manufacturers.  "The  components  indus 
try  looks  like  a  kid's  playroom,"  say: 
Jack  Perkowski,  president  of  Asian  Stra 
tegic  Investments  Corp.  "They've  gol 
blocks  strewn  everywhere,  but  they 
can't  build  anything." 

Fixing  the  mess  is  a  priority  for  Bei; 
jing.  The  government  "will  favor  fori 
eign  companies  that  help  China  develop 
and  manufacture  auto  components,"  sayt 
Ye  Qing,  vice-minister  at  the  State  Plan 
ning  Commission.  That  message  has  not 
been  lost  on  Ford  Motor  Co.  Last 
month,  it  announced  a  $50  million  in 
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estment  in  joint  ventures  to  produce 
nndshields,  dashboards,  and  other 
arts.  Meanwhile,  Perkowski's  gi'oup  has 
160  million  earmarked  for  China's  com- 
onents  industry. 

Ford  hopes  its  investment  will  ^ive  it 
n  edge  in  1996,  when  the  government 
pens  the  passenger-car  market  to  new 
lanufacturers.  After  that,  the  govern- 
lent  will  group  auto  makers  and  suppli- 
rs  into  three  conglomerates  and  seven 
mailer  companies.  Beijing  will  retain 
s  hand  in  the  market  by  forcing  con- 
lomerates  to  report  to  Vice-Premier  Li 
anqing,  who  began  his  career  as  a  plan- 
er for  state  auto  companies. 
USTABILITY.  Giving  a  role  to  planners  in 
Beijing  troubles  some  analysts.  "They 
m\\]  have  bureaucrats  who  don't  under- 
Land  a  market  controlling  the  process 
gain,"  says  Kim  Woodard,  a  consultant 
)r  A.T.  Kearney  in  Hong  Kong.  Local- 
antent  rules  also  worry  some  industry 
fficials.  New  regulations  force  joint  ven- 
ires to  use  40%  locally  produced  compo- 
ents  at  the  start  of  new  ventures  and 
lore  in  subsequent  years.  That's  no 
roblem  for  Volkswagen,  which  already 
ses  more  than  80%  domestic  parts.  But 
ieneral  Motors  Corp.'s  struggling  truck 
)int  venture,  formed  last  year,  relies 
Imost  entirely  on  imported  parts.  "A 
)int  venture  won't  be  able  to  import 
ie  parts  it  wants,"  frets  a  Western  offi- 
ial  in  Beijing. 

The  new  policy  moves  have  left  some 
uto  makers  skeptical  of  Chinese  mo- 
.ves.  "They  want  the  manufacturing 
usiness  to  themselves,"  says  Juichi 
anagida,  head  of  overseas  planning  for 
>aihatsu  Motor  Corp.,  which  has  a  li- 
gnsing  agreement  with  Tianjin  Auto- 
lotive  Industry  Corp.  In  general,  the 
apanese  have  been  especially  wary  of 
le  instability  of  the  Chinese  market. 
1  early  July,  Beijing  dispatched  a  dele- 
ation  to  Japan  to  drum  up  business, 
et  it  may  not  be  such  a  hard  sell.  Ac- 
arding  to  a  recent  industry  poll,  70%  of 
apanese  auto-parts  makers  want  to  set 
p  shop  in  China— and  half  of  them  have 
Iready  taken  initial  steps. 

China's  scheme  to  protect  its  infant 
uto  industry  could  still  come  undone, 
'he  government  wants  to  join  the  Gen- 
ral  Agreement  on  Tariffs  &  Ti-ade, 
^hich  frowns  on  countries  linking  for- 
ign  investment  decisions  to  trade  mat- 
srs.  Moreover,  the  vicissitudes  of  Chi- 
ese  policymaking  add  risk  to  any 
enture.  After  austerity  plans  forced 
'eewheeling  government  officials  sud- 
enly  to  account  for  their  expenses  last 
ear,  auto  sales  dropped.  But  they  soon 
ounced  back.  In  a  market  with  China's 
rowth  potential,  a  homegrown  auto  in- 
ustry  seems  a  natural. 

By  Matt  Forney  in  Beijing,  ivitli  Neil 
rross  in  Tokyo 


TRANSPORTATION  I 


THAT  SINKING  FEELING 
AT  AIRBUS 


Are  recent  crashes  due  to  pilot  error — or  are  the  planes  to  blame? 


THE  TOULOUSE  ACCIDENT  OCCURRED  DURING  A  TEST  WHILE  THE  PLANE  WAS  ON  AUTOPILOT 
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Sweaty-palmed  airline  passengers 
have  fresh  cause  to  feel  nervous: 
A  rash  of  crashes  has  sent  the 
global  air-death  toll  soaring— topping  the 
level  for  all  of  1993  in  just  over  six 
months  (chart).  Three  jets  fell  from  the 
skies  in  the  first  three  days  of  July 
alone:  an  Airbus  test 
plane  in  France,  a 
Fokker  jet  in  Mauri- 
tania, and  a  usAir 
Inc.  DC-9  in  North 
Carolina. 

Although  chance 
may  account  for  this 
year's  accident  surge, 
it  could  spell  trouble 
for  Europe's  Airbus 
Industrie  and  the  air- 
lines that  fly  its 
planes.  Three  of  them 
have  crashed,  and  a 
fourth  burned  on  the 
ground.  Bigger  rival 
Boeing  Co.,  mean- 
while, has  suffered 
only  three  major  ac- 
cidents in  1994.  Some 
are  again  questioning 
the  cutting-edge  tech- 
nology that's  an  Air- 
bus trademark.  "'We're  very  concerned 
that  [such  technology]  may  have  gone 
too  far,"  says  Hans  Krakauer,  an  offi- 
cial of  the  International  Airline  Passen- 
gers Assn. 

That  issue  has  dogged  Airbus  since 
1988,  when  it  delivered  the  industry's 
first  "fly-by-wire"  airliner— an  electron- 
ically controlled  jet  whose  computer  can 
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overrule  pilot  maneuvers  it  considers 
dangerous.  But  critics  claim  this  safety 
system  may  cause  accidents,  if  it  mal- 
functions or  if  ill-trained  pilots  try  to 
override  it.  Now,  fly-by-wire  is  a  critical 
issue  for  Boeing  as  well.  More  conserva- 
tive than  Airbus,  the  U.  S.  giant  is  only 
just  now  set  to  deliv- 
er its  first  computer- 
run  plane,  the  777. 
TOO  RISKY.  Rightly  or 
wrongly,  the  latest 
Airbus  accident  on 
July  1  in  Toulouse  is 
fueling  such  worries. 
To  test  a  new  engine 
on  its  new  A330  jum- 
bo jet,  Airbus'  chief 
pilot  was  simulating 
an  emergency.  On 
takeoff,  he  cut  one  of 
the  two  engines  and 
put  the  plane  on  auto- 
pilot. That  maneuver 
is  too  risky  to  try 
even  on  a  plane  that 
is  not  computer-con- 
trolled, says  David 
Learmount,  safety  ed- 
itor of  Flight  Interna- 
tional magazine.  It 
proved  too  risky  on  the  Airbus  as  well. 
The  plane  failed  to  climb  as  it  should 
have.  The  pilot  took  back  manual  control 
too  late  to  avoid  crashing.  All  seven 
crew  members  and  passengers  died. 

Although  the  accident's  precise  cause 
isn't  yet  known,  some  see  ominous  sim- 
ilarities to  two  other  Airbus  crashes.  In 
April,  an  Airbus  jet  flown  by  China  Air- 
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lines  crashed  in  Japan  when  its  pilots 
decided  to  override  the  autopilot  dur- 
ing a  difficult  landing.  And  in  1988,  an 
Airbus  A320  crashed  in  France  when 
its  computers  were  unable  to  help  it 
clear  a  forest. 

For  its  part,  Airbus  is  convinced  that 
pilot  error  is  to  blame  for  the  14  crashes 
since  its  first  model  entered  service  in 
1974.  "So  far,  we're  fortunate  that  no 
accident  is  directly  attributable  to  the 
airplane,"  says  a  spokesman  for  the  four- 
nation  European  consortium.  He  may 
be  right.  None  of  this  year's  accidents 
has  been  fully  explained. 


Despite  the  spate  of  accidents,  the 
safety  record  of  Airbus  planes  over  time 
compares  favorably  with  that  of  Boeing 
and  McDonnell  Douglas  Corp.  An  execu- 
tive of  a  U.  S.  airline  that  flies  Airbus 
planes  doubts  computer  control  is  to 
blame  for  the  accidents.  But  "Airbus  is 
going  to  have  to  be  very  careful  and 
forthcoming,"  he  says,  to  convince  air- 
lines and  regulators  that  automation  isn't 
at  fault. 

Even  skeptics  of  fly-by-wire  admit 
there's  no  solid  proof  it's  unsafe.  "It  may 
cause  some  accidents,  but  it  may  pre- 
vent others— we  just  don't  know,"  says 


Geoffrey  Bouvet,  an  official  of  France' 
pilots'  union.  Boeing  aims  to  temper  th 
risk  of  confusion  between  pilots  am 
computers  in  its  new  777,  which  Unitei 
Airlines  Inc.  will  start  flying  next  Maj 
Crews  will  be  able  to  override  the  con: 
puter  more  easily  than  in  Airbus  planesi; 

Airplane  designers  clearly  seem  conii 
mitted  to  computer  control.  Some  engi 
neers  even  think  planes  will  be  able  t- ' 
fly  without  pilots  in  a  few  yeai"s.  But  bt 
fore  computers  can  fly  solo,  accident  ir 
vestigators  must  prove  beyond  doul) 
that  today's  fly-by-wire  jets  are  safe. 

By  Stewart  Toy  in  Pari 


EUROPE  I 


THE  PC  MARKET: 
FROM  COZY 
TO  CUTTHROAT 


Price  wars  are  driving  cheap  Asian 
clones  from  the  Continent 


Just  two  years  ago,  the  names  of 
Olympic  Technologies,  TIKO  Com- 
puter Corp.,  and  other  clonemak- 
ers  used  to  send  chills  through  the 
boardrooms  of  industry  giants  like  IBM. 
Now  both  have  vanished,  just  two  vic- 
tims among  some  200  no-name  makers 
that  have  pulled  out  of  the  European 
market  over  the  past  12  months. 

The  battle  for  Eui'ope's  PC  market  has 
taken  a  decisive  turn.  Industry  leaders 
such  as  Compaq,  IBM,  and  Apple,  which 
were  slammed  by  cheap  clones  in  1992, 
are  pushing  the  mainly  Asian  copycats 
off  Europe's  shores.  In  1993,  Europe's 
top  10  PC  companies  gi-abbed  back  7%  of 
the  market  and  are  likely  to  add  5%-6% 
to  their  current  57%  this  year,  according 
to  market  researcher  Intemational  Data 
Corp.  (IDC). 

SHORT  CYCLES.  That  doesn't  mean  easy 
times  are  returning.  The  struggle  be- 
tween clones  and  name  brands  has  re- 
shaped Eui'ope's  PC  market.  Once  a  slow- 
moving  Shangri-la  of  generous  margins, 
it's  now  fiercely  competitive,  with  prices 
between  giants  and  second-  or  third-tier 
players  varying  by  only  about  15%.  "Pric- 
ing in  the  U.  K.  and  Germany  is  some- 
times more  aggressive  than  in  the  U.  S.," 
says  David  L.  Prais,  Eur-opean  mai-keting 
manager  for  Gateway  2000,  a  U.  S.  PC 
maker  that  sells  by  mail. 

As  in  the  U.  S.,  product  cycles  in  Eu- 
rope now  last  little  more  than  six  to 
eight  months.  That's  forced  manufactur- 
ers, wholesalers,  and  retailers  to  shift 
strategies  and  source  locally,  spelling 


PUNCHING  UP 
PC  SALES 


ANNUAL  GROWTH  BY  VALUE  IN 
WESTERN  EUROPE 
IN  PERCENT 


•ESTIMATES 


doom  for  Asian  iiniMiits.  "The  Tai 
wanese  didn't  move  quickly 
enough  to  manufacture  in  Eu- 
rope, to  be  closer  to  the  cus- 
tomer, and  to  keep  invento- 
ry down,"  says  Simon 
Pearce,  senior  direc- 
tor at  IDC  in  London.  ^ 

Europeans  have  be- 
come more  like  their 
U.  S.  counterparts,  seek- 
ing a  hot  technology  the 
minute  it  hits  the  mar- 
ket. "The  two  markets 
essentially  are  the 
same,"  says  Bill  C.  McCracken,  general 
manager  for  manufacturing  and  distribu- 
tion for  IBM's  PC  unit. 

Orders  are  soaring  for  multimedia  PCs, 
says  Graham  Taylor,  vice-president  at 
market  researcher  Inteco.  In  just  six 
months  of  selling  in  Europe,  Gateway 
2000  racked  up  sales  of  $47  million  in 
Britain  and  Ireland.  A  quarter  of  the  PCs 
sold  were  based  on  Pentium  chips.  At 
the  same  time,  home-PC  makers  such  as 
Commodore  Intemational  Ltd.  and  Atari 
Corp.,  which  sold  well  in  Europe  long  af- 
ter tanking  in  the  U.  S.,  are  now  losing 
ground  rapidly.  Commodore,  in  fact,  an- 


te GHAND  BLEU: 
IBM  LOST  iTS  LEAD  IN 
THE  FIRST  QUARTER. 
COMPAQ  WAS  NIMBLE 
IN  SUPPLriNG 
CUTTING-EDGE  PCs 

nounced  plans  to  lie 
uidate  on  Apr.  29. 

The  battle  betweei 
big  names  and  clone 
lured  in  a  lot  of  firsi 
time  buyers,  who  ha 
been  turned  off  b; 
high  prices.  IDC  no\ 
predicts  the  home  o: 
fice/small  office  seg 
ment  will  zoom  a 
19.5%  annually  ove 
the  next  five  yean 
vs.    the  corporat 
market's  more  moc 
est  6.1%.  That  has  top-tier  comp 
nies  selling  their  products  at  ne\ 
retail  chains  such  as  Germany's  Vob: 
and  France's  PC  Warehouse. 

The  giants  are  pla 
ing  big  chips  on  thi 
battle  because  Europe' 
v'  market  is  still  less  d( 
veloped  than  the  U.  S.'s 
One  in  three  America 
households  has  a  PC,  h\{ 
in  Europe  only  one  i 
nine  does.  "Europe  is  nc 
only  as  big  or  bigger  tha 
the  U.  S.  market,  it's  got 
lot  more  potential,"  says  Gateway's  Prais 
One  indication  of  the  market's  volati 
ity  is  Compaq's  recently  dethroning  IBl 
as  the  Continent's  top  PC  seller.  Corr 
paq,  which  moved  faster  to  revamp  it 
strategy,  outsold  IBM  in  Europe  in  thi 
year's  first  quarter.  It  led  the  price 
cutting  among  top-tier  companies. 
McCracken  says  Big  Blue  was  beste 
mainly  because  shipments  of  two  P 
product  lines— the  PS/2  and  the  Thinl< 
Pad— were  delayed  by  component  short 
ages.  Nonetheless,  he  agrees  that  i,; 
Europe,  change  is  the  only  constant. 

By  Gail  Ednumdson  in  Pari 
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In  Touch  witli  Tomorrow 


TOSHIBA 


TRAPORTABLE  PORTEGE: 
R  THE  ART  OF  WORK. 


Toshiba  engineers  haven't  just  redesigned  the  portable  of  a  full-size  system.  You'll  see  the  world  through 
computer,  they've  reinvented  it — the  Portege 'Series.     Toshiba's  renowned  color  active  matrbc  displays. 

Never  before  have  computers  so    Toshiba  designers  have  crafted  an 

perfectly  balanced  mass  and  speed.  f^ORT-EOE  J)     optional  Port  Replicator  for  simple, 

Now  you  can  travel  with  a  system  single-point  connection  to  your  desk- 


smaller  than  a  notebook  —  yet  equipped  with  the 
M  force  of  a  high-performance  i486™  processor, 
a  spacious  250MB  HDD,  and  the  sophisticated  feel 


top  environment.  See  how  far  we've  taken  every  aspect 
of  portable  computing.  Then,  think  where  it  can  take 
you.  Call  1-800-457-7777  for  your  nearest  dealer. 


In  Touch  with  Tomorrow 

TOSHIBA 


THE  SHAPE  OF  THINGS  TO  6  0'." 


in 
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T3600CT 

•50MHz  i486 '-'0X2 
•8.4"  dia.  color  TFT-LCD 

active  matrix  display — 

256  color  SVGA 
•XMB  RAM  (expandable 

to  24.MB) 


T3400CT 

•  33MHzSL  Enhanced  i486 '^'SX 
•7.x"  dia.  color  TFT-LCD  active 

matnx  display— 256  color 

SVGA 

•4MB RAM  (expandable to 
20MB) 


Both  Models 

•  2.50MB  HDD 

•  Lithium-Ion  battery 

•  Type ll(5mm)  PCMc;iA. slot 
•4.4  Ibs.-7.9"x9.9"x  L8" 
•AccuPoint'"  integrated 

pointing  device 


•  Integrated  BitBLT  graphics 
accelerator 

•  VL  local-bus  video 

•  Ports:  serial,  parallel,  FDD, 
and  VGA  adapter 

•  Optional  Port  Replicator 


• }  Year  Limited  Warranty 
•  MS-DOS*,  Microsoft 
Windows'",  and 
CommWorks'"  for 
Windows 


LIMITED 
WiRfiANTY 


In  Touch  witPi  Tomorrow 

TOSHIBA 
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CENTRAL  EUROPE:  EX-COMMIES 
rO  THE  RESCUE? 


Less  than  five  years  after  the  collapse  of  the  Soviet  bloc, 
reform-minded  successors  to  the  old  communist  parties 
are  making  a  comeback  across  much  of  Central  Europe, 
n  Poland,  the  Democratic  Left  Alliance  (SLD),  led  by  a  former 
ommunist,  is  the  senior  partner  in  Prime  Minister  Waldemar 
*awlak's  uneasy  coalition.  In  Hungary,  Gyula  Horn,  who 
erved  as  Foreign  Minister  in  the  old  regime,  became  Prime 
linister  in  June.  Former  communists  also  run  Lithuania  and 
ave  a  shot  at  power  in  Slovakian  elections  this  fall. 
These  recycled  leftists  are  selling  them- 
elves  as  experienced  leaders,  who  can  push 
head  with  market  reforms  while  preserving 
ome  of  the  social  safety  net.  But  they  are  go- 
ig  to  have  a  rough  time  meeting  the  fickle 
oters'  expectations. 

That's  because  Central  Europeans  are 
umping  the  first  generation  of  market  re- 
jrmers  for  contradictory  reasons.  Many  are 
isillusioned  about  being  left  behind  by  the 
ush  to  capitalism.  Included  in  this  group  are 
he  many  state  employees,  pensioners,  and 
irmers  for  whom  the  changes  have  mainly 
leant  inflation  or  higher  risk  of  joblessness. 
'ROTEST  VOTE.  But  there  is  another  group  of 
oters  that  thought  the  reformers  were  inef- 
?ctual  and  that  veteran  politicians  would  do  a 
etter  job.  In  Hungary,  much  of  the  54%  of 
he  May  vote  that  went  to  Horn's  Socialists 
^as  a  protest  against  their  predecessors  for 
Jtting  reform  bog  down.  In  last  September's  vote  in  Poland, 
he  energetic  39-year-old  SLD  leader,  Alexander  Kwasniewski, 
Youth  &  Sport  Minister  under  the  communists,  had  the 
upport  of  many  former  communist  officials,  who  are  now 
aptains  of  private  industry  and  want  reform  to  continue. 

The  reemergence  of  these  leftist  leaders  does  not  mean  an 
arly  rollback  of  market  reforms.  Indeed,  they  could  prove 
lore  effective  salesmen  for  reform  than  doctrinaire  free  mar- 


keters such  as  Leszek  Balcerowicz,  who  spearheaded  Poland's 
shock  therapy  in  1990.  "Socialists  can  make  the  bitter  pill 
easier  to  swallow,"  says  Sandor  Richter  of  the  Vienna  Institute 
of  Comparative  Economic  Studies. 

The  former  communists  also  know  they  would  be  stupid  to 
throw  cold  water  on  economic  growth.  In  Poland,  where  a 
booming  private  sector  grew  at  an  extraordinary  35%  clip  last 
year  and  where  entrepreneurs  have  created  2.2  million  jobs 
since  1989,  Kwasniewski  makes  it  clear  that  Poland  cannot  af- 
ford to  increase  its  social  spending.  "Some 
people  say  we  aren't  left-oriented  enough," 
Kwasniewski  says.  "But  any  government  that 
would  destroy  growth  must  be  killed." 
WISH  LIST.  Both  Kwasniewski  and  Horn  will 
need  healthy  growth  to  bail  them  out  of 
promises  to  proceed  with  reforms  without 
too  much  social  cost.  Analysts  doubt  that 
Horn  can  keep  his  word  to  slash  the  predict- 
ed 1994  $3.3  billion  budget  deficit  by  $500 
million  while  at  the  same  time  honoring  cam- 
paign pledges  to  trim  unemplojmient  and  raise 
benefits.  In  Poland,  critics  ridicule  a  half- 
baked  new  economic  strategy,  which  promises 
to  cut  unemployment  from  16%  to  14%  by 
1997  while  also  reducing  inflation  from  32%  to 
single  digits,  as  "a  great  wish  list." 

If  these  programs  fail,  the  danger  is  that 
the  pragmatic  left  will  cave  in  to  special  inter- 
ests to  avoid  a  voter  backlash.  Horn  will  be 
under  pressure  from  trade  unionists  and  other  leftists  in  his 
coalition  to  preserve  jobs.  In  Poland,  Pawlak,  whose  constitu- 
ency is  mainly  made  up  of  farmers,  has  already  set  off  alarms 
by  slapping  tariffs  on  imported  foodstuffs.  A  much  discussed 
plan  to  create  giant  state  holding  companies  could  also  help  kill 
further  privatization.  So  it  is  going  to  take  all  the  socialists' 
vaunted  political  skills  to  deliver  on  their  good  intentions. 

By  Karen  Lowry  Miller  and  Stanley  Reed  in  Warsaw 


SLOBALWRAPUPI 


SHIFT  IN  SOUTH  AFRICA 


The  sudden  departure  of  Finance 
Minister  Derek  L.  Keys  for  "per- 
sonal reasons"  has  made  the  markets 
and  business  nervous  and  handed  Nel- 
son Mandela's  government  a  defeat. 
Keys,  a  holdover  from  the  de  Klerk 
administration,  had  pulled  off  the 
tricky  task  of  winning  wide  support 
for  a  budget  that  socks  the  wealthy 
and  middle  classes  with  a  substantial 
levy  to  pay  transitional  costs  but 
avoids  the  wild  new  spending  some 
African  National  Congress  politicians 
want.  Keys's  successor,  top  banker 
Chris  Liebenberg,  60,  also  enjoys  the 
respect  of  the  business  community.  But 


there  is  some  concern  about  whether 
he  has  the  political  skills  and  connec- 
tions to  sell  fiscal  discipline. 

U.S.-SOUTH  KOREA  SPLIT?  

The  U.  S.  and  South  Korea  seem  to 
be  at  odds  as  the  July  25  North- 
South  summit  approaches.  South  Korea 
wants  to  try  to  open  up  economic  rela- 
tions with  the  North.  The  aim  would 
be  to  give  Pyongyang  a  stake  in  keep- 
ing the  peace  and  to  carve  out  an  ex- 
clusive economic  preserve  for  the 
South's  companies.  Seoul  is  mulling  of- 
fering limited  investment  in  the 
North's  Tumen  River  free-trade  zone 
as  well  as  jobs  for  North  Koreans  on 
big  projects  and  tourism.  But  the  U.  S. 


seems  to  want  to  keep  pressure  on 
the  North  to  back  down  on  its  nuclear 
program.  Strains  with  Washington 
could  grow  if  the  summit  actually  hap- 
pens and  Seoul  tries  to  open  a  new 
chapter  with  the  North. 

COURT  WIN  FOR  KOHL  

The  Supreme  Constitutional  Court 
is  likely  to  clear  the  way  for  Ger- 
man troops  to  participate  in  missions 
outside  NATO's  area.  The  decision  could 
come  on  July  12,  when  Bill  Clinton  vis- 
its Berlin.  It  will  give  Chancellor  Hel- 
mut Kohl  a  green  light  to  accommo- 
date U.  S.  requests  for  Germany  to 
take  on  more  world  peacekeeping 
tasks. 


ERNATIONA'  OIITIOOK 
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THE  GEE-WHIZ 
COMPANY 

SlUCON  GRAPHICS  TURNS  3-D  IMAGES  INTO  STUNNING  PiptTlt 


Any  sufficiently  advanced  technology 
is  indistinguishable  from  magic. 
-Arthur  G.  Clarke  from  The 
Lost  Worlds  of  2001. 


What  do  you  call  the  abil-  ^Hf^ 
ity  to  conjure  up  comput-  I 
er-generated  dinosaurs  for  Wjm  ^ 
the  movie  Jurassic  Park  and  make  'S^k<^ 
them  look  so  stunningly  real  that  the  L^mM^ 
audience  gasps  and  cringes?  Or  to 
bring  President  John  F.  Kennedy  and  John  Len- 
non  alive  to  meet  actor  Tom  Hanks  in  this  sum- 
mer's Forrest  Gump?  Or  to  let  you  fly.  impromp- 
tu dogfights  in  fhght  simulators  so  convincing 
you  can  lose  your  lunch? 
Mere  parlor  trickery?  O.K.,  if  virtual  reality 


CEO  McCRACKEN 


and  .  velociraptors  sound  old  hat,  ct  ' 

»this  out:  The  same  computers 
performed  these;  stunts  have  ;t! 
helped  design  everything  from  juil  • 
  jets  to  an  iee-cream-bar  shape  t  ' 

^  minimizes  melting  in  the  midday  sll 

And  by  giving  doctors  ways  to  lolil 

rV^  tumors  with  pinpoint  precision,  tF? 
^  ^  machines  are  instilling  new  hop^  I 
Jbs,.  victims  of  once-inoperable  brain  caiie^ 
ACKEN  j^-'g  lYie  work  of  the  most  magel 
computer  maker  on  the  planet:  Silicon  Grapp 
Inc.  It  may  not  have  the  name  recognition  oia 
Apple  Computer  Inc.  or  an  IBM.  But  not  since 
pie  dazzled  the  market  with  the  trend-set|? 
Macintosh  has  a  computer  company  so  captij^e 
the  public  imagination  or  promised  so  muchift 
UP  FROM  the  future.  From  movies  to 


CLAY  lecular  science,  interactive  Tf 

SGI>  images  hyperactive  video  games,  the  in 

can  be  turned  tal  imagery  conjured  up  by  p( 

like  a  toy  car  to  technology  is  pushing  the  com  :' 

check  anything  industry  into  a  new  dimensi<  i 

from  airflow  to  ^^.^^  ^^^^ 

aesthetics.  .  . 

Customers  such  SGi's  magic:  eye-poppmg  th 

as  BMW  can  en-  dimensional  graphics.  Its  engm 

vision  proposed  ing  workstations  and  compi; 

designs  with  no  servers  transform  reams  of  m 

need  for  clay  numbing  data  into  3-D  images  ) 
mere  mortals  can  comprehei 


aesthetics. 
Customers  such 


need  for  clay 
models 
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'Iher  these  images  are 
ilane  wings,  population 
ids,  or  a  theoretical 
/orse.  It's  not  just 
'ing  back  video,  which 
multimedia  PC  can  do. 
h  .Silicon  Graphics  machine 
icately  detailed  and  textured  images  can  be 
led  and  viewed  from  any  angle  or  modified  at 
,  It's  no  wonder-  they're  used— or  coveted— by 
most  demanding  scientists  and  technology 
is. 

I  an  industry  marked  by  huge  hype,  Silicon 
l)hics  is  the  genuine  article:  a  truly  innovative 
pany  with  clearly  unique  products.  "They're 
new  Apple,"  says  Morgan  Stanley  &  Co.  ana- 
Steven  M.  Milunovich.  Then,  mulling  Ap- 
^  recent  struggles,  he  corrects  himself:  "The 
rosoft  of  computer  graphics." 
I'udy  stuff.  But  it  doesn't  overstate  the  ambi- 
>  of  Chief  Executive  Edward  R.  McCracken. 
50-year-old  engineer,  a  26-year  veteran  of  Sil- 
.- Valley,  aims  to  bring  SGl's  "visual  computing" 


W/LO  BLUE  CYBBRSPACl 

Used  by  most  aircraft  makers,  SGI 
computers  greatly  reduce  the  time 
from  design  to  prototype  to 
finished  plane 


to  a  wider  audience 


in  the  same  way  Apple's 
easy-to-use  Macintosh  opened  computing  to  the 
technologically  challenged.  Sales  of  multimedia 
personal  computers  with  rudimentary  graphics 
are  already  booming.  McCracken  figures  that 
SGi's  3-D  graphics  will  give  the  masses  an  enter- 
taining roadmap  to  cruise  the  Information  Super- 
highway. 

At  first  blush,  McCracken  seems  an  unlikely 
leader  for  SGi's  bold  mission.  An  electrical  engi- 
neer by  training,  he  hails  from  a  Midwestern 
farming  family  and  is  known  for  his  stiff,  intro- 
verted demeanor.  In  short,  he's  no  Steve  Jobs. 
But  don't  be  fooled.  McCracken  isn't  your  typical 
CEO:  He  encourages  what  is  now  Silicon  Valley's 


;r  story 
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most  freewheeling  corpo- 
rate culture  and  even 
takes  time  from  his 
schedule  to  teach  medi- 
tation classes  for  harried 
execs. 

Most  important,  over 
the  past  several  years, 
McCracken  has  steered 
SGI  into  a  series  of  in- 
itiatives and  partnerships 
that  put  it  laps  ahead  of 
other  computer  makers 
on  the  Infobahn.  When 
Time  Warner  Cable's 
interactive-TV  trial  starts 
in  Orlando  this  fall,  for 
example,  SGI  video  serv- 
ers will  dish  up  movies 
on  demand  to  homes 
with  set-top  boxes  built 
around  SGI  chips.  And 
the  next  big  push  by 
Nintendo  Co.  will  be  a 
videogame  machine  be- 
ing designed  jointly  with 
SGI.  In  June,  SGl  signed 
on  AT&T  to  help  sell  SGI 
video  servers  and  Nip- 
pon Telegraph  &  Tele- 
phone Corp.  to  use  SGI 
servers  to  test  interactive  TV  in  Japan. 
"Everybody  in  the  world  seems  to  want 
to  do  business  with  us,"  says  SGI  attor- 
ney William  M.  Kelly. 
BEIGE  BUSTERS.  No  wonder,  given  SGl's 
overriding  goal:  Make  computing  fun. 
That's  why  the  techno-cognoscenti  are 
flocking,  too.  In  addition  to  flashy  graph- 
ics, SGI  machines  sport  a  hip,  sexy  look, 
boldly  colored  in  anything  but  standard- 
issue  beige.  Normally  jaded  scientists, 
product  designers,  and  video  engineers 
regard  the  machines— which  carry  such 
monikers  as  Iris,  Indy,  and  Onyx— with 
awe.  Buy  a  $15,000  SGI  machine,  and 
you're  part  of  a  cult 
(page  64).  "People  are 
addicted  to  them,"  says 
Michael  J.  Zeitlin,  an  ex- 
pert in  computer  visua- 
lization at  Texaco  Inc., 
which  uses  SGI  worksta- 
tions to  penetrate  seis- 
mic data. 

SGl's  sprawling  Moun- 
tain View  (Calif.)  campus 
has  become  sort  of  a 
mecca.  Celebrities  such 
as  artist  Peter  Max,  di- 
rector Milos  Forman, 
and  author  Michael 
Crichton  stop  by  to 
"grok"  the  latest  technol- 
ogy. The  offices  look  like 
a  Soho  gallery,  what 
with    exposed  beams, 


winding  steel  staircases,  and  unusual 
art— mostly  sculpture,  as  befits  a  3-D 
company.  This  is  the  promised  land— at 
least  to  its  4,200  employees  and  the 
2,500  hopefuls  who  apply  for  jobs  each 
month.  The  unofficial  company  motto: 
"Serious  fun." 

And  serious  money.  When  SGI  reports 
fiscal  year  results  on  July  20,  analysts 
expect  a  $141  million  profit  on  a  sales 
jump  of  at  least  35%,  to  $1.5  billion— the 
third  straight  year  of  accelerating 
growth  (chait).  Its  52%  gross  profit  mar- 
gin tops  workstation  rival  Sun  Micro- 
systems Inc.'s  42%.  and  is  more  than 


duuljle  Liie  level  of  PC  powerhouse  Com 
paq  Computer  Corp.  Even  though  it  i^a 
largely  confined  to  a  3-D  niche,  sg: 
passed  IBM  and  Digital  Equipment  Corpij 
in  1993  to  capture  third  place  in  the  ^ 
$10.5  billion  workstation  market,  accord-  ijj 
ing  to  International  Data  Corp.  Anc 
with  its  shares  trading  at  around  23 
SGl's  $3.3  billion  market  value  now  topij, 
those  of  DEC  and  Sun.  Even  President ,( 
Clinton  has  noticed.  When  he  and  Vice- 
President  Al  Gore  unveiled  their  tech- 
nology policy  in  Silicon  Valley  last  year 
their  only  corporate  stop  was  SGI. 

But  can  SGI  keep  the  magic  going^  \^ 
In   targeting  everything 
from  supercomputers  to 
videogames,  SGI  may  be,, 
taking  on  more  than  it  can 
handle.  What's  more,  fewi, 
companies  have  managed  to 
make  a  smooth  transition 
from  selling  leading-edge 
technology  to  serving  high 
volume  consumer  markets. 

INFOBAHN  RIDER 

How  do  you  navigate  a 
zillion  channels?  To  find 
out.  Time  Warner  and  SGI 
invited  ordinary  folk  to 
debug  interactive  TV  gear 
before  a  full-blown  trial 
gets  under  way  in  Orlando 


)if 
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LIGHTS,  ACTION,  SILICON 

Hollywood  is  a  small  part  of  SGI's  market  so 
far.  But  cartoons  like  Moxy  (far  left)  and  movies 
such  as  Jurassic  Park  and  The  Mask  serve  as 
glamorous  test  beds  for  visual  tecfinology 


2.0- 


lat  will  stretch  SGl's  management  and 
arketing  skills  as  never  before. 
But  SGI  seems  to  love  a  challenge.  In 
1  of  computing,  there  are  few  tasks 
ore  complex  than  the  creation  of  3-D 
•aphics.  Until  SGI,  most  workstations 
uld  create  only  crude  3-D  "wireframe" 
lages  that  resembled  skeletons.  The 
icroprocessors,  or  silicon  brains,  in  the 
orkstations  didn't  have  the  power  to 
■aw  complex  graphics.  No  wonder.  To 
eate  3-D  solids  on  a  computer,  you 
ive  to  position  thou- 
inds  of  different-shaped 
jures  side  by  side,  like 
eces  of  a  puzzle.  Then, 
le  figures  must  be  con- 
3rted  into  visible  imag- 
i  by  assembling  tens  of 
lousands  of  picture  ele- 
ents,  or  pixels— the 
yriad  dots  of  light  on 
le  screen.  Finally,  to 
ake  the  images  move 
uidly,  they  must  be  re- 
rawn  30  times  a  sec- 
id. 

Two  key  innovations, 
ased  on  the  ideas  of 
lunder  James  H.  Clark, 
lake  SGl's  gi'aphics  fly. 
/hile  an  assistant  pro- 
;ssor  of  computer  sci- 
nce  at  Stanford  Univer- 
ty  from  1979  to  1982, 
e   and   six  students 


came  up  with  novel  ways  for  building  a 
cheap  graphics  computer.  The  result  is 
the  Geometry  Engine,  a  collection  of 
custom  chips  for  speeding  up  model 
creation,  and  the  Graphics  Library,  a 
set  of  120  software  rules  that  help  de- 
velopers create  programs  that  tm-n  mod- 
els into  realistic  3-D  images. 

By  taking  the  gi'aphics  burden  off  the 
machine's  central  microprocessor,  the 
Geometry  Engine  vastly  speeds  up  the 
creation  of  3-D  models.  The  microproces- 


/ER  STORY 


ONE  OF  SILICON  GRAPHICS'  MORE 
IMPRESSIVE  VISUALS 


SALES 


'92  '93 
A  BILLIONS  OF  DOLLARS 


FISCAL  YEARS  END  JUNE  30 
DATA:  COMPANY  REPORTS,  MORGAN  STANLEY 


sor  can  then  concentrate  on  turning 
those  models  into  images  on  the  screen. 
Other  computer  makers,  such  as  Hew- 
lett-Packard Co.  and  Sun,  also  have  add- 
on graphics  circuits,  but  customers  say 
their  speed  and  realism  trails  that  of 
SGI.  Says  Carl  Rosendahl,  president  of 
video  production  studio  Pacific  Data  Im- 
ages: "The  others  give  interactive  3-D 
graphics  a  lot  of  lip  service,  but  they 
haven't  caught  up." 

VIRTUAL  ACTORS.  The  lead  in  3-D  gives 
SGI  a  critical  advantage.  Basically,  people 
find  it  easier  to  understand  pictures 
rather  than  raw  data.  That's  because 
half  the  human  brain  works  like  a  graph- 
ics computer,  rendering  a  3-D  world 
fi'om  2-D  images  sent  by  the  retina,  says 
Richard  Mark  Fi'iedhoff,  author  of  Visu- 
alization: The  Second  Computer  Revolu- 
tion. So  when  a  computer  presents  infor- 
mation visually,  people  can  focus  on  the 
problem  at  hand.  Says  Friedhoff:  "Visu- 
alization is  the  central  driving  economic 
force  in  the  computer  industry  today." 

It's  no  wonder  customers  quickly 
created  hundreds  of  applications  for  SGl's 
3-D  gi'aphics— many  of  them  jobs  never 
envisioned  in  1984  when  SGI  sold  its  first 
workstation.  At  the  University  of  To- 
ronto, medical  researchers  use  SGI  com- 
puters to  visualize  the  physics  of  cell 
surfaces  to  better  understand  diseases 
and  immune  responses.  Most  of  the  ma- 
jor commercial  aircraft  companies  em- 
ploy SGI  machines  to  model  airflow 
around  a  craft— without  spending  the 
time  and  money  to  construct  physical 
models  and  test  them  in  a  wind  tunnel. 
Ford  Motor  Co.  uses  hundreds  of  SGI 
machines  to  visualize  future  car  styles 
and  simulate  crashes. 

Then,  there's  film.  In  countless  movies 
from  The  Abyss  to  The 
Mask,  a  comedy  due  out 
•July  29,  SGI  gear  has 
turned  special  effects  up- 
side down.  Where  once 
each  frame  was  pains- 
takingly ci'eated  using 
physical  models,  now 
software  running  on  SGI 
equipment  can  create 
whole  action  sequences 
automatically— even  vir- 
tual actors.  While  mak- 
ing The  Craw,  star  Bran- 
don Lee  was  killed 
before  filming  was  com- 
pleted. The  movie  was 
finished  by  using  SGI 
equipment  to  digitally 
insert  Lee  into  the  new 
footage.  The  same  tech- 
niques are  making  SGI  a 
favorite  on  Madison  Av- 
enue,  where  agencies 
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Is  she  more  loyal  to  your  competitloi 
than  she  is  to  you?  i 


Relationship  marketing.  Frequent  customer  programs. 
Companies  spending  millions  building  customer  loyalty 

A  lot  of  which  they  could  be  saving.  If  only  they  knew 
more  about  the  people  they're  marketing  to. 

For  instance,  if  an  airline  knew  that  15%  of  its  best 
customers  racked  up  twice  as  many  miles  on  another  earner, 
think  how  it  could  change  the  way  they  market  to  them. 

If  a  soft  drink  company  knew  which  customers  in 
specific  neighborhoods  of  every  city  wanted  wliich  product, 
think  how  it  could  impact  distribution  and  promotions. 

There's  no  doubt  about  it.  Customer  information  can 
be  the  most  powerful  tool  a  company  has. 

And  of  all  the  information  companies  out  there,  we're 
the  one  that  best  unites  the  strengths  of  both  computing 
and  communications  in  our  solutions. 

Our  Get  IT,  Move  IX  Use  IT™  Customer  Focused 
Solutions  are  already  at  work.  Helping  one  of  the  world's 
largest  retailers  understand  customer  buying  habits  by  store. 
So  tliey  can  stock  what  people  want  most,  while  reducing 
out-of-stock  occurrences  and  markdowns. 

Helping  banks  minimize  the  time  and  expense  of  loan 
approvals.  Reducing  processing  time  to  as  little  as  15  minutes, 
while  cutting  out  up  to  25%  of  the  cost.  Helping  phone 
companies  cToss-sell  services  and  identify  new  opportunities. 

There's  a  Customer  Focused  Solution  tailored  to  your 
industry  And  your  company 

Call  1  800  579-5722.  We'll  tell  you  more. 


AKST  Customer 
Focused  Solutions. 
Turning  information 
into  understanding. 


Now  that  NCR  and  AT&T  are  one,  computing 
and  communications  have  come  together  to  help  yon 
get,  move,  and  use  information. 


^ATsT 


Global  Information 
Solutions 


A  SILICON  GRAPHICS  TESTING  AREA:  THE  IMAGES  MAY  BE  COOL,  BUT  STAFFERS  ARE  COMPLAINING  OPENLY  ABOUT  BURNOUT 


IBS 


are  using  its  gear  to  create  dancing 
crackers,  rubber  phones,  and  other  at- 
tention-grabbing graphics  for  TV  com- 
mercials. 

Hollywood  provides  more  than  just 
good  PR.  Says  McCracken:  "That  market 
is  stretching  the  rublier  band  the  fur- 
thest for  us  in  technology."  In  other 
words,  says  Thomas  A.  Williams,  special- 
effects  chief  for  Industrial  Light  &  Mag- 
ic, producer  of  the  Jurassic  Park  spe- 
cial effects,  "We  drive  them  crazy." 
McCracken  expects  entertainment  sales 
to  double,  to  $400  million,  in  fiscal  1995. 

Movies  are  only  the  start  of  SGl's 
move  into  entertainment.  The  deal  with 
Time  Warner  Cable,  a  division  of  Time 
Warner  Entertainment  Co.,  could  take 
SCI  equipment  wherever  the  cable  sys- 
tem stretches.  In  the  Orlando  test,  up  to 
4,000  homes  will  get  stripped-down  SGI 
workstations  to  surf  through  such  inter- 
active services  as  movies  on  demand, 
home  shopping,  and  videogames. 
BLOWN  DEADLINE.  Nestled  in  a  corner 
of  SGl's  headquarters  is  the  "Time  War- 
ner Living  Room"— complete  with  couch, 
easy  chairs,  coffee  table,  and  TV.  Since 
December,  SGI  has  hosted  couch  pota- 
toes in  focus  groups  to  see  how  they 
use  SGl's  on-screen  program  navigator. 
Unhke  interfaces  that  require  people  to 
actively  seek  information,  SGl's  navigator 


software  works  almost  like  a  videogame. 
The  laziest  sofa  spud  can  "fly"  effort- 
lessly into  virtual  theaters  and  malls. 

The  payoff  could  be  millions  of  set-top 
boxes  based  on  SGI  technology.  SGI  is 
fe\'erishly  working  to  embed  many  of 
the  graphics  features  of  its  $5,000  Indy 
workstation  into  a  $500  set-top  box  for 
Time  Wai'ner  that  will  be  manufactured 
by  Scientific-Atlanta  Inc.  It's  no  easy 
job.  In  addition  to  chucking  components 
such  as  monitors  and  disk  drives,  SGI 


MAGIC  ON  MAD  AVE 

what  goes  into  the  movies  goes  into 
advertising,  since  production  teams 
use  the  same  SGI  gear  for  eye-popping 
visual  effects  in  both  fields 


must  design  in  Scientific-Atlanta's  tech- 
nology and  figure  out  how  to  shrink  the 
whole  thing  into  a  few  chips  so  that  the 
boxes  can  be  manufactured  profitably. 
Ab'eady,  SGI  failed  to  meet  a  deadline  for 
stripping  down  the  Indy  into  a  prototype 
for  the  set-top  box,  which  helped  push 
back  the  Orlando  trial  from  April  until 
at  least  October. 

A  success  in  set-top  boxes  would  do 
more  than  open  a  new  market.  The  add- 
ed volume  would  help  ensure  the  future 
of  the  microprocessors  SGI  uses.  SGI 
wound  up  paying  $231  million  for 
chipmaker  mips  Computer  Systems  Inc. 
in  1992  after  Compaq  pulled  out  of  a 
consortium  called  Advanced  Computing 
Environment  that  was  aimed  at  making 
MlPS-based  PCs  an  indu.stry  standard.  It 
was  critical  for  SGI  to  ensure  the  future 
supply  of  MIPS  chips,  but  the  purchase 
led  to  an  $118.4  million  loss,  its  first 
since  going  public  in  1986. 

SGl's  deals  with  videogame  makers 
could  also  pump  up  the  MIPS  volume. 
Last  August,  Nintendo  chose  the  chip 
for  the  forthcoming  Ultra64  game  ma- 
chine, which  will  boast  3-D  graphics. 
That  deal  could  not  only  boost  produc- 
tion of  MIPS  chips  but  also  bring  SGI 
$300  million  in  royalties  by  1998,  esti- 
mates Prudential  Securities  Inc.  This 
spring,  Sony  Corp.  announced  plans  to 
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!  a  version  of  the  MIPS  chip  built  by 
Logic  Corp.  to  power  its  first  vid- 
;ame  machine. 

iGI  technology  is  showing  up  on  Main 
eet,  too— in  virtual-reality  arcades 
ere  you  can  "ride"  fighter  jets,  ho- 
craft,  or  prehistoric  pteranodons.  On 
y  1,  Disney  World's  Epcot  Center  un- 
led  a  virtual  reality  setup  that  lets 
1  ride  a  magic  carpet  through  Agra- 
i,  the  city  in  Aladdin. 
""or  all  the  new  efforts,  SGI  hasn't  for- 
ten  its  traditional  customers, 
ich  still  account  for  most  sales. 
•  number-crunching  scientists, 
is  pushing  out  ever  more  pow- 
il  computers  such  as  the  new 
ver  Challenge  servers,  which 
form  as  well  as  some  multimil- 
i-dollar  supercomputers  while 
ting  $120,000  to  $900,000.  And 
July  11,  it  will  introduce  Chal- 
ge  servers  starting  at  only 
,000. 

MIT  CYCUS.  McCracken  can  take 
c'h  of  the  credit  for  SGl's  suc- 
s.  After  16  years  at  HP,  where 
was  a  fast-track  manager  run- 
g  several  computer  systems 
up,  he  joined  SGI  in  1984  as 
).  The  son  of  an  Iowa  corn 
Tier,  he  manages  SGl's  finances 
servatively,  helping  it  to  pro- 
e  seven  straight  quarters  of  on- 
jet  or  better  results.  Founder 
rk,  however,  regarded  him  as 
conservative  and  left  in  Janu- 
to  start  his  own  software  com- 
ly,  partly  because  he  wanted 
to  push  more  quickly  into  con- 
ler  markets  than  McCracken 
ught  prudent.  Clark's  new  com- 
y  is  writing  software  to  help 
igate  the  Internet. 
Paradoxically,  McCracken's  cau- 
is  business  philosophy  allows 
to  make  big  bets  in  technology, 
forbids  managers  from  plan- 
l  products  more  than  two  years 
ad.  "Nobody's  smart  enough  to 
a  long-term  in  this  industry," 
says.  Instead,  SGI  rams  through 
duct  cycles  as  fast  as  possible— 

0  18  months— so  the  latest  tech- 
)gy  can  be  incorporated.  If  the 
y  workstation  design  had  start- 
just  three  months  earlier  than 
id,  he  says,  it  couldn't  have  included 
ew  digital  camera. 

lemarkably  soft-spoken— with  a  voice 
e  he's  telling  a  bedtime  story,"  says 

manager— McCracken  has  replaced 
ner  Apple  CEO  John  Sculley  as  Sili- 

Valley's  man  in  Washington.  A  life- 

1  Republican,  he  became  a  Clinton 
ster  because  of  the  Democrat's  tech- 
)gy  policies.  Friends  say  McCracken 
luch  less  button-down  than  he  looks, 
has,  for  example,  taken  Silicon  Val- 


ley's casual  atmosphere  far  beyond  Fri- 
day afternoon  beer  bashes.  Two  years 
ago,  when  two  divisions  were  split  into 
five,  employees  staged  a  wake,  including 
a  New  Orleans  band  and  cardboard  cof- 
fins. Another  SGI  in.stitution:  an  annual 
lip-sync  competition  that  takes  The  Gong 
Show  to  new  lows. 

SGI  puts  its  own  aggressive  twist  on 
Valley  ways:  While  other  companies  hold 
aerobics  programs,  SGI  employees  take 
karate  and  form  bungee-jumping  groups. 


A  GROWING  CIRCLE  Of  f  RIENPS 

A  network  of  alliances  is  extending 
Silicon  Graphics'  business 

PPPPV  CONTROL  DATA  Buys  20%  stake  in 
■■■iaiil  SGI,  since  sold. 
IBM  Licenses  SGI  graphics  technology  for  use  in 
workstations. 

C         Buys  13%  stake  in  SGI  for 
$135  million. 
MICROSOFT  Chooses  SGI  3-D  software  for  future 
operating  systems. 

"IMPUTING  ENVIRONMENT) 
Consortium  formed  by  SGI,  Compaq  and  PC 
makers  to  push  MIPS'  chip  design  as  a  desktop 
standard. 

MIPS  SGI  buys  this  chip  designer 
for  $231  million.  Compaq  sells  its 
SGI  stake,  and  abandons  MlPS-based  design; 
ACE  founders. 

EWm  LUCAS  ARTS'  INDUSTRIAL  LIGHT  &  MAGIC 
fiJI  Collaborates  on  advanced  special- 
effects  system  with  SGI. 
TIME  WARNER  CABLE,  SCIENTIFIC-ATLANTA  SGI  design 
ing  video  servers,  set-top  box,  and  software  for 
interactive  TV  trial  to  start  this  fall. 
NINTENDO  Picks  SGI  to  design  video  game  player. 

SONY  Picks  LSI  Logic's  MIPS  chip 
for  new  videogame  player 
NIPPON  TELEGRAPH  &  TELEPHONE  Chooses  SGI  vid- 
eo servers  for  interactive  TV  trials  in  Japan. 
AT&T  Forms  joint  company  with  SGI  to  develop 
and  sell  software  and  video  servers. 

DATA:  SILICON  GRAPHIC  INC 


1992 


That's  not  because  they're  young.  In 
fact,  the  average  age  is  36— old  enough 
by  Valley  standards  to  cause  McCrack- 
en's 25-year-old  son  to  hesitate  before 
taking  a  job  there.  The  company  barely 
controls  chaos— offices  may  move  three 
times  a  year— but  people  seem  to  thrive 
on  it:  The  10%  annual  turnover  rate  is 
about  a  third  of  the  Valley  average. 

It's  not  going  to  be  so  easy  keeping 
that  culture  charging  forward.  As  SGI 
reaches  $L5  billion  in  sales— and  as  up  to 


1,500  new  people  join  next  fiscal  year- 
some  former  employees  say  political 
cliques  are  developing,  and  current  staff- 
ers openly  complain  of  burnout.  Such 
problems  may  be  starting  to  infect  SGl's 
product  development  and  customer  rela- 
tions. One  former  engineer  says  product 
cycles  on  workstations  have  stretched 
from  as  short  as  a  year  in  1988  to  more 
than  two  years  on  the  next  generation. 
McCracken  says  cycles  are  only  a  little 
longer,  and  that's  because  products  are 
more  complex. 

A  bigger  problem  could  be  arro- 
gance—the disease  that  nipped  Ap- 
ple. Mark  Malmberg,  president  of 
Xaos  Inc.,  a  San  Francisco  video- 
production  studio,  says  SGI  people 
told  him  he  would  be  foolish  to 
consider  using  competitive  ma- 
chines from  Kubota  Pacific  Com- 
puter Inc.  or  HP.  And  Lawrence 
J.  Ellison,  CEO  of  software  giant 
Oracle  Corp.,  says  an  SGI  market- 
ing exec  berated  him  for  not  pro- 
ducing a  piece  of  software,  ex- 
claiming, "You  must  be  stupid!" 

McCracken  acknowledges  that 
some  employees  are  "prima  don- 
nas." But  he  relies  on  a  cadre  of  a 
dozen  top  engineers,  including  five 
remaining  co-founders,  to  keep  SGI 
on  track  by  searching  out  prob- 
lems—technological and  cultural. 
And  most  customers  are  still  en- 
thusiastic. Brad  deGraf,  director 
of  digital  media  at  video  producer 
Colossal  Pictures  Inc.,  thinks  SGI  is 
the  one  alternative  to  Microsoft 
Corp.  that  can  set  a  new  agenda 
for  the  industry.  "Microsoft  is  the 
Evil  Empire,"  he  says.  "No  one 
would  ever  say  that  about  SGI." 

SGI  faces  more  daunting  chal- 
lenges than  cultural  turmoil.  For 
one  thing,  rivals  keep  trying— so 
far  unsuccessfully— to  take  away 
SGl's  lead  in  graphics.  In  May,  HP 
introduced  3-D  workstations  that 
match  SGl's  performance  in  me- 
chanical design  applications.  And 
on  July  12,  Sun  will  again  take 
aim  at  SGI  with  new  models.  Even 
PC  makers  may  get  in  on  the  act: 
In  April,  3Dlabs  Inc.  in  San  Jose 
announced  a  $150  gi'aphics  acceler- 
ator chip  that  it  claims  will  bring 
SGl-level  graphics  to  PCs. 

SGI  isn't  ignoring  PCs  completely.  Mi- 
crosoft plans  to  offer  SGl's  Graphics  Li- 
brary software  in  Daytona,  the  next 
version  of  Windows  NT.  But  McCracken 
says  it  isn't  worth  trjang  to  bring  SGl's 
graphics  directly  to  mainstream  PCs, 
which  he  views  as  tired,  hopelessly  lim- 
ited, and  not  very  profitable. 

Eventually,  though,  competition  could 
force  SGI  to  drop  prices  faster— or  face 
getting  left  out  of  the  mainstream. 
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Warns  Robert  G.  Pearson,  director  of 
Sun's  advanced  systems  and  a  former 
marketing  manager  for  SGI:  "Apple  had 
hot  products,  but  then  the  volume  stan- 
dard [IBM-style  PCs]  eventually  won." 

Even  if  SGI  doesn't  broaden  its  ap- 
peal, it  still  has  plenty  of  room  to  gi'ow. 
But  McCracken  is  determined  to  push 
beyond  his  niche  markets.  Tliat's  why  he 
keeps  prowling  the  Info  Highway:  He 
figures  that  if  he  can  get  others  to  back 
SGl's  approach,  he'll  have  it  made. 

Some  rivals  wonder  if  SGi's  Lambor- 
ghini technology  is  too  exotic  for  the 
Info  Highway.  Says  James  D.  Olson, 
general  manager  for  hp's  Video  Com- 
munications Div.:  "It's  like  trying  to  sell 
school  buses  into  the  minivan  market." 


For  now,  however,  there's  little  down- 
side to  the  consumer  push.  SGI  is  not 
manufacturing  any  consumer  devices, 
and  both  Nintendo  and  Time  Warner 
are  paying  for  the  R&D  on  their  pro- 
jects. Even  if  the  Time  Warner  deal 
doesn't  pan  out,  SGI  will  have  pushed 
its  chip  designs,  networking,  and  user 
interface  in  directions  that  could  make 
its  workstations  far  more  appealing. 

The  bigger  risk  may  be  keeping  the 
company  on  track.  SGI  has  little  experi- 
ence in  consumer  markets  or  in  manag- 
ing a  high-volume  business.  Already, 
concedes  Chief  Operating  Officer  Thom- 
as A.  Jermoluk,  "the  company  is  bigger 
than  anything  any  of  us  has  ever  run." 

At  this  point,  the  company  seems  up 


to  the  task.  Last  tall,  for  instance,  S 
proved  it  could  still  move  quickly 
avoid  a  major  market  blunder.  When 
realized  a  new  version  of  its  operatii 
system  was  causing  some  programs 
run  like  snails,  Silicon  Graphics  stoppi 
shipping  machines  for  six  weeks  ai 
mobilized  hundreds  of  engineers  to 
the  glitches.  Thanks  to  the  quick  actio 
it  managed  to  post  a  record  quarter, 

That  ability  to  turn  on  a  dime  mi 
prove  SGl's  most  potent  weapon  in  yea 
to  come.  Now,  if  it  just  doesn't  go  ti 
Hollywood,  SGI  may  well  show  the  wor 
the  future  of  computing— in  living  3 
color,  of  course. 

By  Robert  D.  Hof  in  Mountain  Vie 
Calif.,  with  Neil  Gross  in  Tokyo 


WHO  NEEDS  A  LAMBORGHINI  IF  YOU'VE  GOT  AN  SGI? 


For  years,  pop  artist  Peter  Max 
has  used  computers  to  create  his 
famous  graphics.  But  he  was  still 
not  prepared  for  what  he  saw  the  first 
time  he  sat  down  at  a  Silicon  Graphics 
Inc.  workstation.  A  friend  showed  him 
how  to  create  realistic  3-D  images 
without  picking  up  a  brush.  "I  immedi- 
ately went  crazy,"  says  Max.  Now,  he 
will  use  SGI  gear  to  bring  his  art  into 
the  multimedia  age— complete  with 
sound  and  video.  "With 
this  equipment,  my 
whole  life  will  change," 
he  declares. 

SGI  machines  do  that 
to  people— and  not  just 
because  of  what's  on  thv 
screen.  There's  a  mys- 
tique about  them  that 
transcends  bits  am 
bytes— and  frustrates  ri- 
vals. "sGI  has  done  a 
great  job  of  creating  a 
cult,"  grouses  Robert  G. 
Pearson,  a  former  sc, 
marketing  manager  who 
now  directs  advanced 
systems  at  Sun  Micro- 
systems Inc. 
PEBBLY  FINISH.  Just  as 
Apple  Computer  Inc.  did  with  its  Mac- 
intosh computers,  sGl  cultivates  an  im- 
age of  its  machines  as  the  coolest 
around.  Indeed,  among  people  who  can 
afford  to  shell  out  the  bucks— prices 
start  at  $5,00()  and  can  easily  run  up  to 
$40,000  for  a  workstation— they've  re- 
placed Macs  as  the  hippest  box  in  cy- 
berspace. "It's  like  getting  a  Lambor- 
ghini," exclaims  rock  musician  and 
multimedia  entrepreneur  Todd  Runf! 
gren,  a  cult  member. 


Yes,  SGI  is  a  company  with  attitude. 
Its  computers  come  in  electric  purple, 
crimson,  and  teal.  And  the  newer  ones 
even  feel  different.  They  have  a  pebbly 
finish  that  reinforces  SGl's  3-D  feel  be- 
cause it  has  depth  to  it.  Even  company 
literature  has  attitude.  One  slick  bro- 
chure shows  SGl's  Indigo  machine  as 
a  bookend  for  tomes  on  Matisse  and 
The  Algorithmic  Beauty  of  Plants,  CDs 
by  Sarah  Vaughan  and  the  Talking 


Heads,  and  a  video  of  The  Maltese  Fal- 
con. For  its  latest  machine,  the  $5,000 
Indy  workstation,  SGI  went  all-out.  Its 
"earthquake"  shape— as  if  one  pizza  box 
were  stacked  atop  another,  but  slight- 
ly crooked— was  designed  not  only  to 
evoke  a  three-dimensional  feel  but  to 
draw  people  to  touch  it,  says  Vice- 
President  Thomas  C.  Furlong. 

Most  ambitious,  SGI  hired  San  Fran- 
cisco film  studio  Colossal  Pictures  Inc. 
to  create  the  ultimate  "Out  of  Box  Ex- 


perience"—an  elaborate  video  demon 
stration  of  the  Indy's  features.  Among 
other  intricately  detailed,  phantasma 
goric  images,  a  juggler  tosses  balls 
into  the  air,  and  the  balls  lead  through 
a  colonnade.  You  click  on  the  balls  to 
enter  "rooms"  running  demos  of  each 
machine  function.  A  cute  bonus:  Nes- 
tled in  Indy's  packing  box  are  three 
real  juggling  balls. 

But  high-profile  customers  give  the 
'  cult  its  prestige— another 
Apple  tactic  that  SGI  has 
improved  on.  When  Ap- 
ple co-founder  Steven  P. 
Jobs  called  Max  about 
the  first  Mac,  the  artist 
recalls  being  disappoint- 
ed that  it  was  a  m.ono- 
chrome  screen.  The  SGI, 
by  contrast,  lets  him.  feel 
as  if  "I  have  my  hands 
in  the  paint."  In  addition 
to  Max,  SGI  cultivates 
artists,  musicians,  and 
film  directors,  never 
missing  a  chance  to  plug 
its  Hollywood  connec- 
tions—even though  m.o- 
vieland  is  still  a  fraction 
of  overall  sales. 
Not  all  of  the  Hollywood  crowd 
drinks  the  SGI  Kool-Aid.  Thomas  A. 
Williams,  chief  of  digital  special-effects 
at  LucasArts  Entertainment  Co.'s  In- 
dustrial Light  &  Magic,  hates  the 
flashy  colors  of  the  machines.  Still, 
Williams  loves  what  they  can  do.  SGI 
just  has  to  make  sure  he  keeps  liking 
what's  inside.  After  all,  even  in  Holly- 
wood, the  computer  business  isn't  all 
image. 

By  Robert  D.  Hof  in  Mountairi  View 
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Does  Your  Full-Commission  Broker 
Offer  Investment  Software  Like  This? 


r  Now  1 

For  Mac®  & 
.  Windows™  . 


Schwab  Does,  And  It's  Free. 


Most  full-commission  brokers  don't  offer  invest 
ment  software  to  individual  clients.  But  at  Schwab, 
we  treat  our  investors  differently.  And  --K'^^'igcS- 
providing  you  with  your  own  invest-     \  ^^^^'^S^^'^* 
ment  software  is  just  one  more  reason  to    \  * " 

trade  up  to  Schwab.  ' 


which  cover  financial  histories,  earnings  lorecasts, 
buy/sell  rankings  and  more. 


Make  More  of  Your  Money 
Work  for  You. 


Get  StreetSmart  '  Software 
for  Macintosh®  or  Windows " — Free. 

For  a  limited  time,  Schwab  is  offenng  you  power- 
ful investment  tools,  free.  Just  move  $15,000  into  a 
Schwab  account  between  May  2  and  August  31,  1994, 
and  get  StreetSmart"  investment  software  or  three 
Company  Research  Reports — free  of  charge. 

With  Schwab's  widely  acclaimed  StreetSmart,  you 
can  research  investments,  place  orders  and  monitor  your 
account  right  from  your  personal  computer — anytime 
day  or  night.  Plus,  with  StreetSmart,  you'll  save  an  extra 
10%  on  commissions.* 

Or,  select  from  over  5,000  Company  Research 
Reports,  prepared  by  independent  Wall  Street  analysts, 


Every  dollar  you  pay  your  broker 
comes  right  out  ol  your  investment. 
To  make  more  ot  your  investment  dollar 
work  for  you,  trade  up  to  Schwab  where  you  can  save 
up  to  76%'*  on  slock  commissions. 

Trade  Up  to  Schwab  Today. 

Remember,  this  offer  expires  on  August  31,  1994, 
so  act  now.'  To  open  up  or  transter  additional  kinds  to  a 
Schwab  account,  ]ust  slop  by  one  ol  our  200  otlices  or 
call  us  today  at: 

1-800-4-SCHWAB  ext.  76A. 

Charles  Schwab 

Helping  Investors  Help  Themselves" 


*SlreelSmart's  10%  discount  is  based  on  Schwab's  current  commission  schedule  and  may  be  used  with  other  offers  at  Schwab's  discretion.  '  '  Based  on  a  2/^4  survey 
conducted  by  Schwab,  available  upon  request.  $39  minimum  commission.  Full-commission  brokers  may  provide  different  services,  including  personalized  secunties 
recommendations.  Commission  rates  surveyed  are  for  stocks  and  may  vary  for  other  products  +Offer  available  for  individual  investors  only  Limit  one  per  customer 
©1994  Charles  Schwab  &  Co.,  Inc.  Member  SIPCTNYSE.  All  nghis  reserved.  (6/94) 


mance 


TAKE  OUR 
MONEY.  PLEASE 


Watch  out — banks  are  falling  over  themselves  to  lend  again 


E: 


astman  Kodak  Co.  could  have  been 
ex])ected  to  continue  using  Bankers 
Trust  Co.  as  the  lead  bank  on  its 
line  of  credit  when  it  refinanced  the  loan 
this  past  sirring.  After  all,  Bankers  had 
arranged  Kodak's  old  line  in  1992.  But 
when  Kodak  asked  for  bids  on  the  $2.5 
billion  refinancing,  the  response  from 
banks  was  surprisingly  aggressive. 

In  the  end,  Kodak  chose  Bank  of 
America  and  Chemical  to  spearhead  the 
financing.  Kodak  is  now  paying  an  annu- 
al rate  to  have  the  funds  available  of 
just  12.5  basis  points  over  the  London 
interbank  offered  rate  (LIBOR)  for  its 
credit  line,  down  from  25  basis  points 
over  LIBOR  on  its  old  line.  That's  a  small 
change,  but  on  a  $2.5  billion  loan,  it  is  a 
savings  of  nearly  $3.1  million  a  year,  ac- 
cording to  Gary  G.  Schmiedel,  director 
of  corporate  financing.  Chemical,  Baiik  of 
America,  and  Bankers  Trust  decline  to 
comment  on  the  specifics  of  the  financ- 
ing. The  fierceness  of  the  bidding  for 
Kodak's  business  underscores  a  dramat- 
ic change  in  the  market  for  loans:  The 
banks  are  back— big  time. 
FREE  TOASTERS?  Credit  is  spewing  forth 
from  bank  coffers,  and  spreads  on  float- 
ing-rate bank  loans  are  naiTowing.  Lai'ge 
banks'  corporate  lending  is  presently  up 
more  than  6%  over  last  year  (chart), 
and  all  indications  are  that  the  growth 
will  continue.  Now,  things  are  getting 
even  looser:  The  covenants  on  those 
loans  are  easing,  and  the  terms  on  many 
loans  are  lengthening. 
Banks  are  eagerly  fi- 
nancing acquisitions— 
a  far  more  volatile 
business  than  financ- 
ing capital  invest- 
ments—and some 
deals  are  even  get- 
ting done  on  the  ba- 
sis of  borrowers'  an- 
ticipated financial 
strength,  rather  than 
on  their  actual  condi- 
tions when  the  loan 
is  made.  Such  ar- 
rangements were  last 
seen  in  the  heyday  of 


BANK  LENDING 
IS  RISING... 


CHANGE  IN  URGE  BANKS' 
COMMERCIAL  AND 
INDUSTRIAL  LOANS 

YEAR-TO-YEAR 


DATA:  FEDERAL  RESERVE 


aggressive  corpoi-ate  lending  in  the 
late  1980s. 

Bankers  say  their  improved  num- 
bers and  the  heavy  emphasis  on 
investment-grade  financings  are 
making  the  loan  market  today  a 
place  of  relatively  low  risk.  But  for 
many  observers,  the  current  condi- 
tions in  the  corporate  loan  market 
are  all  too  familiar— and  worrisome. 
They  say  that  problems  are  scarce 
today,  and  far  fewer  high-risk  deals 
are  getting  financed  now  than  in 
the  late  1980s.  But  the  eagerness 
of  the  lenders,  and  the  speed  at 
which  banks  have  bid  lower  rates 
on  new  loans,  suggest  that  even 
easier  credit  could  soon  follow,  with 
predictable  results.  "They're  mak- 
ing loans  at  razor-thin  spreads  and 
setting  the  stage  for  making  loans 
later  on  that  will  not  be  good,"  says 
Edward  E.  Furash,  chairman  of  con- 
sulting firm  Furash  &  Go.  "They're 
stretching  again." 

There  are  several  reasons  for  the 
banks'  renewed  appetite  for  lend- 
ing. To  begin  with,  they  have  a  lot 
more  to  lend  these  days  than  they 
did  at  the  beginning  of  the  decade. 
The  fall  in  short-term  interest  rates 
that  began  in  late  1990  enabled 
l)anks  to  buy  securities  whose  pric- 
es were  rising  and  whose  yields 
were  far  higher  than  the  cost  of  funding 
the  investments,  thereby  earning  record 
profits.  Now,  with 
capital  stores  replen- 
ished, banks  are  look- 
ing for  new  places  to 
deploy  their  cash. 

The  strengthened 
capital  at  the  banks 
comes  at  a  time  when 
bonds  and  other  in- 
vestments are  far  less 
alluring.  The  rise  in 
interest  rates  during 
the  first  half  of  the 
year  hit  hard  into  the 
investment  portfolios 
of  banks,  and  contin- 
ued  uncertainty  in 
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the  market  is  making  the  banks  wary  < 
further  investment.  Higher  short-ten 
rates  are  also  boosting  the  cost  of  i 
nancing  bond  investments.  As  a  resul 
banks  that  had  been  snapping  up  fixe( 
income  securities  are  today  looking  f( 
other  investment  options. 

New  rivals  add  to  the  competitivi 
ness  in  the  market  for  corporate  loan; 
CS  First  Boston  and  Merrill  Lynch  ( 
Go.  have  hired  several  corporate-lenc 
ing  specialists  from  money-center  bant 
this  year.  Superregional  banks  are  als 
jumping  in.  Thomas  W.  Bunn,  manaj 
ing  dii'ector  of  NationsBanc  Capital  Mai 
agement  Corp.  in  Charlotte,  N.  C,  sa> 
his  bank  was  second  in  number  of  syr 
dicated  deals  in  1993. 

All  this  means  that  bankers  ar 
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•ambling  over  each  other  to  do  busi- 
ss.  They  are  even  pushing  to  lend  to 
tnpanies  whose  ratings  are  below  in- 
stment  grade. 

R.  Bram  Smith,  managing  director 
d  head  of  loan  syndications,  sales,  and 
iding  at  Bankers  Trust,  says  nonin- 
stment-grade  deals  are  getting  done 
th  more  leverage  and  less  coverage, 
d  "there's  tension  to  put  in  less  equi- 
"  In  addition,  Smith  says,  investment- 
ade  companies  that  were  getting 
ree-  and  five-year  financing  a  couple  of 
ars  ago  can  now  easily  tap  the  market 
[•  seven-year  debt  and  pay  almost  the 
me  rates  and  fees. 

Banks  are  increasingly  quick  to  cede 
otections  on  loans  in  a  bid  to  win  mar- 
it  share.  Companies  that  used  to  be 


required  to  pledge  that  100%  of  their 
excess  cash  flow  would  be  applied  to 
their  bank  debt  are  now  able  to  get 
financing  with  a  75%  requirement 
or  less.  Other  companies  are  obtain- 
ing financing  without  material-ad- 
verse-change clauses— clauses  that 
allow  lenders  to  shut  off  credit  if  a 
borrower's  condition  worsens. 

As  for  banks'  profit  margins  on 
corporate  loans,  they  are  shrinking 
daily.  Companies  are  refinancing 
loans  inside  of  a  year,  obtaining  low- 
er spreads  and  longer-term  loans. 
According  to  Loan  Pricing  Corp., 
publisher  of  a  newsletter  on  the  cor- 
porate-loan market,  Dow  Chemical, 
General  Mills,  Sprint,  and  AT&T  Cap- 
ital, among  others,  have  refinanced 
loans  since  mid- 1993.  In  many  cases, 
companies  are  getting  new  loans 
with  no  associated  fees.  Says  one 
corporate-lending  specialist:  "We  of- 
ten joke  that  we're  not  too  far  away 
here  from  the  point  where  we  pay 
companies  to  lend  them  money." 
IHE  BIG  SCORE.  Acquisition  financing 
is  expanding  at  a  particularly  rapid 
rate.  Says  Thomas  H.  Hodges,  sen- 
ior vice-president  at  First  Chicago 
Corp.:  "The  most  active  market  [for 
loans]  is  for  clients  expanding  by 
acquisition  rather  than  by  building 
new  capacity."  Thrifty  PayLess  was 
a  major  beneficiary  of  the  eager- 
ness  of   banks   to   lend  money 
for  deals.  Thrifty,  then  Thrifty 
Holdings  Inc.,  wanted  a  bank  loan 
to  help  finance  its  acquisition  of 
PayLess  Drugs  from  Kmart  Corp. 
Thrifty  scaled  back  its  original 
plans  to  borrow  $850  million.  Ulti- 
mately, though.  Thrifty  was  able 
to  obtain  $600  million  in  bank  fi- 
nancing, even  though  the  compa- 
ny, a  turnaround  with  new  man- 
agement,   had    just    begun  to 
generate  earnings  and  positive  cash 
flow  after  years  of  losses. 

Many  of  the  bank  loans  getting  com- 
pleted today  are  refi- 
nancings taking  place 
even  before  loans  ma- 
ture. Burlington  In- 
dustries Inc.  enlisted 
Chemical  Bank  in 
May  to  help  it  obtain 
$905  million  in  credit 
that  would  cut  the 
cost  of  its  bank  debt 
to  62.5  basis  points 
over  LIBOR,  down 
from  150  basis  points 
over  LIBOR  on  its  Au- 
gust, 1993,  borrow- 
ing—the company's 
third  refinancing  in  as 
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many  years.  The  maturities  extend  as 
far  as  2001,  and  the  company  is  no  long- 
er subject  to  strict  loan-amortization  re- 
quirements. Says  Chief  Financial  Offi- 
cer John  D.  Englar:  "I  think  we  are  a 
pretty  good  barometer  of  what's  hap- 
pening in  the  bank-loan  market." 

Bankers  argue  that  they  need  to  ex- 
pand their  market  share  in  order  to  get 
the  juicy  deals.  Despite  the  minuscule 
profit  margins  on  most  big  loans  today, 
the  bankers  are  dreaming  of  the  magic 
call  from  a  big  company  looking  for  a 
huge,  high-margin  loan.  "The  transac- 
tion is  going  to  come  where  you  make 
a  lot  of  money,  so  if  you  maintain  a 
presence,  you  stand  a  better  chance  of 
getting  that  deal,"  says  Chad  A.  Leat, 
managing  director  and  head  of  loan  syn- 
dication at  Chase  Manhattan  Bank.  One 
current  high-margin  deal:  bank  financing 
for  Conseco  Inc.'s  acquisition  of  Kem- 
per Financial  Cos.,  led  by  Citibank. 

Smaller  deals  are  often  profitable, 
and  on  the  surface,  they  seem  less 
risky.  Little  deals,  however,  don't  get 
the  market  scrutiny  that  the  big  syndi- 
cated loans  do,  so  banks  can  offer  outra- 
geously easy  terms  and  lend  to  highly 
questionable  credit  risks  in  smaller 
amounts.  "The  market  acts  as  a  very 
good  governor"  on  large,  widely  syndi- 
cated loans,  says  James  B.  Lee,  senior 
managing  director  in  charge  of  struc- 
tured finance  at  Chemical  Bank.  "The 
deals  I  worry  about  more  are  much 
smaller,  where  the  company  is  smaller 
and  its  access  to  the  capital  markets  is 
more  limited." 

No  one  believes  credit-quality  prob- 
lems are  anywhere  near  dangerous  lev- 
els. For  one  thing,  the  economy  is  on 
much  sounder  footing  now  than  it  was 
in  the  late  1980s,  when  lending  was 
last  this  aggressive.  And  many  compa- 
nies have  reduced  their  own  debt  bur- 
dens, making  themselves  better  credit 
risks.  The  banks  themselves  are  also 
healthier. 

Bankers,  however,  have  been  confi- 
dent before,  even  in 
the  years  right  before 
the  emerging-market 
debt  crisis  and  the 
peak  of  leveraged 
buyouts  in  the  boom- 
ing 1980s— periods 
when,  in  hindsight, 
caution  was  warrant- 
ed. Given  the  bankers' 
track  record,  their 
current  confidence 
could  be  the  first  sign 
of  a  problem  in  the 
making. 

By  Kelley  Holland 
in  New  York 
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MERRILL'S  RENCK  DOESN'T 
FLINCH  FROM  PUTTING  25% 
OF  ASSETS  IN  ONE  STOCK 


A  TECH  FUND 
WITH  DERRING-DO 

Jim  Renck's  strategy  nets  eye-popping  gains 


You  might  say  James  K.  Renck 
has  a  green  thumb.  Not  just  be- 
cause he  has  successfully  trans- 
planted close  to  450  pine  and  maple 
trees  onto  the  farmland  surrounding  his 
house  in  New  Hope,  Pa.  But  also  be- 
cause he  has  made  investors  a  ton  of 
the  green  stuff. 

In  the  past  six  months,  Renck's  $525 
million  Merrill  Lynch  Technology  Fimd— 
up  from  $70  million  two  years  ago— re- 
turned close  to  22%.  That's  in  stark  con- 
trast to  the  average  tech  fund,  which 
dipped  0.87%  when  Renck's  fund  is  in- 
cluded in  the  average  and  fell  3%  when 
it  isn't,  according  to  Morningstar  Inc. 
Such  success  isn't  a  flash  in  the  pan:  In 
1993,  Renck's  fund  returned  21%.  In 
1992,  it  racked  up  a  46%  return. 

The  37-year-old  fund  manager  gets 
such  eye-popping  results  by  taking  an 
unconventional  approach.  Many  sector- 
fund  managers  feel  obliged  to  stay  close 
to  fully  invested  and  don't  hold  big  cash 
positions.  But  Renck  has  no  cjualms 
about  having  large  cash  holdings.  At 
one  point  in  1993,  he  had  92%  of  assets 
in  cash.  "I  like  to  have  cash,  because 
people  panic,"  he  says,  noting  that  it's 
more  a  desire  to  have  purcha.sing  power 
than  to  time  the  market.  "I'm  more  con- 
cerned about  product  cycles  than  eco- 
nomic cycles,"  he  says. 

lienc  ;  made  one  recjuest  when  he  was 
given  i  le  fund  to  manage:  Change  its 


status  to  nondiversified.  That  would  re- 
move the  requirements  to  have  75%  of 
assets  diversified  and  not  to  hold  more 
than  5%  of  assets  in  one  stock.  Renck 
has  put  as  much  as  25%  of  assets  into 
one  stock— Micron  Technology  Inc.  He 
has  held  as  few  as  five  stocks  and  does- 
n't like  to  hold  more  than  25.  That  leads 
to  volatility:  "With  concentrated  posi- 
tions and  huge  swings  in  and  out  of  the 
market,  this  is  not  a  mild  fund,"  says 
Morningstar  analyst  Jennifer  Newport. 

Like  Renck's  trees,  the  fund  is  a 
transplant.  Until  mid- 1992,  it  was  part  of 
Sci/Tech  Holdings  Inc.,  a  Merrill-spon- 
sored fimd  Renck  says  was  "a  huge  mar- 
keting success  but  didn't  have  great  per- 
formance"—being  too  broadly  diversified 
and  involving  too  many  fund  managers. 
Renck  keeps  his  operation  small,  using 
one  research  analyst. 


RENCK'S  TOP  PICKS 


Stock  Price-earnings 
price*  rotio 


MICRON  TECHNOLOGY 

34/. 

11.0 

CREATIVE  TECHNOLOGY  LTD. 

18 

15.5 

ACCLAIM  ENTERTAINMENT 

15"/6 

17.0 

APPLIED  MATERIALS 

m 

23.0 

SEGA  ENTERPRISES  LTD.** 

79V, 

35.0 

'As  of  July  5                        ■  "Troded  on  Tokyo  exchonge 
DATA:  MERRILL  LYNCH  &  CO,  NOMURA  RESEARCH  INSTITUTE 

A  willingness  to  sell  stocks  for  short  j 
term  gains  also  makes  Renck's  funy 
stand  out  in  a  crowd.  "You  only  mak 
money  when  you  sell,"  he  states.  "W 
want  a  positive  return  at  the  end  of  th 
year."  He  says  that  can  keep  investor 
•from  being  burned:  "If  you  manage 
fully  invested  portfolio  with  a  top-dow; 
approach,  you're  up  big  one  quarter- 
and  down  big  another  quarter.  We  wor 
at  trying  to  avoid  that."  But  taxes  tak 
a  big  bite  out  of  short-term  capital  gains 
shrinking  the  fund's  20.9%  return  in  199 
to  12.4%  for  inve.stors  in  the  31%  ta: 
bracket.  Investors  in  higher  tax  bracket 
may  want  to  use  the  fund  in  a  tax-she' 
tered  account,  such  as  a  Keogh. 
"PRINTING  MONEY."  Renck  is  now  reir 
vesting  cash,  which  is  down  to  abou 
20%  of  assets.  "We  see  strong  and  irr 
proving  demand  for  a  lot  of  companies, 
he  says.  "There  are  company-specifi 
problems  that  people  say  are  indicativ 
of  slowing  demand.  My  research  say 
that  is  not  the  case."  His  favorite  pick 
still  Micron  Technology.  He  says  th 
company,  the  low-cost  producer  of  dy 
namic  random-access  memory  (DRAM 
chips,  is  "printing  money,"  has  price  ir 
creases  booked  through  1994's  thir 
quarter,  and  could  be  the  leader  in  th 
next  generation  of  its  product. 

Renck  doesn't  always  wind  up  on  th 
winning  side  of  a  bet.  Take  Iwerks  Er 
tertainment  Inc.,  a  high-tech  movie  an 
enteitainment  company.  It  is  one  of  th 
rare  instances  when  the  fund  bought  a 
initial  public  offering.  After  nearly  doi 
bling  from  its  offering  price  of  18,  th 
stock  has  fallen  to  6M.  "It's  a  good  exan 
pie  of  a  company  with  a  lot  of  promis 
that  did  not  execute  its  plan,"  say 
Renck.  "We  blew  it." 

For  the  manager  of  such  a  higl 
octane  fund,  Renck  has  a  remarkabl 
calm  demeanor.  But  frustration  start 
to  show  when  he  talks  about  short-sel 
ers  bad-mouthing  some  of  his  holdings 
such  as  Creative  Technology  Ltd.,  th 
maker  of  Sound  Blaster  audio  cards  fo 
personal  computers  and  one  of  his  top  1 
holdings.  "I  use  these  opportunities  t 
add  to  positions,"  he  says,  massagin 
his  temples.  After  accumulating  th 
stock  at  prices  ranging  from  about  10  t 
14,  Renck  watched  it  drop  to  1054  an 
then  climb  to  18.  "We  have  substantii 
dollar  profits,"  he  says. 

With  two  years  of  performance  t 
Ijrag  about,  Merrill  will  soon  launch  th 
fund's  first  advertising  campaign.  Rend 
who  doesn't  get  paid  on  the  amount  c 
assets  in  the  fund,  nevertheless  says  h 
wants  more  purchasing  power  for  th 
fund.  Given  his  record,  investors  wi 
likely  grant  his  wish. 

By  Suzanne  Woolley  in  Plainsboro,  N.  t. 
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HE  SHORTS  ARE 
TANDING  TALL  AGAIN 


ith  interest-rate  troubles  pummeling  stock  prices,  the  bad-news  bears  are  out  of  hibernation 


^  hort-sellers  are  the  pariahs  of 
1^  the  investment  world.  Unpop- 
W  ular  at  times  of  market  set- 
:ks,  when  they  tend  to  be  the 
y  ones  making  money,  they  suffer 
en  the  markets  climb.  In  the  bull 
rket  of  the  past  three  years, 
irts  have  been  miserable  perform- 
.  But  1994  is  shaping  up  as  the 
it  year  for  short-selling  since 
'0— and  short-sellers  are  thumb- 

their  noses  at  their  enemies. 
A^ith  interest-rate  troubles  pum- 
ling  stock  prices,  including  the 
!r-the-counter  stocks  that  are  the 
at  and  potatoes  of  shorts.  Wall 
eet's  bears  are  charging.  Through 
le  30,  short-selling  limited  partner- 
ps  saw  their  portfolios  climb  17%,  ac- 
ding  to  preliminary  figures  compiled 
Harry  Strunk,  a  Palm  Beach  (Fla.)  in- 
tment  consultant  who  tracks  the  per- 
mance  of  short-sellers.  "Every  time 
I  see  the  NASDAQ  breaking  down,  you 
I  bet  that  the  shorts  are  doing  well," 
s  Strunk.  And  the  NASDAQ  has  been 
ful  this  year,  down  9.6%  vs.  4.3%  for 

Standard  &  Poor's  500-stock  index. 
^KE  EYES.  It's  more  than  just  the  de- 
ling market  that  has  unleashed  the 
irts,  who  sell  borrowed  stock  in  the 
)e  of  replacing  it  at  a  lower  price. 
?re  also  has  been  a  dramatic  falloff  in 
ort-busting"— buying  into  stocks  be- 
ise  they  have  high  short-interest  ra- 
;,  driving  up  the  price  of  stocks  or 
erwise  forcing  shorts  to  replace  the 
ires  they  have  borrowed.  With  the 
rket  decline  taking  the  pizzazz  out 
short-busting,  "the  short 
leezes  have  stopped  en- 
^ly,"  asserts  one  major 
irt-seller. 

Slot  too  surprisingly,  the 
ck  groups  that  have  been 
dest  to  the  short-sellers 
/e  been  crummy  to 
irybody  else.  Casino 
cks,  such  as  President 
'^erboat  Casinos  Inc.  and 
md  Casinos  Inc.,  for  ex- 
ple,  have  been  popular 
ong  the  short-selling  fra- 
nity.  Ditto  for  specialty- 
itaurant  and  computer- 
iworking  stocks,  says 
chael  Murphy,  a  short- 
ler  who  expects  the  lat- 
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ter  group  to  stage  a  recovery.  Biotech 
stocks  and  pharmaceuticals  also  have 
been  swell  shorts,  as  have  the  short- 
sellers'  friend— the  overpriced,  overhyped 
stock.  "The  way  we've  always  made 
money  on  the  short  side  is  through 
stocks  that  are  either  frauds  or  their 
prospects  are  inflated,"  says  Ben  Kopin, 
who  runs  Lynx  Partners  in  Chicago. 

Short-selling's  renewed  popularity  is 
evident  in  the  short-interest  statistics 
released  annually  by  the  stock  exchang- 
es and  NASDAQ,  the  stock-trading  sys- 
tem for  the  over-the-counter  market. 
OTC  short  interest  has  more  than  dou- 
bled over  the  past  three  years,  growing 
at  a  far  greater  pace  than  the  increase 
in  the  number  of  OTC  issues.  But  it's  al- 
most impossible  to  gauge  how  much  of 
this  comes  from  short-only  investment 
managers.  Short-seller  Murphy,  who  ed- 
its the  newsletter  Overpriced  Stock  Ser- 
vice, notes  that  much  of  the  short-selling 
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that's  reflected  in  these  figures  is 
by  hedge  funds,  which  often  devote 
a  portion  of  their  assets  to  short- 
selling. 

Short-sellers  point  to  yet  another 
nontraditional  factor  that  has  boost- 
ed short-selling:  the  growth  of  cus- 
tom derivatives  products.  Some  are 
designed  by  brokerage  houses  for 
customers  desiring  to  bet  on  a  de- 
cline in  stock  groups.  Since  it's  not 
possible  for  an  institution  to  buy  a 
put  option  on,  say,  HMO  stocks,  the 
brokerages  design  one  themselves. 
Then,  to  hedge  their  market  expo- 
sure, the  brokerages  sell  short. 
BURNED.  Still,  it's  too  early  to  expect  a 
return  to  the  salad  days  of  short-sell- 
ing, when  pension  funds  and  other  insti- 
tutions were  pouring  money  into  short- 
only  limited  partnerships.  The  granddads 
of  them  all,  the  Feshbach  brothers  of 
Palo  Alto,  Calif.,  now  run  a  hedge  fund 
that  goes  long  and  short,  instead  of  their 
traditional  short-only  strategy.  The 
biggest  short  nowadays  is  Jim  Chanos, 
whose  Kynikos  short-selling  partnership 
fell  some  40%  last  year— only  to  rebound 
by  a  like  amount  this  year.  (Chanos,  in 
keeping  with  the  publicity-shy  charac- 
ter of  the  short-selling  community,  de- 
clined comment  on  his  performance.) 

Institutions  are  unlikely  to  come  flock- 
ing back  to  shorts  even  if  1994  turns 
out  to  be  a  good  year  for  the  bears. 
They  were  too  badly  burned  by  their 
venture  into  short-selling  in  the  recent 
bull  escapade.  The  behemoths  may  come 
back,  but  only  if  the  market  miasma 
continues  through  the  de- 
cade. Murphy,  for  one,  is  ca- 
tering to  the  institutional 
prejudice  against  shorting 
in  his  newest  enterprise— 
an  S&P  500  index  fund  ad- 
justed by  removing  its  30 
most  overvalued  stocks.  "In- 
stitutions want  to  take  ad- 
vantage of  negative  infor- 
mation, but  they  still  shy 
away  from  short-selling," 
says  Murphy.  And  given 
the  big  boys'  atrocious 
record  at  market  timing, 
maybe  it's  time  to  give 
short-selling  another  look. 

By  Gary  Weiss  in  New 
York 
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BOSTON  CHICKEN 
MAY  REALLY  BE 
LAYING  AN  EGG 


B: 


oston  Chicken  was  one  hell  of 
an  IPO:  The  stock  zoomed  from 
its  offering  price  of  20  a  share 
to  51  in  one  day,  Nov.  8,  1993.  Since 
then,  the  stock  has  cooled  somewhat, 
to  37.  Does  that  make  it  a  compelling 
bargain  now? 

"Forget  it,"  says  a  veteran  restau- 
rant-industry analyst,  who  has  scruti- 
nized what  he  calls  Boston  Chicken's 
"aggressive  type  of  accounting"  and 
"unimpressive  earnings  outlook."  He 
disagrees  with  the  bullish  opinions  of 
analysts  at  Merrill  Lynch  and  Alex. 
Brown,  which  underwrote  the  IPO. 

This  analyst,  who's  at  a  major  Wall 
Street  house,  says  the  stock  "is  ter- 
ribly overvalued."  He  figures  the  com- 
pany, whose  330  quick-service  restau- 
rants (mostly  franchised  outlets) 
specialize  in  rotisserie  chicken,  can 
achieve  only  half  of  the  13%  store-level 
margins  that  the  bulls  are  projecting. 
And  sales,  he  adds,  which  are  initially 
buoyed  by  new-restaurant  openings, 
aren't  rising  as  fast  as  expected.  The 
company's  goal  is  to  have  525  restau- 
rants by  the  end  of  1994. 

A  New  York  hedge-fund  manager, 
who  has  been  shorting  the  stock,  notes 
that  Boston  Chicken  lags  behind  such 
chains  as  IHOP  (International  House  of 
Pancakes),  Au  Bon  Pain,  and  Bob 
Evans  Farms  in  sales  per  square  foot. 
These  companies  trade  at  price-earn- 
ings ratios  ranging  from  17  to  33.  Bos- 
ton Chicken's  p-e  of  51  is  based  on 
1994  earnings  estimates  of  70<P  a  share. 
WELL  SCRAMBLED.  The  New  York  mon- 
ey manager  contends  the  70<f  number 
is  "highly  inflated"  because  it  includes 
royalties  and  fees  from  franchisees  that 
"are  essentially  subsidiaries."  The  com- 
pany's contract  with  fi-anchisees,  most 
of  whose  capital  needs  are  financed  up 
to  75%  by  Boston  Chicken,  stipulates 
they  can  convert  their  loans  into  equi- 
ty after  two  years  and  become  66%- 
owned  Boston  Chicken  subsidiaries. 

To  this  pro,  the  royalties  and  fees 
ai '  really  intercompany  fund  trans- 
fers—but Boston  Chicken  counts  them 
as  re\  cnues.  If  these  royalties  and  fees 
were  removed  from  revenues,  he  says, 
Boston  Chicken  would  show  a  1994 
loss.  He  contends  that,  because  of  high 
food  costs  and  expenses,  or-  a  per-unit 
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basis  most  of  the  Boston  Chicken  fran- 
chisees have  yet  to  show  any  profits. 

Mark  Stephens,  Boston  Chicken's 
chief  financial  officer,  disagrees.  He 
says  the  restaurants  are  profitable, 
and  he  rejects  the  notion  that  the  roy- 
alty and  fee  payments  are  "intercom- 
pany fund  transfers."  The  payments, 
he  explains,  "come  from  the  franchisees' 
operating  profits  and  not  from  the  fi- 
nancing we  provided.  We  are  no  dif- 
ferent from  other  fi'anchisors."  Steven 
Rockwell  of  Alex.  Brown  fig-ures  the 
company  will  earn  $1.15  in  1995. 


SOROS  EXAMINES 
UNIVERSAL  HEALTH 


Why  is  George  Soros  interest- 
ed in  Universal  Health  Ser- 
vices—an $800  million  com- 
pany that  owns  and  operates 
acute-care  and  ambulatory-surgery  fa- 
cilities and  psychiatric  hospitals? 

A  group  controlled  by  the  legendary 
Soros  has  upped  its  stake  in  Univers;  1 
Health  from  5.6%  to  6.5%  and  has  in 
formed  management  it  intends  to  pur 
sue  ways  to  maximize  shareholder  val- 
ue. The  Soros  group,  says  one  money 
manager,  expects  to  meet  with  Uni- 
versal's  top  brass  before  long. 

"That  all  spells  'takeover'  as  far  as 
I'm  concerned,"  says  this  money  pro. 
He  speculates  that  either  Humana,  the 
giant  health-care  and  hospital  company, 
or  Columbia/HCA  Healthcare  will  pro- 
pose a  merger  or  an  outright  buyout  to 
Universal.  Both  Humana  and  Colum- 
bia have  grown  through  acquisitions. 
Columbia  recently  announced  plans  to 
merge  with  Medicdl  Care  America,  an 


operator  of  outpatient  surgery  centers 
Mike  Kicera,  managing  partner  aj 
MKR  Capital  Management  in  Roches] 
ter,  N.Y.,  which  focuses  on  takeove; 
and  special-situation  stocks,  says  Uni| 
versa!  is  one  of  the  most  undervaluei 
hospital  companies  around.  Wherea; 
its  peers  in  the  industry  are  selling  a 
23  to  26  times  earnings,  notes  Kic^Tn 
Universal,  trading  on  the  Big  Boai  ( 
at  25,  sells  at  a  p-e  of  9.  He  think;^ 
the  stock  is  worth  42. 

Investment  adviser  Charles  LaLog 
gia  is  also  convinced  Universal  is 
takeover  target.  "Soros  wants  to  ridi 
the  takeover  wave  that's  starting  t^ 
engulf  the  industry,"  says  LaLoggia. 


PRITZKER  BETS 
BIGGER  ON  DVI 


It's  always  i-eassuring  for  investors 
to  see  big  shareholders  fatten  theii 
stakes  in  a  company  they  owr 
stock  in.  That's  what  is  alluring  about 
DVI  Health  Services,  a  leading  providei 
of  financing  for  users  and  suppliers  o 
sophisticated  medical  equipment.  Tht 
Pritzker  group,  led  by  Chicago  finan 
cier  Jay  Pritzker,  recently  raised  itj 
stake  in  DVI  from  20%  to  30%. 

What's  so  special  about  DVi?  One  i; 
that  the  company  has  close  links  witi 
four  of  the  six  major  suppliers  of  med 
ical-imaging  equipment,  DVl's  biggest 
source  of  business.  The  four  manufac 
turers— Japan's  Toshiba  and  Hitachi 
the  Netherlands'  Philips,  and  Britain'; 
Picker— depend  on  DVi  to  finance  theii 
customers,  which  include  hospitals  and 
outpatient  medical  centers.  The  twc 
remaining  makers  are  General  Elec 
trie  and  Siemens,  both  of  which  pro 
vide  financing  to  customers. 

DVI  has  found  "a  niche  business  in 
the  financing  field,  which  has  been 
very  sound  and  profitable,"  says  in 
vestment  manager  Ralph  Wanger,  oi 
Wanger  Asset  Management,  which 
owns  a  5%  stake.  "DVI  is  the  kind  ol 
stock  we  look  for— a  small-cap,  growth- 
oriented  company  with  stable  manage- 
ment." The  stock,  trading  on  the  Big 
Board  at  9,  is  underpriced,  he  says. 

Although  the  rise  in  interest  rates 
has  thrown  many  financing  companies 
off  course,  says  Wanger,  DVl's  business 
has  continued  to  grow.  New  financing 
is  up  in  the  most  recent  quarter  to 
about  $60  million— more  than  for  all  of 
1993.  That's  partly  because  of  the  ac- 
quisition of  two  companies  in  1993. 
Wanger  sees  earnings  rising  to  70<t  a 
share  in  1995,  up  from  33<t  this  year. 
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ie  For  Being  Merely  Effective " 
Could  Be  Insanely  Awesome? 


Introducing  Z-NOTEFLEX: 
me  Ultimate  Multimedia  Presenter. 

Loosen  your  tie,  and  get 
ready  to  bring  down  the  house. 
With  Z-NOTEFLEX,  Zenith 
Data  Systems'  new  multi- 
media showstopper 
Built  around  a  powerful 
notebook,  the  Z-NOTEFLEX 
system  lets  you  take  the  show 
on  the  road,  and  carry  it  around 
in  your  hand.  With  sharp,  z^notefijex 

I        i:     1       •    1  up  to 

coiorrul  video  and  stereo     '"•■'i'^^-f~75i^Hz processor 

ll'-lnl  (;Hs/tii'ss  audio 


(U  Inv-nuHnx.  256-color 
L  CD  display 

I  LHXSITE 
l-<~  Ddisplaiisland 

FLEXDAY 
hniery  iharciing  huj 
floppy  dnvc  hay 

enlianccd  port  replicator 
two  type  III  PCMCIA  slots 
netu'orkinci  module 

l-LEXSllOW 
douhle-speed  CD-ROM  dnw 
amplified  stereo  speakers 
Imi  lupe-lll  PCMCIA  slots 
iillrgraled  power  supply 


sound,  your  business  pre- 
sentations are  sure  to  get 
attention.  Detaching  the 
I^CD  display  and  placing  it 
in  front  of  your  viewers  will 
have  an  even  greater  impact." 
And  the  Z-NOTEFLEX  s 
modular  components  offer 
you  a  wide  range  of  system 
enhancements,  multi- 
media capabilities  and 
peripheral  solutions.  So  you 
custom  order  the  features  you 
want  today  then  upgrade 
when  you  re  ready  MuItimediaPC 
Your  audience  wants  something  worth 
watching  And  the  Z-NOTEFLEX  delivers. 
Make  that  connection,  and  you  could  be  an 
overnight  success. 

Call  us  for  the  awesome  details. 
I -800-289- 1279,  Ext.  5122 
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CLASS  ACTIONS  I 


lAOK  WHO'S  TALKING 
SETTLEMENT 


Now,  companies  see  class  actions  as  ways  to  limit  the  damage 


R 


onald  L.  Motley  has  been  like  an 
airborne  toxin  to  the  asbestos  in- 
dustry. In  as  many  as  100  trials, 
the  50-year-old  plaintiff  attorney  has 
made  a  career  out  of  vilifying  asbestos 
manufacturers.  Once,  Motley  donned  a 
doctor's  white  coat  and  toy  stethoscope 
in  the  courtroom  to  belittle  the  testi- 
mony of  an  industry  expert  witness.  An- 
other time,  the  flamboyant  South  Caro- 
linian lugged  a  box  covered  with  a  giant 
skull  and  crossbones  into  a  courtroom  to 
illustrate  the  shortcomings  of  one  man- 
ufacturer's warning  labels.  And  though 
he  was  admonished  by  a  judge  for  that 
prank.  Motley's  ingenious  trial  tactics, 
devised  on  behalf  of  some  7.5,000  aslies- 


tos  victims  over  the  past  20  years,  have 
made  him  one  of  the  most  feared  and  re- 
spected attorneys  in  the  country. 

So  why  are  so  many  of  the  plaintiff 
lawyers  and  legal  scholars  who  once  ad- 
mired Motley  suddenly  scorning  him? 
They  say  it's  because  he  has  joined  a 
growing  movement  among  companies  to 
use  class  actions  to  cut  off  liability  from 
seemingly  endless  litigation.  The  recent 
settlements  involve  such  minefields  of 
liability  as  asbestos  and  silicone  breast 
implants.  The  problem  is,  Motley's  critics 
charge,  the  new  class  action  settlements 
may  all  but  eliminate  the  rights  of  plain- 
tiffs to  sue  manufacturers  in  the  future. 
"The  courts  have  sold  [future]  plaintiffs 


down  the  river,"  declares  Columbia  Ul 
versity  law  professor  John  C.  Coffj 
who  has  been  involved  in  the  asbesll 
litigation. 

Motley,  who  helped  negotiate  a  $1 
lion  settlement  last  year  with  20  of 
largest  asbestos  manufacturers,  says 
settlement  is  actually  better  for  plaint^ 
than  the  court  system.  He  points 
that  plaintiffs  will  no  longer  have 
wait  years  to  collect  their  awards,  co 
panies  get  to  cap  their  liability  forev 
and  judges  can  clear  their  crowded  do 
ets.  "It's  time  to  stop  spending  $2 
transaction  costs  for  every  $1  that  gc 
to  victims,"  says  Motley.  "It's  a  sin  to 
invent  the  wheel  thousands  of  times 
year." 

"THE  EXTRA  MILE."  Yet  the  settlem^ 
Motley  helped  craft  with  such  asbest 
makers  as  Pfizer  Inc.  and  GAF  Coi 
(now  called  iSP)  and  the  $4.2  billion  ii 
plant  deal  hammered  out  this  April  ha 
raised  questions  about  whether  victin 
rights  are  being  sacrificed  for  an  ei 
cient  end  to  troublesome  litigation.  U 
like  most  class-action  deals,  which  cov 
the  plaintiffs  who  file  the  suits,  the 
settlements  cover  future  plaintiffs.  Cr 
ics  say  benefits  for  individui 
who  aren't  yet  sick  seem 
pale  in  comparison  with  the 
for  present  plaintiffs  who  a 
represented  zealously  by  ad\ 
cates  such  as  Motley. 

In  the  asbestos  deal,  ma 
facturers  insisted  that  futu 
claimants  demonstrate  mo: 
serious  medical  conditio: 
than  current  plaintiffs  are 
(juired  to  before  they  c 
qualify  for  compensation.  C: 
ics  say  Motley  agreed  to  thoi 
temis  in  return  for  a  generoi 
$215  million  settlement  for 
14,000  present  clients.  Wha 
more.  Motley  and  his  CharL 
ton  (S.  C.)  firm,  Ness,  MotI 
Loadholt,  Richardson  &  Poo' 
will  split  an  estimated  $75  m| 
lion  with  their  co-counsel 
a  result  of  the  $215  milli 
deal.  Motley  defends  the  pa 
but  says  it  is  ultimately  up 
"the  judge  to  decide  if  an; 
thing  is  wrong." 

As  part  of  the  asbestos  a| 
cord,  defendants  are  requin 
to  notify  potential  plaintif: 
al)Out  the  settlement  and  th' 
options  through  national  a- 
vertising  and  letter  ca 
paigns.  Anybody  who  does  ni 
want  to  be  part  of  the  de; 
can  opt  out  by  submitting 
form  to  the  court.  "We  walk' 


REVERSAL  OF  ffORTUNE 

Many  companies  that  once  vigorous- 
ly fought  class-action  settlements  are 
now  welcoming  them  as  a  means  of 
ending  their  litigation  nightmares. 
Here's  why: 

FUTURE  VICTIMS  ARE  COVERED 

Companies  increasingly  demand 
inclusion  of  both  current  and  future 
jlciintiffs  as  a  way  to  cop  their  overall 
iability. 

PAYMENT  SCHEPULES  Standardized 
payouts  eliminate  Hie  prospect  of 
wildly  disparate  jury  verdictis,  thus 
enabling  companies  to  plart  better  for 
their  future  liability.  4^ 

SELECTIVE  COMPENSATiM  Certain 
victims/who  otherwise  wo^|;|)e 
entitled  to  payments,  will  nlfflSftger 
be  able  to  collect  damages  Wfteir  . 
injuries.  For  example,  asbeslKs'; 
victims  diagnosed  with  less  s»^'us 
conditions  ore  excluded  from 
compensation  in  a  new  agreemeht 
with  defendants, 

TRUNCATED  LITIGATION  Suits  and 

k settlements  ore  filed  on  the  same  day, 
blimindting  the  need  for  lengthy  legal 
DiOneuverifig. 
I  '        ,  DATA:  BUSINESSWEEK 


MOTLEY:  "IT'S 
TIME  TO  STOP 
SPENDING  $3  IN 
TRANSACTION 
COSTS  FOR  EVERY 
$1  THAT  GOES  TO 
VICTIMS" 
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'Give  me  power  and  versatility. . . 
/        arid  watch  out!' 


"I  operate  a  small  business. . .  but  !  [ 
compete  with  big  business.  So  my  phone  ] 
system  has  to  be  big  time,  too."  ■ 
It's  hard  to  be  competitive  ; 
when  your  phone  system  isn't.  So  i 
NEC  developed  a  new  PBX,  the  ] 
NEAX®2000  IVS,  to  put  the  power 
and  versatility  ofbig  phone  systems  ^ 
into  the  hands  of  small  businesses,  i 
It's  fast,  reliable  and  filled  with  \ 
capabilities  to  enhance  incoming 
caller  service,  increase  employee  pro-  ; 
ductivity,  and  improve  efficiency.  i 
Because  increased  caller  activity  ^ 
should  translate  into  more  business,  j 
not  more  business  challenges.  1 
And  with  application  features  that ; 
allow  integration  with  your  computer  ? 
network  and  other  information  sys-  \ 
tems,  the  NEAX2000  IVS  is  as 
versatile  as  it  is  powerful.  \ 
Ifa  phone  system  that  allows  you  \ 
to  do  so  much  sounds  too  good  to  be  | 
true,  remember,  it's  from  NEC,  a  j 
leader  in  communications  technology ; 
for  over  90  years.  And  when  you've  i 
got  that  kind  of  expertise  on  your  1 
side,  your  competitors  had  better  ' 
watch  out.  4 
For  more  information  on  how  the ; 
NECi^^     IVS  ^gn^^ 


NEC  America.  Inc. 


the  extra  mile  to  give  notice  on  a  broad- 
er scale  than  anyone  has  done  in  the 
past,"  says  Lawrence  Fitzpatrick,  presi- 
dent of  the  Philadelphia-based  Center 
for  Claims  Resolution,  an  industry  group 
formed  to  manage  asbestos  litigation. 

The  problem  is,  there's  little  way  of 
knowing  who  future  claimants  will  be. 
Victims  of  asbestos-related  ailments  of- 
ten don't  develop  diseases  for  years  and 
in  some  cases  aren't  even  aware  that 
they  have  been  exposed.  That  makes  it 
difficult  for  them  to  know  whether  to 
forgo  the  deals  being  cut  now.  So  far, 
some  260,000  out  of  potentially  millions 
of  plaintiffs  have  opted  out  of  the  settle- 
ment. Those  who  didn't  may  now  have  a 
hard  time  getting  out  and  will  have  to 
abide  by  the  terms  of  the  $1  billion  deal. 
And  unlike  Motley's  current  clients,  vic- 
tims who  suffer  less  serious  symptoms 
such  as  spots  on  the  lungs  won't  qualify 
for  compensation. 

FRUSTRATED  FOREIGNERS.  The  breast-im- 
plant settlement,  which  was  spearhead- 
ed by  Dow  Corning  Corp.  and  Baxter 
Corp.,  has  also  come  under  attack.  Un- 
der the  agreement's  terms,  future  vic- 
tims may  find  that  the  fund  set  up  to 
pay  them  will  be  depleted  by  the  time 
they  get  sick.  Foreign  women,  who 
bought  half  of  all  U.  S.-made  implants, 
receive  only  about  3%  of  the  compensa- 
tion set  up  for  women  who  become  ill. 
Their  lawyers  say  that's  because  they 
were  excluded  from  talks  the  companies 
held  for  18  months  with  plaintiffs'  at- 
torneys Stanley  M.  Chesley  and  Ralph  I. 
Knowles.  By  the  time  attorneys  for  the 
foreign  women  were  allowed  in,  "the 
cake  was  baked,"  gripes  Manhattan  at- 
torney Sybil  Shainwald,  who  represents 
many  foreign  women. 

Knowles  and  Chesley  say  the  deal  is 
fair,  noting  that  women  could  opt  out  of 
the  settlement.  But  to  some  foreign 
women,  that's  little  consolation.  By  law, 
they  then  could  only  sue  manufacturers 
in  their  own  countries,  which  traditional- 
ly reward  plaintiffs  less  money  than  do 
courts  in  the  U.  S. 

Whether  these  increasingly  common— 
and  controversial— settlements  will  stand 
up  in  court  remains  to  be  seen.  Both 
the  silicone-breast-implant  accord  and 
the  asbestos  settlement  will  l:)e  reviewed 
later  this  summer  by  district  court  judg- 
es. But  many  legal  experts  believe  that 
ultimately  it  will  take  a  decision  by  the 
Supreme  Court  to  balance  the  rights  of 
individuals  with  the  need  for  efficient 
.settlements. 

Motley  isn't  waiting  around  to  see 
'hat  happens.  He's  already  hot  on  the 
Li  lil  of  the  next  class-action  frontier: 
tobacco.  With  the  cigarette  industry's 
avowed  policy  never  to  settle.  Motley's 
toughest  battle  may  be  yet  to  come. 

By  Catherine  Yang  in  Washingtm 
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ROGER  SCHANK 

WANTS  YOUR  CHILD'S  MIND 


i 


His  team  of  multimedia  pioneers  aims  to  change  the  way  kids  lear 


For  such  a  smart  guy,  Roger  C. 
Schank  could  use  a  few  lessons  in 
tact.  During  a  two-hour  conversa- 
tion in  his  sprawling,  41st-tloor  home  on 
Chicago's  Gold  Coast,  the  artificial-intel- 
ligence guru  turned  educator  brands 
most  "edutainment"  software  as  "crap," 
blasts  student-testing  methods  as  "mea- 
suring all  the  wrong  things,"  and  chides 
school  administrators  for  "taking  30 
years  to  realize  that  overhead  projec- 
tors could  move  fi'om  the  bowl 
ing  alley  to  the  classroom 

Given  such  repartee, 
it  would  be  easy  i 
dismiss  Schank,  di 
rector  of  North- 
western Universi 
ty's  Institute  for 
the  Learning  Sci- 
ences (ILS)  and 
former  chief  of 
Yale  University's 
Artificial  Intelli- 
gence Project,  as 
an  academic  gadfly. 
Mistake.  Schank  and 
his  team  of  150  scie 
tists  and  graduate 
dents  at  ILS  are  pur- 
suing a  serious  mis- 
sion: using  comput- 
ers and  multimedia 
software  to  revamp 
education  and  busi- 
ness training. 
STORY  THEORY.  In 
Schank's  view,  Amer- 
ica's schools  badly 
need  reform  because  they  fail  to  make 
knowledge  relevant  to  students.  He 
blames  large  class  sizes  and  curriculums 
that  make  students  memorize  the  same 
facts  in  lockstep,  which  turns  kids  off 
leai-ning  and  doesn't  teach  them  how  to 
apply  knowledge  productively.  The  best 
way  to  learn,  he  argues,  is  to  get  in- 
formation just  when  you  need  it.  And 
that  means  individual  instruction. 

Cheaper  computers  and  information 
networks  are  the  tools  of  Schank's 
would-be  revolution.  ILS,  with  an  annual 
budget  of  $8.5  million  primarily  from 
the  Pentagon's  Advanced  Research  Proj- 


ects  Agency  and  Andersen  Consult!; 
does  cutting-edge  research  on  how  t 
human  mind  processes  information,  th 
applies  the  insights  to  develop  mul 
media  software  that  can  teach  studen 
individually.  "Schank  and  the  ILS  are 
oneers  on  a  wild  frontier"  of  educatio 
says  John  R.  B.  Clement,  an  education 
computing  expert  at  the  National  S^ 
ence  Foundation. 

At  the  core  of  Schank's  work  are  t\ 
ories  about  story-based  teac 
and  goal-based  lear 
g.  Schank,  hke  mai 
educators,    is  co 
vinced  that  stori 
are  the  most  efft 
tive  teaching  too 
And  based  on  h 
own  theories 
memory,  Schar 


SOUND  BITES  FROM 
CHAIRMAN  SCHANK 

Erudite  and  opinionated,  the 
artificial-intelligence  guru  turned 
educational-software  expert  is 
never  at  a  loss  for  blunt  words 


also  believes  th 
the  most  comple 
earning  occu 
when  new  inform 
tion    is  present* 
just   as   a  stude 
needs  to  use  ii:  That 
len  the  brain  index( 
information  mo; 
quickly. 

To  create  an  ele 
tronic,  just-in-tin 
teacher,  Schank  h 
developed  softwai 
tools  that  intera^ 
with  video.  The  ILS 
ASK  systems,  as  the 
are  called,  let  sti 
dents  choose  among  predetermined  que 
tions  about  a  topic  or  even  type  in  the 
own  queries.  Special  "case-retrieval"  so; 
ware  gives  students  access  to  a  vid( 
database  of  experts  who  relay  "storie 
about  the  subject.  During  such  a  se 
sion,  indexing  software  continual! 
changes  the  available  answers  and  fc 
low-up  questions  based  on  the  previoi 
question  or  response,  or  the  student 
shifting  interests. 

In  this  way,  the  ILS  program  Broa( 
cast  News  is  currently  being  used  as 
tool  to  teach  political  science  at  a 
Evanston  (111.)  high  school.  A  team 


I, 


74  BUSINESSWEEK/JULY  18,  1994 


UCATIONAL 
ARE 


commercial 
ional  soft- 
crap. 

apers]  don't 
fond  much 
earning,  so 
Dve  toward 
inment." 


idents  produces  a  TV  news  story  on  1 

10  constitutional  issues,  such  as  that 
sed  by  the  Rodney  King  beating, 
ich  was  tried  as  a  federal  civil  rights 
56.  As  they  write  a  script  and  edit 
n  from  a  library  of  video  clips  and 
erviews  with  experts,  students  learn 
)ut  political  science.  Use  the  word  "al- 
ed"  when  describing  the  accused  po- 
;  officers  in  the  script,  for  instance, 
1  the  computer  hits  you  with  a  text 
i  video  discussion  of  the  presumption 
innocence  in  American  jurisprudence. 

11  the  attack  "racially  motivated,"  and 
!  software  opens  a  dialogue  about  race 

relations  in  the  U.  S. 

Once  an  initial  pro- 
gram is  developed, 
similar  ones  can  be 
"built"  upon  it— at  a 
much  lower  cost.  ILS 
spent  $120,000  to  pro- 
duce for  Chicago's  Mu- 
seum of  Science  &  In- 
dustry an  exhibit  that 
allows  museum-goers 
lo  play  the  role  of  a 
genetic  counselor  to 
ients  concerned  about  sickle-cell  ane- 
1.  But  future  projects  based  on  the 
ne  computer  program  as  the  Chicago 
libit  will  cost  90%  less. 
AK  ON  DETAILS.  The  same  tools  are 
uable  for  employee  training.  "One  of 
i  problems  that  business  has  is  that 
M  employees  come  in  with  a  school 
id-set,"  says  GE  Capital  Corp.  Senior 
;e-President  James  A.  Colica.  "They 
I't  understand  things,  they  just  re- 
it  them  by  rote."  Based  on  Schank's 
rk,  he  has  created  a  multimedia  sim- 
tion  course  to  train  new  credit  man- 
ors in  loan  underwriting.  The  soft- 
re  teaches  "perspective  and  judgment 
Is,  just  like  on-the-job  training,"  Coli- 
adds. 

Schank's  current  fascination  with 
rning  is  a  far  cry  from  the  Brook- 

I  childhood  where  he  spent  more 
le  throwing   footballs— he  would 

II  like  to  play  quarterback 
■  the  New  York  Giants— 
in  he  spent  hitting  the 
jks.  A  bright  but  not  par- 
ularly  motivated  kid,  he 
iduated  322nd  in  his  high 
lool  class  of  670.  Schank's 
'ly  years  as  an  undergrad- 
te  math  major  at  Carne- 
!  Institute  of  Technology 
ren't  distinguished  either, 
probably  shouldn't  have 
iduated,"  he  recalls,  "since 
lid  precious  little— other 
in  play  ball  and  play  fraternity." 
Luckily  for  the  48-year-old  Schank, 
;  growing  interest  in  the  relationship 
iween  mathematics  and  language  pro- 
led  the  discipline  to  earn  master's 


ON 

NINTENDO 


ON  THE  INFO 
SUPERHIGHWAI 


"Most  of  it's  just 
hype. ..like  the  idea 
that  experts  will  be 
waiting  on-line  to 
answer  questions. 
Who  has  the  time? 
Most  of  the  time  my 
answer  is  'read  my 
book.'" 


and  doctoral  degrees  in  lin- 
guistics at  the  University  of 
Texas.  From  there  it  was  a 
short  jump  into  the  nascent 
artificial-intelligence  field, 
which  was  trying  to  develop 
computers  that  could  simulate 
human  reasoning  and  commu- 
nication. In  the  late  1960s, 
Schank  landed  a  computer-sci- 
ence teaching  job  at  Stanford 
University.  Then,  as  the  di- 
rector of  Yale's  Al  Lab  from 
1989,  Schank  hit  the  big  time,  attract- 
ing venture  capital  to  start  two  Al  soft- 
ware companies  and  stirring  a  heated 
debate  over  his  views  about  how  hu- 
man memory  is  organized. 

Colleagues  concede  that  Schank's 
ideas  can  sometimes  get  lost  in  the  furor 
caused  by  how  he  expresses  his  opin- 
ions. "Roger  is  a  genius  who  rubs  off 
on  people— sometimes  that's  good,  some- 
times not,"  says  David  J.  Urban,  presi- 
dent of  Compu-Teach  Inc.,  the  education- 
al-software company  based  in  Redmond, 
Wash.,  Schank  founded  in  1982.  Agrees 
Stephen  C.  Mott,  CEO  of  Cognitive  Sys- 
tems Inc.,  an  Al  company  Schank  found- 
ed: "Roger  has  a  way  of  telling  people 
they're  full  of  it  at  the  same  time  he's 
asking  them  to  write  a  $1  million  check." 

Although  he  is  brilliant  at  conceptual- 
izing ideas,  Schank  can  be  weak  on  de- 
tails, colleagues  say.  In  1987,  while 
Schank  was  chairman.  Cognitive  Sys- 
tems narrowly  averted  financial  ruin 
after  its  then-chief  financial  officer  made 
more  than  $1  million  in  unauthorized 
withdrawals  and  stock-index  trades,  ac- 
cording to  Securities  &  Exchange  Com- 
mission documents.  Schank  resigned 
from  part-time  management  soon  after- 
ward. Concedes  one  admirer:  "Roger  is 
interested  in  the  conceptualization  and 
the  plan,  but  once  something  gets  un- 
der way,  he  isn't  there  anymore." 

ILS,  created  five  years  ago,  may  be  an 
exception.  Andersen  wanted  to  bolster 
Northwestern's  computer-science  depart- 
ment, so  it  offered  $15  million 
to  start  the  institute.  Today, 
ILS  employs  an  inter-  discipli- 
nary staff  of  teaching  faculty 
from  Northwestern  plus  graph- 
ic artists,  video-production 
technicians,  and  graduate  stu- 
dents. It  houses  18  "fellows," 
who  are  employees  of  its  cor- 
porate sponsors:  Andersen, 
Ameritech,  and  British  utility 
North  West  Water.  After  two 
years,  fellows  earn  master's 
degrees  and  take  Schank's 
thinking  back  to  their  companies. 

Why  the  corporate  tie-in?  "That's 
where  the  money  is,"  Schank  says  blunt- 
ly. Since  learning  concepts  are  the  same 
whether  the  student  is  an  adult  or  a 


"There's  a  lot  to 
be  learned  from 
Nintendo.  The  prob 
lem  is  that  what  it 
teaches— basically 
hand-eye  coordina- 
tion—isn't worth 
learning." 

1974  to 


child,  companies  provide  in- 
valuable testing  labs— with- 
out the  politics  involved  in 
using  new  educational  mate- 
rials in  the  schools.  "All  [that 
companies]  are  interested  in 
is  if  it  works  and  will  it  save 
money,"  says  Schank. 
SMARTCST  MOVE.  That's  a  ma- 
jor reason  Andersen,  which 
spends  $200  million  annual- 
ly on  training  for  its  30,000 
employees,  wants  to  extend  its  support 
of  ILS  for  five  more  years.  Schank's 
group  developed  a  36-hour  multimedia 
PC  version  to  replace  Andersen's  80-hour 
business-practices  course,  previously  tak- 
en by  every  new  consultant  at  one  of 
two  training  centers.  In  one  segment, 
for  instance,  students  play  the  role  of  a 
human  resources  manager  for  a  manu- 
facturing plant.  They  are  faced  with  de- 
cisions about  salaries,  training,  and  pro- 
motion for  a  cast  of  employees  whose 
performance  histories  can  be  investigat- 
ed at  the  touch  of  a  button.  Anderson's 
top  consultants  provide  plenty  of  advice 
in  the  form  of  video  "war  stories"  culled 
from  taped  interviews.  By  no  longer 
sending  employees  to  its  centers  for 
training,  Anderson  saves  up  to  $10  mil- 
lion a  year,  says  Partner  John  D.  Smith. 

Corporate  training  may  not  be  the 
only  use  for  such  tools. 
Baby  Bell  Ameritech 
Corp.  has  spent  more 
than  $1.5  million  to 
sponsor  ILS  research  in 
hopes  that  it  will  lead 
to  interactive  products 
for  use  on  the  Infor- 
mation Superhighway. 
"Roger  is  working  on 
reshaping  the  way 
people  interact  with  information,  and 
that  fits  our  vision  of  wanting  to  manage 
information  for  customers,"  says  Ameri- 
tech Vice-President  James  A.  Goetz. 

Yet  Schank's  top  goal  remains  better 
education  for  kids.  He  hopes  to  have  ILS 
software  ready  for  schools  within  three 
years,  but  some  software  developers 
doubt  that  Schank,  a  perfectionist,  will 
produce  software  cheaply  enough  to 
make  it  commercially  viable.  Says  one: 
"They've  got  decent  products,  but  de- 
cent isn't  what  Schank  is  about.  It  may 
take  someone  else  to  bring  these  to 
market." 

Whoever  commercializes  ILS's  ideas, 
the  technology  is  overdue.  Artificial-in- 
telligence experts  "have  promised 
things  that  probably  can't  be  built,  like 
the  all-knowing  machines  that  you  see 
in  Star  Trek''  Schank  says.  "But  maybe 
we  could  build  a  machine  that's  good  as 
a  teacher."  That  would  be  his  smart- 
est move  yet. 

By  James  E.  Ellis  in  Chicago 


ON  ORDERING 
DINNER 


"Most  people  enjoy 
eating  a  meal  with 
me  because  they'll 
have  a  better  meal 
than  if  they  ordered 
themselves. 
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HOPE  fOR  OIL  SPILLS 

IS  A  THING  WITH  FEATHERS 


Oil-soaked  seabirds 
wouldn't  be  sur- 
prised to  learn  that 
feathers  could  be  used 
to  mop  up  marine  oil 
spills.  Researchers  at  the 
Regional  Technical  Col- 
lege at  Tralee,  County 
Kerry,  Ireland,  have 
shown  that  feathers  pick 
up  oil  better  than  other 
natural  substances  do— 
and  are  cheap  to  boot. 
Michael  Murphy,  a  lec- 
turer in  analytical  sci- 
ence and  chemistry  at  the  college,  says  feathers  absorb  14 
times  their  own  weight  in  oil.  Peat,  the  next  best  natural  ma- 
terial, absorbs  less  than  twice  its  weight. 

The  group  has  developed  two-inch-thick  "quilts"  up  to  20 
feet  long  made  from  feathers  encased  in  nylon  mesh.  These 
are  laid  on  a  spill  then  hauled  aboard  a  boat  and  run  through 
rollers,  which  forces  the  oil  out  for  later  disposal  or  recycling. 
The  quilts  can  be  used  up  to  three  times— albeit  with  re- 
duced absorbency  after  each  use— before  final  disposal  by 
burning  or  in  a  landfill.  And  the  feathers  are  free— from  a  lo- 
cal chicken  factory  that  would  otherwise  dump  them.  Smaller 
"pillows"  could  mop  up  spills  in  garages,  factories,  and  labs. 


SON  OF  THE  SUPER  COLLIDER 
HEADS  TO  EUROPE 


ow  that  the  Superconducting  Super  Collider  is  history, 
I  the  physics  community  is  anticipating  the  go-ahead  for  a 
junior  version  of  the  SSC  at  CERN,  the  big  European  physics 
lab  that  straddles  the  Franco-Swiss  border.  The  $1.8  billion 
Large  Hadron  Collider  (LHC),  which  will  take  eight  years  to 
build,  would  be  the  world's  most  powerful  atom  smasher— and 
make  CERN  a  magnet  for  physicists  from  around  the  world. 

The  19  countries  that  fund  CERN  were  expected  to  approve 
the  LHC  on  June  24,  but  there  was  a  last-minute  hitch.  Cierma- 
ny  and  Britain  are  pushing  Switzerland  and  Fi-ance  to  pick  up 
a  bigger  share  of  the  costs  to  reflect  the  benefits  that  will  flow 
to  their  local  economies.  Still,  there's  little  doubt  that  the 
project  will  move  ahead  soon.  Germany  and  Britain  back  the 
LHC  in  principle.  And  Washington  seems  ready  to  fork  over  a 
few  hundred  million  dollars  to  guarantee  access  by  U.  S. 
physicists— and  avert  a  brain  drain.  Late  July  now  seems  the 
likely  time  for  uncorking  the  champagne. 


PRODUCING  CARBON-CARBON 
FAST-FAST 


Carbon-carbon  composites  are  the  stuff  of  desperation. 
They're  among  the  toughest,  most  heat-resistant  materials 
around,  but  they're  such  a  pain  to  produce  that  they'i'e  used 
I  only  when  nothing  else  will  do.  Such  as  for  the  exhaust  nozzles 
on  NASA  rockets.  Or  for  jetliner  brake  linings,  where  light- 
weight, carbon-reinforced  carbon  composite  not  only  saves 
pounds  but  outlasts  steel  linings  2  to  1. 


Four  months  ago,  W.  J.  "Jack"  Lackey,  a  senior  research 
at  Georgia  Tech  Research  Institute,  had  an  inspiration.  I 
hung  a  so-called  preform— a  mat  with  multiple  clothlike  laye 
woven  from  carbon  fibers— in  an  oven  and  heated  it  to  1,200 
Next,  he  forced  methane  gas  through  the  preform.  Wh( 
methane  molecules  came  into  contact  with  the  hot  prefon 
they  broke  down  and  deposited  their  carbon  atoms  on  the 
bers.  After  eight  hours,  carbon  atoms  filled  all  the  voids  ai 
turned  the  mat  into  a  solid  sheet.  The  usual  method— repe: 
edly  soaking  a  mat  with  a  resin  and  baking  off  the  noncarb( 
atoms— produces  toxic  gases  and  takes  weeks.  Lackey  says  1: 
process  is  30  times  as  fast.  That  could  make  carbon-carb< 
parts  affordable  for  car  engines. 


THIS  'POPCORH'  CAN  STOP 
ACID  RAIN  BEFORE  IT  STARTS 


To  keep  coal-fired  power  plants  from  belching  chemica 
that  cause  acid  rain,  emissions  are  bubbled  through  vats 
limestone  sludge  before  they  even  reach  the  smokestack.  A 
though  effective  in  removing  sulfur  dioxide,  the  vats  don 
catch  nitrogen  oxide,  another  acid-rain  villain.  And  the  met 
od  requires  costly  equipment  that  is  frequently  clogged  t 
sludge  and  corroded  by  acid  by-products. 

Engineers  at  Northeastern  University  may  have  a  cheap( 
way  to  capture  acid-rain  culprits:  spraying  a  patented  com! 
nation  of  calcium  carbonates  and  magnesium  carbonates  inl 
the  combustion  chamber  of  the  plant.  When  particles  hit  tl: 
right  temperature,  they  "pop"  like  popcorn.  Popping  increas( 
the  siu'face  area  of  the  particles,  which  maximizes  their  abilil 
to  absorb  sulfur  dioxide.  Another  benefit:  When  the  "po] 
corn"  pops,  it  releases  acetone,  which  reacts  with  nitrogen  o: 
ide  and  turns  it  into  harmless  nitrogen.  A  harmless  chalky  re 
idue,  gypsum,  is  left  behind.  The  acetone  used  to  produce  th 
carbonates  is  costly.  But  inventors  Yiannis  Levendis  and  Doi 
aid  Wise  are  working  on  extracting  acetone  from  sewage  an 
other  organic  waste.  That  could  reduce  the  price  fi'om  $500 
ton  to  less  than  $100. 


A  RADAR  DEVICE 

FOR  DUPING  SPEED  DEMONS 


For  years,  speedy  driv- 
ers have  used  radar 
detectors  to  spot  police 
before  the  police  spot 
them.  Now,  speeders 
have  another  thing  to 
worry  about.  A  small 
electronics  company  in 
Indianapolis  called  Elec- 
tronic Rainbow  Inc.  is 
selling  a  $50  device 
called  "The  Zapper"  that 
sets  off  radar  detectors 
in  cars  even  if  there  are 
no  police  around. 

The  device,  which  looks  and  works  like  a  garage-door  oper 
er,  sends  out  a  10.5  gigahertz  radio  signal,  the  same  typ 
transmitted  by  police  radar  guns.  So  if  a  truck  driver  tailgate 
you,  you  could  set  off  his  radar  detector  and  get  him  to  bac 
off.  Or  you  could  slow  down  a  detector-equipped  car  whizzin 
past.  The  device  went  on  .sale  earlier  this  year.  Ron  Ross 
president  of  the  company,  says  20%  are  sold  to  oft'-duty  polic 
who  want  to  instill  fear  in  the  hearts  of  reckless  drivers 


76  BUSINESSWEEK/JULY  18,  1994 


SCIENCE  &  TECHNOLC  { 


"I  know  I  need  to  reengineer  my  company,  but  how?" 


You're  committed  to  dramatically  changing  your 
3mpany.  You've  set  goals.  You've  gone  back  to  a  blank 
mvas.  Now  what? 

From  fresh  ideas,  all  the  way  to  final  implementation, 
iTthur  Andersen  can  help. 

Experienced  Arthur  Andersen  professionals  start  by 
:iaring  operating  practices  vdth  you  from  around  the  world. 
bu'U  learn  not  only  what  works  for  others,  but  what  works 
?sf  for  others.  So  your  quest  for  major  process  improvement 
ets  a  major,  aeative  jump-start. 

The  professionals  at  Arthur  Andersen  build  upon  their 
nderstanding  of  business  processes  with  the  exclusive 
Slobal  Best  Practices  knowledge  base.  It's  a  compendium  of 
le  best  processes  from  the  best  companies,  delivered  to 
irthur  Andersen  professionals  by  CD-ROM  teclmology. 
'ontinually  updated,  the  knowledge  base  is  unsurpassed  in 
:s  depth  and  scope. 

Using  tWs  tool,  Arthur  Andersen  professionals 


collaborate  with  you,  finding  innovative  ways  to  alter  your 
operations  and  then  helping  you  implement  the  changes. 

We  can  help  you  improve  performance.  Increase 
customer  satisfaction.  And — most  importantly — enhance 
your  revenues. 

Find  out  how  you  can  make  significant  progress — on 
paper  and  in  practice.  For  your  free  brochure  or  to  discuss 
with  us  personally  how  Global  Best  Practices  can 
work  for  your  company,  call  1-800-257-2912,  today. 

Best  Practices. 
Putting  insight  into  practice™ 


Arthur 
Andersen 


11994  Arthur  Andersen  &  Co.  All  nehts  reserved. 
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Commentary/by  Carl  Desens 


HOW  TO  PUT  RACING  BACK  IN  THE  WINNER'S  CIRCLE 


When  Tabasco  Cat  zipped  to 
victory  in  the  Behnont 
Stakes  on  June  11,  the  colt 
not  only  earned  a  $392,280  purse  but 
also  staked  a  plausible  claim  to  the  ti- 
tle Horse  of  the  Year.  Today,  the  Cat's 
performance  is  just  a  memory.  And 
with  the  Triple  Crown  races  over. 
Thoroughbred  racing  is  pretty  much 
gone  from  the  public  eye  until  next 
May's  Kentucky  Derby. 

In  today's  sports  world  of  rookies 
in  Bentleys,  star  athlete  pitchmen,  and 
multimillion-dollar  TV  contracts,  horse 
racing  is  an  also-ran.  According  to  Dai- 
ly Racing  Form  Ing.  and  Equi- 
base  Co.  figures,  attendance  at 
U.  S.  tracks  plodded  from 
51,851,587  in  1982  to  52,338,395 
in  1992,  a  pitiful  0.9%  increase. 
In  that  same  period,  the  over- 
all handle— the  money  pushed 
through  the  betting  windows 
of  tracks  and  off-track-betting 
outlets-declined  by  8%  in  1992 
dollars,  to  $9.4  billion.  Mean- 
time, the  number  of  races  run 
per  year  increased  by  10%,  to 
an  estimated  70,253,  while  the 
number  of  horses  foaled  shrank 
by  11%,  to  35,200. 
HANDICAPPED.  You  don't  have 
to  be  adept  at  deciphering  the 
Daily  Rowing  Form,  which 
turns  100  this  fall,  to  figure 
out  those  numbers  add  up  to  a 
sport  gone  lame.  More  races 
and  fewer  horses  mean  short 
fields  and  tired  nags.  That 
keeps  horseplayers  at  home— 
or  betting  less.  And  racing's 
17%  to  18%  average  takeout— money 
subtracted  from  the  handle  for  purses, 
taxes,  and  operating  expenses— doesn't 
stack  up  favorably  against  the  5%  or 
so  (as  low  as  0.6%  for  craps)  extracted 
from  the  wagered  dollar  by  the  grow- 
ing numbers  of  casinos.  While  the  Clin- 
ton Administration's  proposed  across- 
the-board  federal  tax  in  gambling  is 
dead  (page  82),  racing  aiv  ^iys  puts  dol- 
lar signs  in  the  eyes  of  huns'  i-v  legisla- 
tors facing  budget  shortfalls. 

What's  to  be  done?  The  Th<  ,  ough- 
bred  Racing  Assns.,  an  umbrella  group 
for  49  major  tracks  in  the  U.  S.,  this 
spring  named  J.  Brian  McGrath  to 
serve  as  the  first  commissioner  of  rac- 
ing and  bring  the  sport  of  kings  into 


the  21st  century.  McGrath  is  a  sea- 
soned entertainment  executive  who  has 
put  in  stints  at  Viacom,  Columbia  Pic- 
tures, Coca-Cola,  and  Switzerland-based 
ISL  Marketing,  the  company  that  ar- 
ranges big-time  sponsorships  of  the 
Olympic  Games  and  soccer's  World 
Cup.  The  commish  is  charged  with 
pulling  the  hundreds  of  disparate  en- 
tities in  racing  together  to  create  a 
national  identity  for  the  sport.  Mc- 
Grath, it  is  almost  universally  conced- 
ed, has  a  lot  of  hay  to  bale. 

The  first  innovation  of  his  tenure 
was  the  introduction  on  Memorial  Day 


of  the  National  Best  7  bet,  a  weekly 
50<t  chance  to  pick  the  winners  of  sev- 
en feature  races  across  the  country. 
But  the  Best  7  handle  was  just 
$371,075  on  Memorial  Day.  On  June 
11,  it  was  a  modest  $226,072.  On  July 
4,  it  rose  to  $306,593,  still  a  pittance. 

Best  7,  judged  a  nonstarter  by  cyni- 
cal railbirds,  is  hobbled  by  a  dearth 
of  both  ticket-sale  locations  and  public- 
ity—and by  a  bit  of  the  internecine 
squabbling  that  McGrath  was  hired  to 
mediate.  California's  big  tracks  are  tak- 
ing action  on  the  Best  7,  but  the  horse- 
men there  stalled  the  inclusion  of  Cal- 
ifornia races  for  the  first  few  weeks. 
The  New  York  Racing  Assn.  is  letting 
its  races  be  included  and  is  televising 


the  closed-circuit-TV  Best  7  show  at  it 
tracks.  But  New  York's  Off -Track  Be 
ting  Corp.  is  not  yet  on  board. 

This  little  dustup  in  New  York— M 
Grath  calls  it  an  "issue"— will  be  settle 
shortly,  the  com.missioner  believes.  H 
thinks  the  Best  7  is  "off  to  a  goo 
start"  and  wall  be  the  cornerstone 
additional  improvements  in  the  spoi 
on  a  national  level.  For  the  future,  M( 
Grath  hopes  for  an  increase  in  big 
league  sponsorship  of  racing,  wit 
more  major  stakes  races  underwritte 
by  the  likes  of  Anheuser-Busch  Cos 
more  advertising  at  tracks  and  in 
standardized  track-program-cwr/ 
magazine;  more  on-site  tie-in 
with  other  forms  of  gambling 
like  the  poker  palace  now  in  o^ 
eration  at  Hollywood  Park  i 
California;  more  product  dis 
plays  and  promotions;  mor 
event-marketing;  more  licensin] 
of  trademarks;  more  TV  expo 
sure;  more,  more,  more. 
SPEED  FIGURES.  A  lot  of  wha 

the  commish  proposes  is  lon^ 
overdue.  But  for  this  sport, 
little  less  could  actually  be  a  lo 
more.  Says  Peter  D.  Swatling, 
20-year  veteran  horseplaye: 
from  Fly  Creek,  N.Y.:  "Track 
should  emphasize  the  horses 
They  can't  compete  with  th< 
glitz  and  instant  gi'atification  o 
the  casinos."  The  commisl 
should  campaign  to  prevent  th( 
taxman  from  adding  mort 
weight  to  the  saddlecloths.  H< 
should  also  put  an  end  to  wintei 
racing  in  the  north— which 
beset  by  too  few  horses,  dangerou; 
conditions,  and  low  turnout— and  gel 
tracks  to  card  7  or  8  races  a  day,  nol 
10,  11,  and  12.  Too  many  horses  art 
breaking  down  under  the  strain, 

Most  important,  McGrath  shoulc 
persuade  track  managements  to  pro 
vide  more  of  racing  at  its  best:  pam 
pered,  blooded  colts  and  fillies  in  park 
like  surroundings,  such  as  Saratoga 
Del  Mar,  and  Monmouth  Park.  Exciting 
matchups.  Color  and  speed  and  kaleido- 
scopic crowds.  In  short,  a  beautiful  day 
at  the  races.  That's  what  might  bring 
more  folks  out.  Not  more  billboards. 


Desens  anchors  sports  coverage  fot 
BUSINESS  WEEK. 
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ABOR  FLEXES  ITS  MUSCLES 
-AS  A  STOCKHOLDER 


lion-mounted  proxy  fights  have  quadrupled  since  1992 


M  ^^hen  angry  investors  fired  off 
letters  to  embattled  Philip 

W^m  Morris  Cos.  recently,  the  sign- 
included  usual  shareholder  activists 

h  as  the  California  and  New  York 

y  public  employees'  pension  plans. 

:  two  others  stood  out:  the  Team- 

rs  and  the  United  Food  &  Commer- 
Workers  (UFCW).  The  unions,  whose 

ision  funds  together 

y  about  0.5%  of  Philip 

rris,  have  been  lead- 
in  the  effort  to  get 

:  company  to  split 

irt  its  food  and  tobac- 

units.  And  last  year, 

'eamsters  proposal  to 

s  out  management's 

son  pill  garnered  a 

'o  vote. 

^hilip  Morris  isn't  the 
y  company  facing  or- 
lized  labor  in  its  new 
e  as  stockholder, 
ce  1992,  the  number 
union-mounted  proxy 
ties  has  quadrupled. 
3  newfound  activism 
i  set  off  a  furor,  as 
geted  companies  de- 
mce  unions  for  pursu- 
hidden  bargaining 
;ndas  as  well  as  high- 
stock  values.  The  Se- 
'ities  &  Exchange 
mmission  is  being 
igged  in,  too,  since  it 
st  decide  whether 
ixy  resolutions  merit 
ng  sent  out  for  a 
.e.  "This  is  the  sleepy 
ver  of  employee  stock 
nership  finally  waking  up,"  says  Jo- 
ih  R.  Blasi,  a  Rutgers  University  man- 
iment  professor. 

POISON.  Labor's  boardroom  muscle- 
dng  stems  largely  fi'om  simplified  SEC 
)xy  rules  that  took  effect  in  1993. 
ions  have  jumped  at  the  opportunity. 

least  13  sponsored  70  proxy  battles 
3  year,  vs.  30  fights  in  1993  and  16  in 
•2,  according  to  the  Investor  Respon- 
ility  Research  Center  (irrc),  a  re- 
irch  group  based  in  Washington. 


Labor  can  pose  a  double-barreled 
threat  to  management  when  it  repre- 
sents both  employees  and  stockholders. 
Often,  unions  mount  proxy  battles  when 
bargaining  isn't  an  issue.  For  instance, 
only  500  Teamster  members  work  at 
Kmart  Corp.  But  of  the  $46  billion  in  as- 
sets held  by  the  union's  150  pension 
funds,  $35  million  is  in  Kmart  shares. 


BAHLES  IN  THE  BOARDROOM 


Less  exclusionary  Securities  &  Exchange  Commission  rules  on  proxy 
initiatives  have  triggered  union-sponsored  actions.  Some  examples: 
Company  Initiative 


KMART  Clothing  Workers  and  Teamsters  joined  dissidents 

to  defeat  company  stock  offering 

PHILIP  MORRIS   Teamsters  and  Food  Workers  helped  to  form  share 
holder  group  that  wants  company  to  split  its  food 
and  tobacco  units 

CONSOLIDATED     Five  Teamsters  resolutions  in  1 993  and  1 994, 
FREIGHTWAYS      including  one  calling  for  staggered  board,  won 
some  40%  of  vote 

DATA:  BUSINESS  WEEK 


And  the  union  was  unhappy  with  the 
company's  stock  performance.  So  the 
Teamsters  joined  other  investors  in  ear- 
ly June  to  veto  management's  plan  to 
raise  as  much  as  $900  million  by  issuing 
new  stock  in  its  specialty-store  units. 

Unions  sometimes  have  other  motives, 
however.  At  Philip  Morris,  the  Team- 
sters' primary  concern  is  its  pension 
funds'  $180  million  investment.  But  the 
union  also  feels  that  its  5,000  food-work- 
er members  there  would  have  more  se- 


cure jobs  if  the  potential  tobacco  busi- 
ness liabilities  weren't  hanging  over 
their  heads.  "Our  starting  point  is  share- 
holder issues,  not  employee  ones,"  says 
Teamsters  President  Ron  Carey.  "But  it 
makes  it  more  attractive  if  there's  a 
union  issue  there,  too." 

It  is  these  employee  concerns  that 
arouse  management  ire.  For  instance, 
the  Teamsters  initiated  proxy  fights  over 
corporate  governance  issues  such  as  poi- 
son pills  at  the  three  largest  trucking 
companies  this  year— in  the  middle  of 
national  freight  talks.  "The  Teamsters 
are  trying  to  organize  parts  of  our  com- 
pany," fumes  James  R.  Allen,  a  vice- 
president  at  Consolidated  Freightways 
Inc.,  where  the  union  has  sponsored  a 
total  of  five  proxy  resolutions  since 
1993— none  involving  labor  issues.  "They 
do  this  having  failed  in  the  proper  labor 
relations  arena." 
RISKY  BUSINESS.  Such 

complaints  have  put  the 
SEC  in  the  hot  seat.  In 
January,  it  refused  to  al- 
low two  officials  of  Dow 
Jones  &  Co.'s  in-house 
union  to  sponsor  a  reso- 
lution to  limit  the  CEO's 
pay,  arguing  that  the 
union  was  simply  using 
the  proxy  process  to  ad- 
vance its  bargaining 
goals.  However,  such  de- 
cisions put  the  commis- 
sion in  the  risky  busi- 
ness of  divining  union 
motives.  Agency  officials 
concede,  for  instance, 
that  they  would  have  al- 
lowed the  same  proposal 
at  Dow  Jones  if  it  hadn't 
come  from  a  union.  And 
the  agency  allowed  the 
UFCW  to  propose  that 
Food  Lion  Inc.  disclose 
its  executives'  profit- 
sharing  accounts— even 
as  the  union  mounts  an 
aggressive  campaign 
against  Food  Lion  labor 
law  violations.  "There 
have  been  a  series  of 
contradictory  decisions  on  unions'  moti- 
vation," says  Pat  McGurn,  a  corporate- 
governance  expert  at  the  iRRC. 

Shareholders  have  won  only  11  of  the 
430  proxy  fights  they  have  mounted  this 
year,  the  iRRC  says.  Unions  accounted 
for  7  of  those,  probably  since  they  chose 
companies  where  they  were  most  likely 
to  win,  says  McGurn.  In  short,  business 
is  likely  to  hear  more  from  labor  share- 
holders about  how  to  I'un  a  company. 

By  Aaron  Benistein  in  New  York 
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AE^  is  your  best 
choice  of  a 
global  business  partner 

Thanks  to  some 
global  business  partners 

of  our  own. 


AT&T  has  joined  forces  with  some  of  the  world's  telecommunications  leaders.  The 
latest  addition  is  Unisource,  with  capabilities  that  will  span  sixteen  European  countries. 
This  global  co-operation  will  allow  AT&T  to  offer  end-to-end  Virtual  Network  Service, 
Private  Line  Service  and  Frame  Relay  Service.  Virtually  anywhere  you  are  likely  to 
be  doing  business.  These,  and  fuaire  product  innovations,  will  all  be  offered  under  the 
name  WorldSource"Sei-vices.WoridSource  Services  are  designed  for  companies  who 
think  globally.  But  they're  designed  to  let  them  do  a  lot  more  than  just  think.  They 

overcome  many  of  the  problems  of  communicating 
on  a  global  scale.  AT&T  is  your  single  point  of  contact 
for  quality  and  consistency  of  service,  woridwide. 
In  fact,  by  offering  seamless  global  capabilities,  AT&T  and  WorldSource "  SeiTices  are 
destined  to  make  your  business  worid  a  single  worid.  And  a  single  call  is  all  it  takes 
to  find  out  more:  1  800  872-2424,  Ext  102. 


WsrldSource 

.  lyiakiiig  Your  Business  Worjd  a  Single  World 


The  WorldSource""  Services  is  a  service  mark  licensed  exclusively  by  World  Partners  Company 


AT&T 


overnment 


CLINTON  VS.  THE  SIN  lOBBY: 
ALL  BARK 


Taxing  booze,  butts,  and  blackjack  is  much  easier  said  than  done 


When  word  leaked  in  March 
that  the  White  House  was 
muUing  a  new  gambhng  tax 
to  help  pay  for  welfare  reform,  the  gam- 
ing industry  went  on  full  alert.  Nevada 
Governor  Bob  Miller,  an  early  supporter 
of  Bill  Clinton's  Presidential  bid,  flew 
to  Washington  with  a  stack  of  industry 
statistics  projecting  that  a  gaming  tax 
would  shutter  casinos  and  throw  30,000 
people  out  of  work.  Meanwhile,  up  in 
Congi'ess,  owners  of  Tlioroughljred  race- 
horses and  dog-racing  tracks  from  New 
York  to  Texas  warned  members  of 
equally  dire  consequences. 

Faster  than  you  can  say  "snake  eyes," 
the  President  took  the  tax  off  the  table. 
"He  told  me  he  was  impressed  by  the 
support  we  had  gathered,"  Miller  says. 
SMOKESCREEN.  Stunned  would  be  more 
like  it.  Clinton  rode  into  town  caiTying  a 
satchel  of  earnest  social  programs  that 
ranged  fi'om  fixing  welfare  to  curing  an 
ailing  health  system.  With  the  public  in 
no  mood  to  accept  broad-based  tax  in- 
creases, he  reckoned  he'd  get  the  cash 
from  taxes  opposed  by  the  Sin  Lobby— 
those  industries  that  turn  clean-livers 
into  smokers,  drinkers,  and  gamblers. 

He  has  since  discovered  that  the  odds 
were  against  him.  Marshaling  huge  war 
chests,  sophisticated  grassroots  opera- 
tions, and  some  of  the  capital's  savvi- 


est  hired  guns,  the  alcohol,  gambling, 
and  tobacco  industries  have  separately 
fended  off  most  of  Clinton's  assaults. 

No  question,  the  Wliite  House  under- 
estimated the  industries'  might.  Rather 
than  winning  the  moral  high  ground, 
the  White  House  was  caught  off  guard 
when  the  Sin  Lobby  redefined  the  offen- 
sive as  an  assault  on  average  people. 
"It's  a  cultural  thing,"  says  David  K. 
Rehr,  lobbyist  for  the  National  Beer 
Wholesalers'  Assn.  "The  affluent  folks 
in  Washington  say,  'Let's  tax  the  few 
pleasures  of  the  working  man.' " 

Even  cigarette  makers  are  scoring 
big  points  by  arguing  that  the  little 
guy— from  laborers  to  small-business 
owners— would  bear  the  brunt  of  the 
tax  onslaught.  On  June  30,  the  House 
Ways  &  Means  Committee  scaled  back 
White  House  plans  to  raise  tobacco  tax- 
es by  750  a  pack  to  finance  health  re- 
form. The  panel's  vote  instead  for  a  45<t 
hike  was  partly  due  to  a  tobacco-indus- 
try strategy  to  let  groups  with  a  better 
public  image  lead  the  charge. 

Last  March,  some  10,000  tobacco 
workers  stormed  Washington,  arguing 
that  U.  S.  manufacturers  would  move 
plants  abroad  if  the  federal  tax  soared. 
Trucking  unions  joined  in,  taking  claims 
of  job  losses  to  Representative  John  D. 
Dingell  (D-Mich.),  chairman  of  the  House 


Energy  &  Commerce  Committee.  Me 
while,  convenience-store  owners— sm 
business  operators  that  Clinton  touts 
the  engine  of  economic  growth— fanr 
out  on  Capitol  Hill  in  June,  warning  t 
tax  hikes  would  encourage  bootlegge 
"We  have  representatives  in  ev( 
state,"  says  Fi-ank  Colaccino,  chief  ex 
utive  of  Dairy  Mart  Convenience  Sto 
Inc.  in  Enfield,  Conn.  "We  should  | 
heard." 

At  the  same  time,  the  tobacco  ind 
try,  reeling  from  an  antismoking  mo 
ment  and  a  regulatory  assault,  has  he 
playing  the  inside  game.  It  has  aimed 
firepower  at  lawmakers  who  i'epres< 
areas  where  gi-owers  and  manufactur( 
sustain  the  local  economy.  The  indusi 
told  lawmakers  in  closed-door  meetir 
that  defectors  would  lose  .support  if  th 
abandoned  hometown  companies. 

With  Clinton's  health  plan  imperil 
the  bloc  of  20  or  so  tobacco-state  Den 
crats  are  key.  Without  them,  argi 
Representative  Rick  Boiicher  (D-V; 
"you  don't  have  enough  to  prevail." 
SIX-PAC?  The  Administration  has  learn 
that  the  alcohol  lobby  is  no  fun  to  tanj 
with,  either.  Last  year,  the  WTiite  Hoi 
considered  raising  alcohol  taxes  to  p 
for  Clinton's  "investment"  agenda  a 
health  reform.  But  pressure  from  t 
lobby  made  him  back  off. 

The  brewing  industry  figured  big 
his  about-face.  The  Beer  Institute 
headed  by  Raymond  J.  McGrath,  a  f( 
mer  House  Ways  &  Means  membi 
House  Majority  Leader  Richard 
Gephardt  (D-Mo.),  who  represents  t 
St.  Louis  district  that  includes  the  A 
heuser-Busch  Cos.,  took  up  the  cud^ 
against  new  taxes. 

With  beer  distributors— and  drinker 
in  every  congressional  district,  the  indii 
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'  began  a  gi-assroots  campaign  pitting 
5  Sixpack  against  the  elite.  Wholesal- 
;  and  brewers  argued  that  half  of  beer 
nkers  earned  less  than  $35,000  a  year 
i  that  Repul)licans  could  use  the  issue 
appeal  to  Reagan  Democrats.  Clin- 
I's  political  advisers  warned  the  Pres- 
int  to  retreat,  too. 

The  beer  lobby's  ace  in  the  hole  may 
^e  been  Anheuser-Busch  Chairman 
[gust  A.  Busch  III,  who  has  devel- 
5d  a  close  relationship  with  Clinton.  A 
)  Administration  official  says  Busch 
;ver  weighed  in  heavily"  against  high- 
alcohol  taxes.  Still,  his  appearance 
:h  other  chief  executives  at  the  White 
use  in  February,  1993,  to  support  the 
ssident's  economic  plan  coincided  with 
nton's  announcement  that  an  alcohol 
:  was  out.  The  next  day,  Clinton  flew 
St.  Louis  to  push  his  plan. 
L  FOR  ONE.  Unaccustomed  to  being  a 
leral  target,  gaming  interests  took  an- 
ler  tack  when  the  White  House 
ighed  a  4%  tax  on  gross  receipts  of 
mbling  operations:  hiring  big  outside 
ns.  The  Nevada  Resoil  Assn.  called 
former  GOP  Senator  Paul  Laxalt  and 
)yd  N.  Hand,  a  onetime  aide  to  Lyn- 
1  B.  Johnson,  to  organize  a  blitz.  Casi- 

mogul  Donald  Trump  even  made  a 
p  to  see  Dan  Rostenkowski  (D-Ill.), 
;n  Ways  &  Means  chairman. 
Hoping  to  broaden  the  campaign  be- 
id  the  gambling  industry,  the  lobbyists 
ickly  patched  together  a  coalition  of  30 
lustry  groups  representing  everything 
m  racetracks  to  airlines  to  hotels.  The 
ivel  industry  argued  that  a  gaming 
c  would  depress  toiu'ism.  It  also  feared 
?  Administration  would  tax  other  "friv- 
lus"  pursuits  later  on.  "Business  inter- 
5  were  saying,  'We  can't  let  them  pick 
ople  off  one  by  one  because  we  could 
next,' "  says  Wayne  E.  Mehl,  a  lobby- 
for  Nevada  resorts. 
But  pure  politics  was  certainly  the 
)st  compelling  reason  for  the  White 
luse  flip-flop.  Nevada  Governor  Miller 
d  Senator  Richard  H.  Bryan,  both 
;mocrats,  reminded  Chief  of  Staff 
.omas  F.  McLarty  III  in  March  that 
3y  were  up  for  reelection.  How  would 
look  if  a  Democratic  President  taxed 
i  state's  leading  industry?  Clinton  also 
is  dissuaded  by  a  letter  from  31  gov- 
nors  warning  that  a  tax  hike  would 
■pedo  their  budgets. 
For  now,  only  tobacco  remains  on  the 
ing  line.  But  with  a  cash-starved  Ad- 
nistration  always  on  the  prowl  for 
ep  pockets,  the  triumphant  Sin  Lobby 
I't  taking  anything  for  granted.  It's 
is  siege  mentality  that  helps  account 
'  Clinton  Administration  reformers' 
wfound  recognition  that  in  Washing- 
n,  the  wages  of  sin  often  prevail  over 
?h-minded  intentions. 

By  Susan  B.  Garland  in  Washington 


The  25th  Anniven 


umond  Necklace. 


For  a  brilliant  celebration 
of  your  loving  marriage. 


Diamond  center  stone  of 2.00  carats. 

For  the jeweler  nearest  you  call  1-800-282-6644. 


A  diamond  is  forever. 


ERNMENT 


Turn  your 
excess  inventory 
into  a  tax  break  and 
help  send  needy 
kids  to  college. 

Call  for  your 
free  guide 
to  learn  how  donating  your 
slow  moving  inventory 
can  mean  a  generous 
TAX  WRITE  OFF 
for  your  company. 


'7  )11  u  vice  prcsuictil  became  I  sold  22,000  gizmos 
Ihis  year.  How'd  you  become  a  v.f.?' 


7  made  a  great  deal  on  the  200,000 
gizmos  you  didn't  sell  last  year. ' 


Call  (708)  690-0010 

p.  O.  Box  3021,  Glen  Ellyn,  IL  60138 
FAX  (708)  690-0565 


Excess  inventory  today... student  opportunity  tomorrow 


MANAGEMENT  I 


MAYBE  THEY  SHOULD 
JUST  CALL  IT  SUMHER  INC. 


Paramount,  culture  and  all,  is  being  subsumed  by  victorious  Viacom 


o 


n  the  morning  Barry  Diller  con- 
firmed his  merger  negotiations 
with  CBS  Inc.,  Viacom  Inc.  Pres- 
ident FranI;  J.  Biondi  Jr.  sounded  like  a 
sports  fan  handicapping  the  NBA  draft. 
Who  might  step  forward  to  break  up 
Diller's  cozy  deal?  Perhaps  Walt  Disney 
Co.,  mused  Biondi,  leaning  back  in  his 
chair.  Or  maybe  beverage  giant  Sea- 
gram Co.  "No,  they  can't,"  he  added 
quickly.  "They're  Canadian." 

Although  Biondi  took  pains  not  to 
criticize  the  merger,  a  competing  bid 
for  CBS  would  be  poetic  justice  to  Via- 
com's executives.  Biondi  and  his  boss. 
Chairman  Sumner  M.  Redstone,  have 
spent  the  last  five  months  dealing  with 
the  fallout  from  their  own  merger- 
turned-takeover  battle  for  Paramount 
Communications  Inc.  The  agent  of  their 
misery  was  the  same  Barry  Diller  who 
now  hopes  to  merge  his  home  shopping 
service,  QVC  Inc.,  with  CBS. 
"AUrViACOM  SHOW."  Redstone  and  Bion- 
di don't  need  to  be  reminded  of  the  wag- 
es of  war:  Diller  added  $2  billion  to  the 
price  Viacom  ended  up  paying  for  Para- 
mount. And  the  company's  crown  jewel. 
Paramount  Pictures  Corp.,  lan- 
guished during  the  epic  struggle. 
Several  Hollywood  talent  agents 
say  they  steered  projects  away 
from  the  studio  because  of  all  the 
takeover  turmoil.  With  just  eight 
feature  films  i-eleased  through  July 
4,  Paramount's  box-office  market 
share  ranked  ahead  of  only  MGM 
among  major  studios. 

In  one  way,  however,  ine  fierce 
battle  has  actually  made  Vi  u-om's 
job  easier.  Because  RedstOi  ■  ac- 
quired Paramount  in  a  bi('  ling 
war,  he  hasn't  had  to  maintain  ihe 
pretense  that  this  is  u  merger  <A 
equals.  Already,  Viacom  has  large- 
ly replaced  Paramount's  corpor-ate 
managers  with  its  own  te;im.  "It's  turn- 
ing out  to  be  an  all-Viacom  show,"  says 
one  execv  've  familiar  with  the  company. 
"But  that  because  the  corporate  cul- 
tures are  .  o  different." 

As  Viat  'm  prepares  for  its  annual 
meeting  Ju,  7,  Redstone  is  putting  pei-- 
haps  the  fin^d  imprimatur  on  his  take- 


over. He  is  set  to  announce  that  the 
combined  enterprise  will  carry  only  the 
Viacom  name,  even  though  Paramount  is 
by  far  the  larger  component.  "We  don't 
want  to  walk  into  the  trap  of  creating 
two  companies,"  Redstone  exj^lains.  "Par- 
amount is  a  very  valuable  franchise,  but 
so  is  MTV." 

Such  self-confidence  typifies  Red- 
stone's approach  to  Paramount.  By  all 
accounts,  he  has  moved  swiftly— even 
remorselessly— to  digest  his  $10  billion 
prize.  Viacom  has  put  several  of 
Paramount's  coveted  assets,  including 
Madison  Square  Garden,  on  the  block. 
Jonathan  Dolgin,  a  bare-knuckles  execu- 
tive whom  Redstone  recruited  from  Co- 
lumbia Pictures  in  March,  is  overhauling 
the  studio.  And  with  Redstone's  approv- 
al, Biondi  fired  Simon  &  Schuster's  pow- 
erful chairman,  Richard  E.  Snyder. 

Though  the  most  notable,  Snyder  is 
only  one  of  several  Paramount  execu- 
tives who  have  departed  in  recent 
weeks.  Chief  Financial  Officer  Ronald 
L.  Nelson  left  after  being  passed  over 
for  a  similar  job  at  Viacom.  And  multi- 
media chief  Keith  E.  Schaefer  resigned 


A  $10  BILLION  GULP 


The  Paramount  Communications  acquisition 

turns  Viacom  into  a  h 

eavily  indebted  giant 

Pre-merger* 

Pos^fflerger** 

REVENUES  (billion) 

$2.01 

$8.0 

OPERATING  INCOME 

$0.5 

$1.3 

NET  DEBT 

$2.4 

$9.3 

INTEREST  COVERAGE 

3.6 

2.5 

STOCK  PRICE  PER  SHARE 

$59 

$31 

'  1993  results  "Estimoted  pro-fotmo  1994  results.  Operating  income  represents  earn- 
ings before  interest,  depreciation,  taxes,  and  amortization.  Interest  coverage  represents 
the  number  of  times  casli  flow  covers  Interest  payments.         DATA:  FURMAN  SELZ IHC 


to  start  his  own  technology  company  af- 
ter Viacom's  new-media  chairman,  Ed- 
ward D.  Horowitz,  asked  him  to  relocate 
from  Silicon  Valley  to  the  company's 
New  York  headquarters. 

Redstone  insists  that  many  Para- 
mount executives  are  adjusting  well  to 
Viacom.  But  he  acknowledges  that  Para- 


mount was  a  very  different  compan 
For  one  thing,  it  had  an  all-powerf 
boss,  Martin  S.  Davis,  and  a  cadre  of  c 
vision  chiefs  who  communicated  litt 
with  one  another.  Shortly  after  the  tak 
over,  for  example,  Redstone  says  he  a 
sembled  the  top  executives  of  both  cor 
panics  for  a  series  of  briefings.  At  tl 
meeting,  Sheiry  Lansing,  who  coi 
tinues  to  run  Paramount's  motic 
picture  group,  confided  to  Re( 
stone  that  she  had  never  heard 
Simon  &  Schuster  presentation. 

Viacom,  by  contrast,  is  run  by 
team  of  four  managers:  Redston 
Biondi,  and  two  executive  vice 
presidents,  Thomas  E.  Dooley  an 
Philippe  P.  Dauman.  Dooley  an 
Dauman,  who  are  only  37  and  4( 
respectively,  handle  the  nuts  an 
l)olts  of  the  consolidation.  Daumai 
who  was  Viacom's  outside  couns( 
l)efore  joining  the  company  i 
1993,  also  functions  as  a  truste 
of  Redstone's  estate.  The  way  th 
estate  is  structured,  Dauman  coul 
be  considered  for  Viacom's  chairmanshi 
in  the  event  of  Redstone's  death. 

Despite  this  potentially  disruptive  ai 
rangement,  insiders  say  the  four  execi 
tives  operate  far  more  cohesively  tha 
Paramount's  management.  "Paramount' 
cultiu-e  wasn't  as  open  as  Viacom's,"  say 
Dooley,  "There  aren't  a  lot  of  memo 
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ng  around  at  Viacom." 
der,  for  one,  operated  Si- 
1  &  Schuster  in  an  insular  fashion, 
jrding  to  Viacom  executives.  And 
aefer,  they  say,  bridled  at  the  no- 
1  of  collaborating  with  Viacom.  He 
s  he  preferred  the  autonomy  that 
amount  offered  him. 
IP  START.  The  impact  of  Viacom's 
lagement  changes  has  ranged  widely. 
S&S,  Jonathan  Newcomb,  who  rose 
n  president  to  chairman,  seems  de- 
nined  to  continue  Snyder's  overseas 
ansion  and  technological  innovation, 
er  some  initial  caterwauling,  s&s's 
hors  and  editors  also  seem  to  be 
/ing  put.  Under  Horowitz'  direction, 
ugh,  Paramount's  technology  group 
crapping  its  practice  of  taking  equity 
ces  in  promising  multimedia  ventures, 
bead,  Horowitz  wants  the  group  to 
c  for  more  immediate  multimedia  ap- 
ations  for  Viacom's  and  Paramount's 
ertainment  products. 
>o  far.  Wall  Street  is  pleased  with 
Istone's  tough  style.  After  falling 
Ti  59%  to  215^  during  the  battle.  Via- 
l's Class  B  stock  has  risen  recently  to 
The  acquisition  left  Redstone  lum- 
ing  under  $9  billion  in  debt  and  pre- 
red  stock.  Yet  analysts  and  share- 
ders  are  impressed  by  Redstone's 
lingness  to  whittle  that  down  by  sell- 
assets.  Viacom  seems  to  be  getting 


decent  prices,  too.  The  deadline  for  a 
first  round  of  bids  for  the  Garden  was 
June  28.  Sources  say  the  bidders,  which 
include  Liberty  Media  Corp.,  New  York 
Times  Co.,  and  Loews  Corp.,  are  offer- 
ing from  $750  million  to  $1  billion.  At 
this  rate,  he  adds,  Viacom  should  have 
no  trouble  meeting  its  pledge  to  reduce 
its  debt  by  $2  billion  within  36  months. 

To  ease  the  burden,  though,  Redstone 
must  also  jump-start  Paramount's  oper- 
ations. The  studio  lost  $35  million  in  the 
first  quarter  of  1994,  on  revenues  of 
$217  million,  because  of  such  big-budget 
flops  as  Blue  Chips.  John  Tinker,  a  me- 
dia analyst  at  Furman  Selz  Inc.,  figures 
that  Viacom  could  still  generate  $1.4  bil- 
lion in  operating  cash  flow  in  1994,  a 
24%  pro-forma  gain  over  1993.  But  Tink- 
er's estimate  depends  on  MTV  Networks' 
producing  33%  growth.  In  1993,  MTV's 
earnings  from  operations  jumped  39%. 


Madison  Square  Garden 
is  up  for  grabs — and 
Viacom  is  fielding 
billion-dollar  offers 


Dolgin  is  doing  his  part  to 
boost  earnings  at  the  studio. 
He  plans  to  hike  production 
to  25  films  next  year,  from  15 
in  1993.  And  he  wants  to  ob- 
tain outside  financing  for  mo- 
vies—something the  studio 
had  eschewed.  In  April,  Dol- 
gin signed  a  deal  with  actor- 
producer  Michael  Douglas  to 
distribute  12  films.  Hollywood 
sources  say  Dolgin  is  also  cut- 
ting costs  5%  to  10%  across 
the  board.  He  says  only: 
"There  are  two  ways  of  look- 
ing at  a  film.  Is  it  good?  Will 
it  make  money?  We  weren't 
doing  enough  of  the  latter." 

Happily  for  Dolgin,  Para- 
mount may  release  some  films 
this  summer  that  meet  both 
tests.  Forrest  Gump,  a  Zelig- 
like  story  with  Tom  Hanks  in 
the  title  role,  has  won  critical 
raves  prior  to  its  July  6  open- 
ing. And  Clear  &  Present  Dan- 
ger, starring  Harrison  Ford, 
continues  the  lucrative  series 
of  Tom  Clancy  suspense  films. 
MECCA  BUCKS.  Despite  his 
l)ackground  as  a  movie-thea- 
ter owner,  Redstone  says  he 
doesn't  interfere  with  Dolgin 
and  rarely  travels  to  the 
Paramount  lot.  Indeed,  he 
says  his  only  recent  contribu- 
tion was  to  suggest  that  Para- 
mount promote  Forrest  Gump  especially 
heavily  to  compensate  for  its  offbeat  ti- 
tle. "The  name  is  not  something  easy 
like  Shoot  'em  Up  or  Speed  Through  the 
Jungle,"  laughs  Redstone. 

The  71-year-old  Bostonian  is  also  not 
getting  overly  attached  to  New  York's 
sports  mecca,  the  Garden.  He  says  he 
turned  up  at  every  home  game  to  cheer 
the  New  York  Rangers  and  Knicks  as 
they  battled  for  their  league  champion- 
ships: "But  I  have  no  second  thoughts 
about  selling  it,  as  long  as  we  get  the 
price  we  want."  He  is  peddling  other 
choice  assets,  too,  such  as  Paramount's 
music-publishing  business.  And  RedsUjne 
is  negotiating  a  complex  deal  with  cable 
titan  John  C.  Malone  to  combine  the 
West  Coast  cable  systems  of  Viacom  and 
Tele-Communications  Inc.  and  their  re- 
spective pay-cat)le  services. 

Redstone,  who  flies  on  commercial 
airlines,  even  plans  to  sell  Paramount's 
two  corporate  jets.  But  he  hasn't  eradi- 
cated every  vestige  of  the  old  Para- 
mount. The  frugal  Redstone  used  to 
walk  or  take  taxicabs  to  work.  Now,  he 
rides  in  a  car  driven  by  Marty  Davis' 
former  chauffeur. 

By  Mark  Landler  in  New  York  and 
Ronald  Grover  in  Los  Angeles,  with 
Kathy  Rebello  in  San  Francisco 
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STRATEGIES  I 


GOODRICH:  FROM  TIRES  TO  PVC 
TO  CHEMICALS  TO  AEROSPACE . . . 


CEO  Ong's  past  spins  and  turns  haven't  done  much  for  the  company.  Will  his  new  tack  work? 


Few  chief  executives  have  reinvented 
their  companies  as  often  as  B.  F. 
Goodrich  Co.'s  John  D.  Ong.  He  got 
the  Akron  industrial  giant  out  of  the  tire 
business  in  the  latter  part  of  the  1980s  as 
competition  heated  up.  And  as  the  uses 
of  polyvinyl  chloi-ide  multiplied,  he  looked 
to  the  PVC  business  as  the  source  of  fu- 
ture riches.  Then  last  year,  he  did  an 
about-face,  selling  off  the  PVC  business 
while  putting  more  emphasis  on  his  com- 
pany's other  chemical  businesses. 

But  while  Ong  has  demonstrated  an 
unusual  willingness  to  change  course,  his 
strategic  turns  haven't  done  much  for 
Goochnch— or  its  shai-eholders.  Tlie  compa- 
ny has  produced  an  average  annual  re- 
turn on  equity  of  just  1.4%  since  Ong 
became  CEO  in  1979,  compared  with  an 
average  of  14.4%  for  the  companies  in 
the  Standard  &  Poor's  Industrials  index. 
During  the  same  period,  Goodrich's  sales 
have  dropped  an  average  of  3.5%  a  year, 
while  the  companies  in  the  s&P  index 
had  a  5.4%  annual  gain  (chart).  Small 
wonder  Goodrich's  stock  is  a  perennial 
laggard  on  Wall  Street:  Now  trading  at 
around  44,  Goodrich  hasn't  even  come 
close  to  its  1989  high  of  69.  Goodrich  is  in 
chronic  need  of  a  turnaround,  complains 
one  former  executive.  "It  keeps  getting 
fixed  and  fixed  and  fixed,"  he  says. 
DOUBLING  UP?  Now,  Goodrich  is  being 
fixed  yet  again.  The  60-year-old  Ong  is 
making  a  big  push  into  aerospace— at  a 
time  when  the  industry  is  in  its  worst 
slump  in  more  than  a  decade.  Building  on 
Goodrich's  aircraft-parts  and  servicing 
business,  Ong  last  year  used  much  of 
the  $630  million  in  proceeds  from  the 
sale  of  Goodrich's  PVC  business  to  ac- 
quire landing-gear  maker  Cleveland  Pneu- 
matic Co.  and  Rosemount  Aerospace, 
which  makes  sensors  that  measure  flight 
data,  such  as  speed  and  temperature. 
Ong's  goal:  By  2000,  he  wants  to  double 
Goodrich's  revenues,  to  $4  billion,  with 
sales  divided  equally  between  aerospace 
and  chemicals.  "I  suppose  [the  board), 
like  I,  wish  we  could  have  moved  faster 
and  done  a  little  better-,"  says  Ong,  who 
stepped  down  on  June  21  as  chairman 
of  the  Business  Roundtable,  Corporate 
America's  high-powered  lobbjdng  group. 


"But  we've  taken  a  company  with  enor- 
mous vulnerability  and  turned  it  into  a 
company  with  a  lot  of  promise." 

That  promise  has  been  long  in  the 
making.  In  1986,  Ong,  a  Harvard  law 
graduate  who  joined  Goodrich  in  1961  as 
assistant  counsel,  began  exiting  the  slow- 
gi'owth  tire  business,  which  had  account- 
ed for  39%  of  Goodrich's  sales.  First,  he 
spun  off  Goodrich's  tire  business  into  a 
joint  venture  with  Uniroyal.  Two  years 
later,  Ong  sold  Goodrich's  50%  stake  to 


Uniroyal's  owners,  a  group  led  by  1 
investment  firm  of  Clayton  Dubilier 
Rice  Inc.  France's  Groupe  Michelin  p 
chased  Goodrich's  remaining  small  int 
est  in  the  business  when  it  bought  U 
royal  Goodrich  Tire  Co.  in  1990. 

Throughout  the  1980s,  Ong  depend 
on  the  PVC  business  for  much 
Goodrich's  revenues.  The  company 
been  a  pioneer  in  the  industry,  devek 
ing  the  plastic  back  in  1926,  when  it  w 
used  to  waterproof  umbrellas  and  ra 
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:s.  By  the  1980s,  PVC  was  being  used 
everything  from  piping  to  wire  insula- 
i.  Still,  the  demand  for  PVC  never 
e  lived  up  to  Ong's  ambitious  expecta- 
s.  And  later  attempts  to  customize 
^ial  PVC  compounds  for  buyers  failed 
boost  profits.  Finally,  the  market 
yed  as  the  recession  set  in  in  1990. 
3  time,  Ong  decided  he  wanted  no 
t  of  such  a  cyclical  business.  So  in 
ruary,  1993,  he  announced  that  Good- 
would  sell  off  the  PVC  operation, 
wa  as  Geon  Co. 

'he  proposed  sale  didn't  sit  well  with 
jstors.  Many  had  bought  shares  in 
drich  largely  because  of  its  PVC  busi- 
>  and  felt  Ong  was  unloading  the  unit 

as  the  economy  and  demand  for  PVC 
lid  pick  up.  Within  a  week  of  Ong's 
ouncement,  Goodrich  shares  fell  18%, 
ust  under  43.  "We  were  looking  for 

PVC  exposure,"  says  Betsey  Lynch, 
lager  of  research  for  the  State  Teach- 
Retirement  System  of  Ohio,  which 
iped  its  Goodrich  shares.  "We  were 

playing  that  port  of  the  cycle." 
•ng  acknowledges  that  the  owner- 


ONG'S  SHIFTING  STRATEGIES 
 AT  GOODRICH... 

■fJCfJV  Ong  becomes  CEO.  He  invests 
BcICb   heavily  in  polyvinyl  chloride  (PVC) 
business  as  uses  of  plastic  multiply. 

CfJf!V|  Ong  begins  to  exit  tire  business. 
jULAm  After  failing  to  find  buyer,  he  spins 
off  Goodrich's  tire  business  to  joint  venture  it 
creates  with  Uniroyal. 

KfJTI!!  Sells  50%  stake  in  Uniroyal 
JUkAd  Goodrich  venture  to  its  partner. 
Michelin  buys  remainder  of  Goodrich's 
shore  in  tire  business  in  1 990. 

Goodrich  makes  big  push  into 
UCfil   aerospace.  Sells  off  PVC  business 
and  uses  proceeds  to  buy  landing-gear 
maker  Cleveland  Pneumatic  and  Rosemount 
Aerospace,  a  high-tech  sensor  manufacturer. 

...HAVE  HARDLY  PRODUCED 
STELIAR  RESULTS 

ANNUAL  AVERAGES,  1979-93 


■  GOODRICH 

■  S&P  INDUSTRIALS 

■ 

5.4 

1 

CHANGE 
IN  SALES 


RnURN  ON 
EOUin 


L PERCENT 


DATA:  STANDARD  S  POORS  COMPUSTAT, 
A  DIVISION  OF  M(GRAV»-Hia  INC.;  BUSINESS  WEEK 


While  shareholder  returns 
have  been  below  average, 
Ong  says,  they  have  not 
been  disastrous 


ship  of  about  half  of  Goodrich's  outstand- 
ing common  stock  has  changed  hands 
since  early  1993.  But  he  is  hardly  re- 
pentant. "We  feel  our  job  is  to  build 
shareholder  value  over  the  long  term, 
not  just  deliver  return  to  a  shareholder 
who  may  be  in  and  out  of  the  stock  in  [a 
given]  time  period,"  he  says.  But  even 
some  shareholders  who  have  decided  to 
stick  it  out  with  Goodrich  say  Ong's  de- 
cision was  premature.  They  point  out 
that  Geon,  which  was  spun  off  in  two 
parts  in  April  and  November  at  $18  and 
$20  a  share,  respectively,  is  currently 
trading  around  $26. 

Ong  doesn't  buy  much  of  the  criticism 
about  his  performance.  He  argues  that 
Goodrich  was  in  .sorry  shape 
when  he  and  his  manage- 
ment team  took  over— a  view 
seconded  by  Goodrich's  di- 
rectors. "They've  been  deal- 
ing with  tough  industries," 
says  John  L.  Weinberg,  sen- 
ior chairman  at  Goldman, 
Sachs  &  Co.  and  a  Goodrich 
board  member  since  1962.  "I 
think  John  has  done  an  ex- 
cellent job." 

And  while  shareholder  re- 
turns have  been  below  av- 
erage, they  haven't  been  dis- 
astrous, Ong  says.  Since 
1991,  Goodrich's  board  has 
paid  a  dividend  of  $2.20  a 
share,  or  a  lofty  annual  yield 
of  5.06%.  That  compares 
with  an  average  2.62%  for 
the  S&P  Industrials.  "I  don't 
think  there  is  a  case  to  be 
made  the  shareholder  has 
suffered  inordinately,  and 
now  he  has  a  company  with 
interesting  gi'owth  possibil- 
ities," Ong  says. 

Indeed,  Ong  believes  that 
he  finally  has  the  business 
mix  he  needs  to  generate 
better  results.  Goodrich's 
$8;30  million  specialty  chemi- 
cal business,  which  makes 
everything  fi-om  plastics  to 
synthetic  thickeners  for  cos- 
metics, is  beginning  to  show 
improvements.  And  the  aero- 
space business  also  holds  big 
promise,  Ong  says.  Over  the 
past  10  years,  Goodrich  has 
had  a  thriving  aircraft  wheel- 


and-brake  business.  And  it  has  gradually 
expanded  into  aircraft  parts  and  servic- 
ing. With  the  industry  expected  to  climb 
out  of  its  morass  by  1996,  Ong  sees  an 
opportunity  to  build  on  that  success. 

Last  year's  acquisitions  could  further 
those  ambitions.  Cleveland  Pneumatic,  a 
landing-gear  maker  that  Goodrich  bought 
fi'om  Abex  Inc.,  an  aerospace  company, 
fits  well  with  Goodrich's  existing  wheel- 
and-brake  business.  Still,  it  has  problems. 
The  small  company  lost  a  key  contract 
for  the  Boeing  777  in  1991,  and  its  sales 
declined  26%  last  year,  to  under  $200 
million.  That's  why  it  came  relatively 
cheap  at  $193  million.  Goodrich  has  spent 
the  last  year  improving  the  unit's  effi- 
ciency. It  has  laid  off  140  workers,  17%  of 
Cleveland  Pneumatic's  workforce.  Good- 
rich has  also  reorganized  the  shop  floor, 
helping  reduce  the  time  it  takes  to  make 
a  landing  gear  from  nine  to  six  months. 
Rosemount,  widely  regarded  as  the  Cad- 
illac of  the  sensor  industry,  is  in  far  bet- 
ter shape.  Goodrich  purchased  the  $130 
million  company  fi'om  Emerson  Electric 
Co.  for  a  hefty  $301  million. 
DOUBTERS.  The  two  additions  have  ex- 
panded Goodrich's  aerospace  business  by 
almost  50%,  to  over  $1  bilHon  this  year. 
And  Ong  says  the  acquisitions  wiU  enable 
Goodrich  to  offer  larger  systems  for  air- 
craft, such  as  complete  undercaiTiages. 
Until  sales  of  new  aircraft  revive, 
Goodrich  will  depend  on  its  aii-planerefiu-- 
bishing  and  spare-parts  businesses.  Still, 
some  competitors  question  if  Goodrich 
can  meld  its  new  and  existing  businesses 
into  a  true  contender,  squeezing  more 
efficiency  from  the  combined  operations— 
especially  at  a  time  of  intense  competi- 
tion. "The  real  question  is  how  well  they 
can  integi'ate  this  stuff,"  says  Frederick 
B.  Sontag,  president  of  Unison  Industi'ies 
in  Jacksonville,  Fla.,  which  makes  electri- 
cal engine  components. 

There  ai'e  some  signs  that  Ong's  latest 
strategy  may  eventually  get  Goodrich 
back  on  track.  Analyst  Nick  J.  Spencer  of 
Sanford  C.  Bernstein  &  Co.  estimates 
that  Goodrich's  earnings  from  continuing 
operations— including  partial  results  fi'om 
its  recent  acquisitions— could  quadruple 
this  year,  to  $61.4  million,  as  revenues 
rise  i9%,  to  $2.2  billion.  That  represents 
a  return  on  equity  of  under  7%.  Still, 
some  investors  are  pleased.  "I  think 
they're  finally  focused  and  making  good 
investments  now,"  says  Stephen  J.  Fauer, 
senior  investment  analyst  at  Manning  & 
Napier  Advisors  Inc.,  a  money-manage- 
ment firm  that  owns  more  than  7%  of 
Goodrich's  stock.  Says  Ong:  "I've  never 
felt  more  confident  about  our  ability  to 
deliver  the  goods  than  I  do  right  now." 
Goodrich  shareholders  know  the  company 
has  left  the  road.  The  question  is  wheth- 
er it  will  really  take  to  the  skies. 

By  Zojchary  Schiller  in  Akron 
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IT  COMES  WITH 
EVERYTHING  BUT 
THE  POPCORN. 


Introducing  the  Ascentia'"  900n 
PERFORMANCE  NOTEBOOK.  Not  since 
you  bumped  up  to  the  front  row  in 
an  old  Chevy  at  sunset,  and  looked 
up  at  a  screen  the  size  of  a  buildiiig 
has  something  looked  so  striking. 
This  is  one  monster  screen,  with  up 
to  10.4  inches  ot  TFT  active-matrix 


or  dual-scan  STN  color.  It's  the  big- 
gest screen  you  can  get  right  now. 

Your  presentations  will  dazzle 
with  rich  and  vibrant  color.  Your 
audience  will  appreciate  the  kind  o 
high  resolution  that  makes  comple 
charts  and  graphs  quite  readable. 

Still,  there's  more  to  the  900N 
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Tliere's  also  an  intelligent  power 
management  system  inside.  So  the 
computer  actually  adjusts  itself  to 
your  work  habits,  taking  a  breather 
whenever  you  do.  Battel^  life  is  longer 
than  Compaq  or  Toshiba,  from  fcuir 
to  eight  hours.  Or  about  the  length 
of  a  Godzilla  film  festival. 

In  fact,  everything  you  need  to 
he  truly  mobile  is  right  here.  Even 
the  pointing  stick  is  well  positioned 
at  your  fingertips.  There's  also  a 
docking  station  and  PCMCIA  slots 
for  expandability.  So  you  can  add  a 
modem  or  LAN  adapter  to  stay  in 
touch  with  the  office  or  your  clients. 

Of  course,  AST  includes  a  3 -year 
worldwide  limited  warranty,'  with  a 
year  of  48'hour  rapid  repair  service.** 
And  our  knowledgeable  support 
group  is  here  every  day,  24  hours  a 
day,  to  help  you  over  the  telephone. 

You've  got  to  see  the  new  AST 
Ascentia  notebook.  Remember  the 
first  time  you  went  to  the  drive-in, 
and  you  were  certain  you  were  in 
love?  Well,  it'll  be  just  like  that. 

For  information  or  a  screening, 
please  call  us  at  800-876-4AST 
HE      WAY      WE  WORK 


Intel  DX4/75MHZ  or 
DX2/S0MH2  models  with 
either  10.4"  or  9.5"  diag. 
TFT,  or  10.3"  diag.  DS-STN 
color  display.  340MB  or  51  0MB 

removable  hard  drive, 
4MB  or  8MB  RAM,  upgradable 

to  32MB,  1MB  video  RAM. 
Two  PCMCIA  slots,  two  type  II 
or  one  type  III.  "Hot 
swappable"  NiMH  battery 
with  60-minute  FastCharge. 

Pre-loaded  software: 
Windows,  Lotus  Organizer, 

Delrina  WinFax 
and  COMit  Lite,  ConnectSoft 
E-mail  Connection,  Traveling 

Software  LapLink  Remote 
Access,  CompuServe,  America 
Online,  and  Prodigy. 
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Small  Business 


LIMITED  LIABILITY:  A  SAFER 
STRATEGY  FOR  SMALL  BUSINESS 


In  Germany,  it's  called  a 
GmbH;  in  France,  it's  a 
SARL;  in  South  America, 
Limitada,  The  English  equiva- 
lent won't  ring  many  bells,  ei- 
ther, because  limited  liability 
companies  (LLC)  are  new  to 
most  Americans.  But  small- 
business  owners  should  famil- 
iarize themselves  with  this 
new  type  of  status  that  max- 
imizes tax  advantages  and  li- 
ability protection.  "It  protects 
you  from  liability  just  like  a 
corporation,  but  you  avoid  the 
double  taxation.  You  get  the 
best  of  both  worlds,"  says  Jer- 
ry Williford,  a  partner  at  ac- 
counting fii'm  Grant  Thornton 
in  Chicago. 

Until  recently,  outside  of  a 
sole  proprietorship,  small-busi- 
ness ventures  had  to  organize 
as  a  C  or  S  corporation,  or 
as  a  partnership.  Each  of 


these  entities  has  major  di'aw- 
backs.  With  a  C  "corp,"  own- 
ers get  taxed  twice— once  on 
the  corporate  income  and 
again  on  personal  income 
when  the  corporate  income  is 
distributed  as  dividends. 

S  corps  address  this  by 
passing  the  company  earnings 
through  to  the  owners,  who 
are  then  taxed  only  at  their 
individual  rate.  But  numerous 
restrictions  make  S  corps  in- 
flexible. Only  individuals— not 
corporations— and  U.  S.  citi- 
zens can  be  shareholders. 
That's  a  real  drawback  in 
these  days  of  increasing  global 
alliances.  Also,  an  S  corp  can 
have  no  more  than  35  own- 
ers and  can  issue  only  one 
class  of  stock. 

A  partnership  solves  all 
these  problems.  Profits  are 
taxed  only  once  at  the  indi- 


vidual level,  anyone  fi'om  any- 
where can  be  an  owner,  and 
the  company  can  issue  more 
than  one  class  of  stock.  How- 
ever, while  S  and  C  corps 
protect  owners  against  per- 
sonal liability  if  the  company 
is  sued,  partnerships  don't. 
With  a  general  partnership, 
all  partners  are  equally  re- 
sponsible. In  states  where  it's 
allowed,  partnerships  avoid  li- 
ability by  using  limited-part- 
nership status.  This  enables 
all  but  one  "general"  partner 
to  be  limited,  or  protected. 
Commonly,  partners  set  up  a 
subsidiary  with  a  small  stake 
in  the  company  to  be  the  gen- 
eral partner  and  shoulder  the 
liability. 

Limited  liability  companies 
take  away  the  need  for  that 
by  providing  all  the  flexibility 
of  a  partnership  with  the  same 


kind  of  protection  offered  by 
corporate  structure.  "Peopj 
were  getting  there  throug 
the  l)ack  door,"  says  Barbai 
Spudis,  a  partner  at  Chicag 
law  firm  Baker  &  McKenz 
and  head  of  an  American  Bi 
Assn.  task  force  on  LLCs.  "Bi 
they  have  to  set  up  two  ei 
tities,  which  is  mo^e  expei 
sive  and  time-consuming.  A 
LLC  is  really  a  more  strean 
lined  way  of  getting  there.' 
PRIVATE  PRACTICE.  Althoug 
forms  similar  to  the  LLC  hav 
been  common  outside  th 
U.  S.  for  many  years,  they  ai 
relatively  new  here.  Wyomin 
passed  the  first  law  allowin 
LLCs  in  1977,  but  not  muc 
happened  with  them  unt 
1988,  when  the  Internal  Revi 
nue  Service  ruled  that 
would  treat  LLCs  as  partne 
ships  for  tax  purposes.  In  tb 
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two  years,  LLC  activity 
icreased  markedly.  More 
40  states  have  adopted 
and  about  20,000  have 
formed.  Two  big  hold- 
New  York  and  Califor- 
ire  expected  to  approve 
by  the  end  of  the  year. 
;s  have  their  limitations, 
ver.  For  one  thing,  only 
Lely  held  companies  can 
lem.  However,  it  is  easy 
itch  from  an  LLC  to  C- 
btatus  if  you  should  later 
e  to  go  public.  You  sim- 
orm  a  new  corporation 
ransfer  the  assets  of  the 
0  it. 

^ou  want  to  go  the  other 
from  corporation  status 
C,  you  have  to  liquidate 
Drporation  by  paying  cap- 
lins  tax  on  any  apprecia- 
in  the  company.  So  it 
s  better  for  companies 
starting  up.  Another 
em  is  that  although  LLCs 
d  provide  liability  pro- 
>n  for  owners,  they  are 
w  that  the  extent  of  that 
ction  hasn't  been  tested 
irt.  Also,  standard  forms 
idministrative  matters 


such  as  opening  a 
bank  account  and  li- 
censing need  to  be 
adapted. 

Still,  it  has  been  a 
boon  to  some  of  Spud- 
is'  clients  already,  in- 
cluding Richard 
Schramm,  whose  in- 
dustrial-diamond com- 
pany. International 
Superabrasive  Ltd., 
teamed  up  with  a 
Ukrainian  diamond 
manufacturer  via  an 
LLC.  Schramm  wanted 
to  avoid  double  taxa- 
tion, so  he  had  to 
choose  an  S  corp  or  a 
partnership.  But  the  S  corp 
couldn't  have  foreign  or  corpo- 
rate investors,  and  "the  Rus- 
sians weren't  familiar  with  a 
partnership  and  thought  it 
didn't  sound  official  enough," 
says  Spudis.  "An  LLC  did  be- 
cause the  word,  company,  in 
the  name  reassured  them." 
HOMEWORK.  While  LLCs  could 
play  an  important  role  in  the 
global  marketplace,  more  of- 
ten it's  the  liability  shield  that 
companies  covet.  Houston  real 
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IFFERENCES IN 
SMALLrCOMPANY  STRUCTURES 


S  corp 

Ccorp 

Partnership 

limited 
liability 
company 

Limited 
liability 

YES 

YES 

NO 

YES 

Double 
taxation 

NO 

YES 

NO 

NO 

Shareholder 
restrictions 

YES 

NO 

NO 

NO 

Transferability 
of  shares 

YES 

YES 

NO 

NO 

DATA:  BUSINESS  WEEK 

estate  developer  Robert  Wil- 
son switched  from  a  general 
partnership  to  an  LLC  to  pro- 
tect a  building  complex  he  is 
refinancing.  "It's  worth  it 
from  the  standpoint  of  the  li- 
ability," he  says.  "You  can't 
sneeze  in  business  today  v/ith- 
out  getting  sued." 

For  an  idea  of  how  LLCs 
work,  study  some  limited 
partnership  agreements,  says 
David  Neufeld,  executive  di- 
rector of  the  Association  of 


Limited  Liability 
Companies  in  Wash- 
ington (202  965-6565). 
His  organization  can 
help  you  find  a  law- 
yer knowledgeable 
about  LLCs.  Or  con- 
tact your  Secretary  of 
State's  office.  If  your 
state  hasn't  adopted 
an  LLC  statute,  you 
can  form  one  in  an- 
other state  without 
moving. 

Technical  books  on 
LLCs  are  available 
from  a  number  of 
publishers,  but  Com- 
merce Clearing  House 
(800  &35-5224)  puts  out  a  user- 
friendly  introduction,  A  Guide 
to  Limited  Liability  Compa- 
nies ($22.50),  as  well  as  a 
monthly  newsletter  called 
Limited  Liability  Companies 
Advisor  ($169  a  year).  It  could 
pay  to  look  into  this  new  op- 
tion. Some  attorneys  and  ac- 
countants are  already  predict- 
ing that  limited  liability 
companies  will  become  the 
structure  of  choice  for  small 
businesses.  Pam  Black 


takes  most  college  grad- 
ites  six  months  to  a  year 
»  land  a  job.  Meanwhile, 
h-insurance  coverage 
had  in  college  or  under 
parents'  plans  usually 
up  shortly  after  they 
aate.  If  you're  crossing 
fingers,  counting  on  your 
ir  daughter  not  to  get  in- 
or  ill  before  gaining  em- 
nent— and  medical  insur- 
-you  might  want  to  take 
ive  action. 

;alth-insurance  providers 

designed  short-term  pol- 
to  act  as  a  bridge 
ollege  grads  who 
10  longer  consid- 
dependents  of 

parents,  or  peo- 
letween  jobs  who 
to  regain  full 
fits  soon.  For  as 

as  $30  a  month, 

a  high  deduct- 
you  can  purchase 
rage  for  major 
cal  expenses.  The 
s,  which  usually 
a  maximum  of  six 
ths,  don't  cover 
xisting  conditions. 


Insurance 


HEALTH  IHSURAHCE  FOR 
GRADS  GETTING  ON  THEIR  FEET 


That  means  no  physical  or 
waiting  period  is  required. 

There  are  a  few  provisions 
you  should  check  besides 
price  when  comparing  policies. 
For  example,  some  companies 
exclude  expenses  that  are  in- 
curred outside  the  U.  S.  Also, 


FILLING  AN  INSURANCE  GAP 


Policy 

Monthly 
premium* 

Coverage 

Millions 

GOLDEN  RULE 

(317  297^123) 

$27.42 

$1 

JOHN  ALDEN 

(800448-1433) 

33.20 

1 

TIME 

(800  743-8463x8335) 

33.60 

2 

TRUSTMARK 

(800  347-0889) 

45.77 

2 

'For  Q  24-yeor-old  male  from  Columbus  Ohio,  with  o  $500  deductil 
Prices  vary  between  cities  and  ore  slightly  higher  for  women. 

DATA:COMPAN[VREPOI!TS 


most  companies  require  that 
you  pay  in  full  up  front  and 
won't  refund  any  unused  por- 
tion. Many  will  not  write  a 
second  short-term  policy.  If 
you  don't  know  how  long  your 
child  will  need  coverage,  look 
for  plans  that  will  let  you 
take  out  another  poli- 
cy after  the  first  one 
expires  (such  as  Time 
Insurance)  or  that  will 
send  you  a  monthly 
bill  so  you  can  pay  as 
you  go  (John  Alden 
Life  Insurance). 
CONVERSIONS.  A  key 
difference  between 
policies  is  how  long 
benefits  will  be  ex- 
tended for  an  ongoing 
claim.  Many  will  con- 
tinue coverage  for  a 
year,  but  only  for 
someone  fully  disabled 


(confined  to  a  bed).  Golden 
Rule  Insurance  extends  bene- 
fits for  two  full  years,  wheth- 
er or  not  the  insured  is  dis- 
abled, and  also  offers  refunds. 

If  your  child  has  a  preexist- 
ing condition,  major  medical 
is  inadequate.  But  the  federal 
government  requires  compa- 
nies to  extend  coverage  for 
former  dependents  up  to  36 
months  as  long  as  you  pay 
the  full  premium  (as  much  as 
$150  to  $300  a  month).  An- 
other expensive  possibility: 
Some  employers  offer  conver- 
sion options  that  allow  chil- 
dren of  employees  to  convert 
to  an  individual  policy  when 
they  are  no  longer  eligible  for 
the  family  plan. 

If  it  looks  as  if  your  child's 
job  search  will  extend  a  year 
or  more,  consider  outfitting 
him  or  her  with  an  individual 
comprehensive  medical  plan. 
But  if  your  offspring  is 
healthy  and  job  prospects  look 
good,  short-term  major  medi- 
cal can  provide  some  inexpen- 
sive peace  of  mind  until  the 
graduate  starts  bringing  home 
the  bacon.  A  mey  Stone 
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Smart  Money 

STARTING  A  FOUNDATION? 
BEHER  GET  MOVING 


The  charitably  inclined 
have  many  good  reasons 
to  set  up  a  private  foun- 
dation, but  one  stands  out 
this  year.  Donors  of  appre- 
ciated stock  have  been  able 
to  claim  the  full  market  value 
as  a  federal  tax  deduction, 
but  that  provision  is  expiring. 
As  of  Jan.  1,  1995,  they  can 
deduct  only  the  stock's  cost. 

"It  certainly  takes  away 
one  of  the  biggest  benefits  of 
a  private  foundation,"  says 
Joseph  Toce  Jr.,  head  of 
family-wealth  planning 
at  Arthur  Andersen. 
For  example,  if  you 
contribute  1,000  Mi- 
crosoft shares  that 
you  bought  on  Jan.  2, 
1990,  this  year,  you 
would  be  able  to  de- 
duct   about  $51,000 
from  your  income  tax- 
es. Next  year,  though, 
you  could  write  off  only 
the  purchase  price  t 
$9,650. 

WILL  CALL.  That's  too  bad, 
since  giving  away  appreciated 
stock  is  such  a  great  way  to 
endow  a  foundation.  Because 
it  is  tax-exempt  (except  for 
maybe  a  1%  or  2%  excise 
tax),  the  foundation  keeps 
nearly  100%  of  the  gift,  while 
people  in  the  top  brackets  get 
to  cut  their  taxes  by  as  much 
as  40%  of  the  amount.  That 
means  the  theoretical  cost  of 
giving  stock  worth  $100,000 
is  $60,000.  Otherwise,  if  you 
sold  the  same  stock,  you'd 
have  to  pay  a  28%  tax  on  any 
capital  gains  before  you  gave 
away  the  proceeds.  If  you 
held  the  stock  until  death,  it 
might  be  taxed  at  as  much  as 
55%  in  your  estate. 

Also,  thanks  to  a  provision 
in  the  1993  tax  bill  that  ap- 
plies to  all  charitable  gifts, 
you  don't  have  to  worry 
about  the  deduction  from  ap- 
preciated stock  triggering  the 
alternative-minimum  tax— a 
separate  set  of  tax  rules  that 
kicks  in  when  wealthy  people 


write  off  too  high  a  percent- 
age of  income. 

After  this  year,  people  will 
probably  wait  to  endow  foun- 
dations at  their  death  through 
their  wills.  That  way  they  can 
deduct  the  appreciated  value 
for  estate-tax  purposes.  "The 
charity  won't  see  the  dollars 
for  many  more  years,"  says 


manage  the  investments  in- 
side the  fund  and  decide  how 
the  money  is  disbursed.  Most 
important,  you  get  the  plea- 
sure of  seeing  the  good  your 
money  is  doing  for  causes  you 
care  about.  If,  like  most  peo- 
ple, you  set  up  a  foundation 
that  makes  donations  to  pub- 
lic charities,  you  decide  which 
organizations  get  what  and 
when.  You  can  also  set  up  a 
foundation  to  run  enterprises 
as  diverse  as  an  arboretum 
or  a  nursing  home. 

Keep  in  mind  that  you  can 
only  give  gifts  of  appreciated 
property  ecjual  to  20%  of  your 


NEED  MORE  INFO? 


►  Council  on  Foundations 
(202  466-6512)  is  the 
place  to  start.  It  offers  a 
number  of  publications, 
including  First  Steps  in 
Starting  a  Foundation  by 
John  Edie  ($45). 

►  Foundation  Center 
(800  424-9836)  mainly 
provides  information  to 


grant-seekers  but  can  also 
help  those  who  v/ont  to 
create  a  foundation. 

►  Indiana  University  Cen- 
ter on  Philanthropy  (31  7 
274-4200)  publishes  a 
free  catalog  of  books, 
tapes,  and  reports  cover- 
ing the  gamut  of  charita- 
ble giving. 


DATA  BUSINESSWEEK 


John  Edie,  the  general  coun- 
sel to  the  Council  on  Founda- 
tions. 

And  the  donor  won't  get  to 
enjoy  many  of  the  prime  ben- 
efits of  setting  up  a  founda- 
tion. If  you  set  aside  the  mon- 
ey during  your  lifetime,  you 
not  only  get  the  income  tax 
deduction,  but  also  you  can 


adjusted  gross  income,  while 
you  can  give  30%  to  public 
charities.  But  a  recent  Inter- 
nal Revenue  Service  ruling 
confirmed  that  you  can  carry 
over  any  excess  amounts  that 
aren't  deductible  in  1994  and 
deduct  them  over  the  next 
five  years. 

Private   foundations  are 


highly  regulated  and  have 
tensive  reporting  requi 
ments.  That  means  eithe: 
lot  of  work  for  you  and  yi 
family  or  high  administrat 
costs.  For  all  the  time  and 
ergy  to  be  worthwhile, 
should  have  at  least  $100,i 
in  startup  funds,  says  Mai 
Greif,  a  tax  partner  at  G( 
stein  Golub  Kessler  in  N 
York.  But  you  don't  need 
be  a  Rockefeller  or  a  Ford 
INTRINSIC  VALUE.  For  mi 
less  hassle— and  a  full  ded 
tion  on  appreciated  stock  ai 
this  year— you  can  give  t( 
public  charity.  To  have  so 
control  over  how  the  moi 
is  spent,  the  best  alternat 
to  a  private  foundation  is 
set  up  a  "donor  advise" 
"consult"  fund  througl 
community  foundati 
which  manages  and 
tributes  donations 
charities  in  a  gi\ 
area.  The  Council 
Foundations  can  h 
you  locate  one  n( 
you.  Another  alter 
live:  Fidelity  Invc 
ments'  Charitable  ( 
Fund  (800  682-4438) 
you  transfer  cash  into 
account,  take  an  imm( 
ate  deduction,  then  disbu 
the  money  later,  after  it 
grown  in  a  select  group 
mutual  funds. 

There  is  also  a  new  set 
funds  expressly  designed 
manage  investments  for 
vate  and  community  foun 
tions.  The  Investment  Fi 
for  Foundations  Investm( 
Program  (800  984-0084),  wh 
.started  in  June,  include; 
choice  of  five  pooled  fur 
with  minimums  from  $50,( 
to  $100,000.  Along  with 
money  management,  TIFF  p 
vides  reports,  statements,  i 
payout  options  geared  to 
needs  of  foundations. 

But  all  the  trouble  of  r 
ning  a  private  foundation 
worth  something  in  itself, 
can  bring  together  gene 
tions  for  a  common  goal, 
still  a  philanthropic  ethic 
younger  family  members,  s 
help  perpetuate  your  nar 
If  creating  a  foundation 
peals  to  you  for  any  reas; 
there's  no  time  like 
present.  A. 


t 
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At  35,000  feet,  China  Airlines 
is  playing  your  song 


The  soft  strains  of  Tchaikovsky's  Romeo 
and  Juliet  are  just  one  of  the  many 
listening  pleasures  you  will  find  among  the 
varied  selection  of  entertainment  offered  by 
China  Airlines.  Treasuring  each  encounter 
with  you,  it  wants  your  journey  to  be  a 
memorable  one.  On  every  flight,  China 
Airlines'  young  and  energetic  cabin 
attendants  and  skilled  and  seasoned  pilots 
perform  as  a  well-rehearsed  team, 
orchestrating  a  quality  of  service  to  meet 
your  every  expectation. 

That  is  only  fitting  for  China  Airlines,  one  of 


the  world's  fastest  growing  air  carriers, 
hailing  from  Taiwan,  one  of  the  world's 
fastest  growing  economies. 

To  experience  the  utmost  in  inflight 
service,  let  China  Airlines  take  you  on  your 
next  journey  on  the  world  stage. 


We  treasure  each  encounter 


CHINA  AIRLINES 

TAIPEI,  TAIWAN,  ROC 


Sure  they  re  fast. 


Sitting  behind  the  wheel 
of  a  Pentium  '  processor  is 
hke  driving  one  oi  those 
sports  cars  that  private  eyes 
in  Hawaii  drive. 


screen,  windows  open  hke 
they  ve  got  some  grease  in 
the  tracks,  and  everything 
just  plain  moves  taster. 
But  iF  that's  not  last 


1" 


iTel 


0j 


in 


Pentium 

■processor 


But  at  these  prices^ 


But  maybe  you're  not  a 
private  eye  in  Hawaii. 
Maybe  you  have  to  stick 
to  a  budget. 

That's  not  a  problem 
anymore. 


enough  tor  you,  we'll  soup 
the  whole  thing  up  to  66 
MHz  for  a  lew  bucks 
more.  Just  ask  for  our 
LPx  566. 


you  can  arror 


ffi 


The  new  DECpc  'LPx 
560  has  a  high-performance 
Pentium  chip  and  a  low 
sticker  price.  Just  $2,499:' 

Not  only  that,  the  LPx 
has  our  local  PCI  bus. 


Of  course, 
both  models 
come  standard  with 
our  three-year  limited 
warranty. 

Now  vou  can  blow 


the  speeding  tickets. 


Put  any  other  bus  with  a 
Pentium  chip  and  you're 
sticking  a  dinky  carburetor 
on  a  racing  engine. 

With  a  local  PCI  bus, 
graphics  snap  onto  the 


down  the  highway  without  a 
lot  of  money  in  your  pocket. 

That  expensive  speed 
trap  IS  gone. 

Call  1-800-670-9545. 


Please  reference  BUV  when  you  call. 
8:50  a.m.  to  8:00  p.m.  Mon-Fn  ET. 


ta 


D 


PC 


Beyond  the  box. 


"Monitor  not  included. 


©  DIGITAL  EQUIPMliNT  CORPORATION  1994.  The  DIGITAL  logo  and  DECpc  are  trademarks,  and  Beyond  The  Box 
is  a  service  mark  of  Digital  Etjuipment  Corporation.  Pentium  is  a  trademark  of  Intel  Corporation. 


Some  day,  one  of  us  may  need  the  latest  medical  information. 


Robust  and  carefree  today,  we  seldom  think  about  the  time 
when  we  or  a  loved  one  will  face  a  health  problem. 
When  that  day  comes,  you  can  be  among  the  "healthinking" 
Americans  who  phone  Medical  Information  Service  to  learn  the 
latest  on  any  medical  subject. 

We  talk  with  you  to  identify  your  health  issue.  Then  we  access 
our  computer  databases,  including  the  National  Library  of 
Medicine's  "Medline."  From  more  than  5,000  medical  articles 
that  are  written  every  day  in  3,500  journals,  evemhing  about 
your  subject  is  selected.  For  a  nominal  charge,  our  summaries 
and  references  go  into  a  report,  mailed  to  you  within  24  hours. 

Medical  Information  Semce  is  a  part  of  the  Palo  Alto  .Medical  Foimdadon,  a  non-profil  organization  founded  60  years  ago.  dedicated  lo  medical  research,  education  and  patient  care.      PHONE  1  -800-999- 1 999 


Current,  unbiased  and  accessible,  it  s  your  own  second  opinion, 
from  the  world's  experts. 

This  is  the  Information  Age.  And  it's  also  a  time  for  economical, 
intelligent  health  care.  So  phone  Medical  Information  Service  to 
help  you  make  a  more  informed  decision  about  your  health,  or 
the  health  of  your  child,  spouse,  parent,  friend,  emplovee.  Or 
call  just  for  more  about  us,  so  ^— — — ^— — 
you'll  have  Medical  Information  ]V4E]I)IC  AL 
Service  on  file  for  the  day  you  ESfFORMATION 
need  that  intellectual  control  of  ^  g  R  V  ICE 
some  health  problem, 


ersonal  Business 


i 


Health 


VISION  SURGERY: 
GIVE  IT  THE  TWICE-OVER 


For  20  years,  Valerie  Carr 
wondered  what  it  would 
be  like  to  live  without 
eyeglasses.  She  tried  contact 
lenses  but  found  the  itching 
and  irritation  intolerable.  Fi- 
nally, 18  months  ago,  the  .34- 
year-old  Philadelphia- 
area  insurance  cost  ^ 
analyst  underwent  ex- 
perimental laser  sur- 
gery to  correct  her  vi- 
sion. She  hasn't  looked 
back.  Says  Carr:  "Just 
think  of  one  day  put- 
ting down  your  glass- 
es and  not  picking 
them  up  again." 

After  16  years  of  ex- 
panding slowly  in  the 
U.  S.,  corrective  eye 
surgery  is  coming  of 
age.  Nationwide,  near- 
sighted people  can  easi- 
ly find  ophthalmologists 
who  do  radial  keratoto- 
my  (RK),  using  diamond- 
bladed  knives  to  make 
wagon-wheel-shaped  cuts 
in  the  covering  of  the 
eye,  the  cornea.  Newer 
technicjues,  such  as  in- 
serting a  small  plastic 
ring  into  the  cornea  to  re- 
shape it  or  surgically  ex- 
cising parts  of  the  middle 
of  the  cornea,  are  being 
developed.  And  as  many 
as  5,000  people  have  been 
helped  by  excimer  laser 
surgery,  which  may  win  Food 
&  Drug  Administration  ap- 
proval for  broad  use  by  late 
1995. 

CAUTION.  But  as  the  number  of 
techniques  grows,  so  does  the 
controversy.  RK  is  notorious 
for  being  heavily  advertised 
and  hyped.  Some  medical  ex- 
perts argue  that  slicing  into 
the  eye  can  permanently  weak- 
en it  and  cause  it  to  ruptui'e  if 
subjected  to  a  trauma,  such  as 
getting  hit  by  a  ball.  They  cau- 
tion prospective  patients  con- 
sidering surgery  purely  for 
vanity  reasons  not  to  act  hast- 
ily—especially since  safer  and 
more  effective  procedures  may 


be  around  the  corner.  "None 
of  this  is  medically  essential," 
says  Dr.  Stephen  Orlin,  a  cor- 
neal specialist  at  Philadelphia's 
Scheie  Eye  Institute.  "It  makes 
sense  to  err  on  the  side  of  be- 
ing conservative." 

 ~  


sity  of  South  Florida:  "The 
excimer  will  have  a  broader 
range  of  efficacy." 

Even  so,  it  is  not  expected 
to  replace  RK  completely.  At 
$4,000,  the  laser  will  cost 
$1,000  or  so  more  than  con- 
ventional surgery— no  small 
factor,  since  insurers  usually 
don't  cover  these  procedures. 
Recovery  of  full  vision  from 
RK  can  take  a  few  days,  but 
some  patients  who  have 
undergone  the  la- 


The  laser,  which 
vaporizes  a  thin  layer 
of  the  cornea  instead  of  slicing 
it,  seems  to  offer  clear  advan- 
tages over  RK.  Because  less 
tissue  is  removed,  laser  sur- 
gery leaves  the  eye  stronger. 
And  it  doesn't  typically  cause 
a  "starburst"  effect— the  ap- 
pearance of  halos  around 
lights  at  night,  which  some- 
times shows  up  with  severely 
nearsighted  people  who  have 
undergone  RK.  The  technique 
has  been  tested  in  about  40 
U.  S.  sites  since  1991  but  has 
been  commercially  available 
in  Europe  and  Canada  for 
several  years.  Says  Dr.  J. 
James  Rowsey,  chairman  of 
ophthalmology  at  the  Univer- 


ser  complained  of  ^ 
bluniness  for  a  month 
or  more.  What's  more,  the 
laser  is  more  painful  initially 
and  leaves  a  hazy  scar  on  the 
cornea,  the  long-term  effects 
of  which  are  not  yet  known. 


Worth  Noting 

■  PLANNING  BASICS.  Do  you 

have  enough  life  insurance  to 
protect  your  dependents?  Are 
your  investments  appropriate? 
Complete  Financial  Planning 
for  Today's  Woman  offers  fi- 
nancial-planning basics— from 
cash  management  to  retire- 
ment preparation.  Send  $1,  a 
self-addressed,  9-by-12  enve- 


Says  Dr.  Christopher  Rapuio, 
a  surgeon  at  Wills  Eye  Hcpi 
tal  in  Philadelphia  who  as 
used  both  techniques:  "RK  il 
survive." 

THE  RISKS.  No  matter  wicl 
method  you  choose,  you're 'p 
to  wear  specs  again  somen 
at  least  for  reading.  I 
types  of  surgery  accelerai 
natural  deterioration  in  a 
vision  that  comes  on  as  nks 
people  age.  Also,  a  fair  nv 
ber  of  patients— up  to  ; 

with  RK,  less  VI. 
the  laser— need  iw 
ondary  operation; 
"enhancements."  i 
*  permanent  injury 
the  eye  remain: 
small  risk. 

Curiously,  some  a 
geons  say  the  oddit) 
success  rise  with 
The  best  candidates  n 
in  their  30s  or  ol(4r 
Why?  Younger  ee: 
heal  more  aggi-essiMi; 
and  try  to  returnt( 
their  poor-vision  sh;>e 
On  the  other  end  of  £it 
age   spectrum,  thrt 
seems  to  be  no  limiit( 
who  can  be  treated© 
long  as  cataracts  havi' 
developed.  "The  olos 
I've  done  is  65,  but  h 
cently  had  an  applici 
[for  RK]  at  85,"  s 
Rowsey.   The  rea^; 
Glasses  interfered  vjLi 
her  tennis  game.  \ 
Balancing  the  risk:'o 
surgery  with  its  rewans 
many  oculists  say  eyeglase; 
or  contact  lenses  remain  p( 
top  prescription.  They  corJci 
vision     more  predictaly 
they're  safer,  and  there's^* 
painful  post-op  recovery, 
if  you're  still  leaning  tdw 
surgery,  look  twice  before  ji 
proceed.  Joe  Wte, 


lope,  and  52<f  postage  to 
National  Association  of  11 
Underwriters,  P.  R.  Del 
Code  MM-1,  1922  F  St.  N. 
Washington,  D.  C.  20006. 
■  SKINLESS  SKINNY.  For  thf 
who  buy  Playboy  for  i( 
words,  IBM  Multimedia 
tems  offers  The  Playboy  Intr 
views:  Three  Decades  on  D 
ROM     ($60).     Among  i< 
subjects:  Jimmy  Carter,  Bb 
ert  Frost,  and  0.  J.  Simpsti- 

 T  - 
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Now 

^'ant  to  get  more  bang  for  your  box?  Look  tor 
ne  that  offers  OS/2*  preloaded.  It 
)  find.  More  than  50  major  PC 
lakers  offer  OS/2— companies 
kelBM,  ASr,DelFandHP; 
)  name  a  few. 

Right  out  of  the  box,  OS/2  takes 
dvantage  of  your  new  PC  in  ways  Windows™ 
imply  can't.  Now  DOS  and  Windows  programs 
an  mn  more  reliably— even  faster  in  many  cases. 
)S/2  multimedia  delivers  superior  sound,  faster 
igital  video  and  better  audio/video  synch.  And 
inlike  Windows,  OS/2  s  Workplace  Shell™  interface 
ives  you  more  flexibility  to  arrange  your  on-screen 
lesktop  to  work  (and  play)  the  way  you  do. 


ox?  Look  for  ^ 
:  won  t  be  hard  I  I 

special! 

akes    M  ^_|||||gMt|||||||^^ 


A  Preload 
to  Greatness 

OS/2 

Windows  3.1 

Intuitive, 
object-oriented 
interface. 

The 

Workplace  Shell. 

They're 
working  on  it. 

Reliably  rum  more  thai} 
one  program  at  a  time' 

Like  a  dream. 

Keep  dreaming. 

Lets  YOU  print  in  one 
irogram  while  you  work 
in  another. 

No  problem. 

Good  luck. 

Comes  with 
Adobe  Type  Manager" 

meim>ry  manager, 
print  spooler  and  disk 
cache  program. 

BuUt-ins. 

Add-on$. 

All  systems  go:  Northgate',  TRICORIf,  Wyse  and  many 
more  also  offer  OS/2  preloaded. 

There  are  lots  of  things  to  look  for  in  your 

next  PC.  Make  sure  OS/2  is  one  of  them. 


Demand  OS/2  preloaded  on  your  next  PC. 

To  find  out  more  about  OS/2 
preloaded,  call  1  800  3-IBM-OS2. 
hi  Canada,  caU  1  800  465-7999. 

Operate  at  a  higher  leveE 


our  next  PC 


marked  boxes 

're-emptive  multitasking  This  ad  was  created  by  LINTAS  and  got  to  this  publication  on  time  using  DOS.  Windows  and  OS/2  programs  running  —  — ^mm  m 

n  OS/2  IBM  and  OS/2  are  registered  trademarks  and  Workplace  Shell  and  "Operate  at  a  higher  level  "  are  trademarks  of  International  Business  ^T'^ST^STSj  «S 

'achines  Corporation  Windows  is  a  trademark  of  Microsoft  Corporation  All  other  product  names  are  trademarks  or  registered  trademarks  of  their  "     II^SI  ITTbTii 

JSpective  companies  ©  1994  IBM  Corp,  oiii         ™*       '3  , 


FOR  AD  RATES  AND  INFORAAATION 
PHONE:  (312)  337-3090 
FAX:  (312)  337-5633  OR  WRITE: 


BUSINESS 


mARKErPLACE 


BUSINESS  WEEK  MARKET-PUVCE 
100  EAST  OHIO  STREET  SUITE  632 
CHICAGO,  ILLINOIS  6061 1 


Business  Opportunities 


FREE 

CBS;  486  Compute 


Twenty  Businesses  You 
Can  Run  From  Your  Home 
With  A  Computer! 

FREE  Cassette  Tapes:  These  free,  two 

cassettes  will  explain  how  you  can  start  sev- 
eral or  all  of  these  twenty  turnkey  businesses 
part-time  and  still  retain  the  security  of  your  present  position.  If  you 
purchase  our  software  and  business  program,  we  will  give  you  the  com- 
puter and  printer.  If  you  already  own  a  computer,  you  may  receive  a 
discount.  Some  individuals  are  now  earning  $4,000  to  $10,000  per 
month  part-time.  Free  home  office  training.  Financing  available. 
To  receive  free  cassettes  and  color  literature,  call  toll-free: 

1 '800-343-8014,  ext.  769 

Computer  Business  Services,  Inc. 


Business  Opportunities 


MAILBOX  RENTALS 


Call  malbox  manufacturer  lor  FREE  CA  TALOG 
S  into,  on  adding  mailtxixes  to  your  business  or 
starting  your  own  Private  Postal  Center 
24  hrs-(800)  323-3003  ,—^s=ssss=B. 
(213)  232-6181  [tzl^.Ttzi-J^^M 

FAX  (213)  232-7021   

1010  East  62nd  Street.  Los  Ar^geles.  CA  90001 


Contact  Lenses 


Save  up  to  75°° 
on  Contacts 

Up  to  75%  off  the  same  lenses  your 
doctor  prescribed.  No  membership 
fees.  100%  guaranteed. 

BAUSCH&LOMB    Q]  \^i^On 

FREE  BROCHURE  , 

II  ■■■■■■  407-998-9500 

1-800-780-LENS 


Contact  Lens 

DISCOUNT  CENTER 


Computer  Equipment 


HEWLETT-PACKARD 
BuySalf-Trada 

LaserJet  ColorPro 
DeskJet  Oratt  Pro 

RuggedWmer  Dratt/Master 
Electrostatic  Plotters  Deslgrvlel 
HP  9000  Wortstjtions  and  Vectras  also  available. 

Ted  Dasher  &  Associates 

4117  Sscond  Ave  .  S.  Birmingham,  AL  35722 
Phone:  206/S91-4747  Fat:  20Sn91-1ia« 
aO(M3S-««33 


Presentation  Equipment 


LASER  POINTER 

srM'Uri 


24K  GOLD 

plus  shipping 
&  handling 
1  Year  Limited  Warranty 
M  ■         •  Range  up  to  100  yards 
' '  'WE  include  2  AAA  Batteries 

C.H.  WORLDWIDE   DEALER  INQUIRIES 
P.O.  Box  2712  WELCOME! 
San Ranran, CA 94583  .... 
Tel:  510-838-1665 

Fax  510  838  3172  800-291-5511 


Office  Supplies/Equipment 


America's  Lowest  Priced  ;tniOIj;SAljj 
Office  Supplies  Direct  to  You'^^m^^ 


Full  Strip  Stapler 
•  Black 

$759 
#747BK    /  EA 


Post-it 


3M 


3"  x3" 
Post-it Notes 
•Yellow 


#654YW 


$C59 


Genuine 
HP  InkJet 
Cartridge 

•  Blatk 

#  S1626A 


14" 


J 


File  Folders 

•  Letter  size  •  1/3  cut 

S'>89 

#FL3  ^  BX/lOO 


You  .siniply  won't  find  lower  prices  on  brand  name  office  supplies  than  at  WholesaJe 
Supply  Company.  Over  9,600  different  items,  same-day  shipping,  and  all  at  pnces  you 
have  to  see  to  believe.  We  guarantee  it. ..or  5%  back  oriyour  purchase!  Call  for  details 
and  yourlrce  catalog.  1-800-962-9162 

Ad  Code  ()085 


Corporate  Gifts 


Ambassador  Lapel  Flags® 
Your  Logo  with  any  2-flag  mix 
•  24K  Gold  finished    •  Full  colors 

•  100%  U  S.A.-made 
We  ll  custom-make  any«mblem  for  you' 
Delivery:  14  business  days  Worldwide 
TME  Co.,  Inc.  101  Bel  Air  Drive 
New  Milford,  CT  06776,  USA 
(800)  535-5255  •  Fax  (203)  354-2786 


IVlenswear/Fasliion 


men's  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

Extra  width  for  men  who  need  it 
Excellent  variety,  styling  and  quality. 
Send  for  FREE 
CATALOG 


HITCHCOCK  SHOES,  INC 

Dept.  5.S(;  Hingham,  .\I A  02043 


Investment  Services 


Correction  Done 
Interest  Rates 
at  their  Peak? 

Read  the 
Aggressive  Investor 
to  find  out. 


Three  months 
One  year 


$  55 
$195 


The  Aggressive  Investor 

P.O.  Box  4011 
Cerritos,  CA  90703-4011 


Corporate  Gifts 


WHY  PAY  MORE??? 

FACTORY  DIRECT!!! 

•Free  Set-up,  Die,  Artwork,  Shipping* 

Embroidered 
Caps  as  low  as 

$3.55 

Embroidered  Jackets 

as  low  as  $26.50 

Embroidered  Polo  Shirts 

as  low  as  $13.90 
Patches  3"  as  low  as  $  0.37 
Lapel  Pins  3/4"  as  low  as  $  0.55 
800/775-7722 

for  free  catalog 

Best  Greetings,  Inc. 


Investment  Opportunltie! 


JOINT  VENTURE  IN IND 


With  Land  &  Equity  for  Makir 
Herbal  fvledicine.  Special  Oil' 
Perfumary  or  Any  Other  Buybatil 
Project.  Contact:  Unipoint,  M 
Road,  India  302001.  Ph. /Fa 
01191141.364805  OR  Univers. 
Point  Inc  .  New  York,  N 
1 1375.5038  Ph./Fax:  718/263-249 


Franctiising 


1—  Industry  leader  in  m-iwork  sales  live  years  i 
in  a  row 

2—  Industry  leader  in  number  of  domestic 
franchise  centers 

3—  Rated  industry  leader  in  Success,  Enlreprtni  ■ 
and  IriLome  C)pf>i>rtutnlie\  magazines 

THEYR11IIDDUPT0«1. 
^^Sir  Speody,  Inc 

For  printing  &  lopying  franchise  opportunities  c 

800-854-3321  (il 


Cable  TV 


FREE  CATALOG.!  1-800-345-89f 
JERROLD  HAMLIN  OAK  ETj 

CABLE  TV  DESCRAMBLERS 


•  Special  prices'  •  Compare  Our  Low  Re^ 
Prices'  •  Ofdets  From  Slock  Stiipped  Immediali 
•  Guaranteed  Warranties  &  Prices' 
•  All  Maior  Credit  Cards 
PACIFIC  CABLE  CO  ,  INC 
7325Vi  Reseda.  Dept  877  Reseda,  CA  913 
For  catalog,  orders  &  into    1  -800-345-89: 


Travel 


Isn't  it  time  you  ha 
great  adventure? 


Come  on  one  of  the  greati 
journeys  of  your  life  with  tf 
specialists  in  unforgettabl 
adventure  expeditions! 

•  INDO  CHINA  -  Cambodia,  ; 
Viet  Nam  with  3  days  at  Angkor 
Wat  (monthly  departure). 

•  CUBA  -  architecture,  museum  (■ 
and  culture  -  8  days  (bi-monthly) 

Call  toU  free:  1-800/465-86^' 

Wings  of  the  World  Travel  If. 
1636  Third  Avenue,  Suite  23 
New  York,  NY  10128  i 

•  Bonded  and  licensed  by  Govt-  ' 
•Memt)er  of  the  Compensation  Fund  It 
the  Protection  of  the  Traveling  Publi' 
•22nd  year  in  adventure  travel. 


OR  AD  RATES  AND  INFORMATION 
PHONE:  (312)  337-3090 
FAX  (312)  337-5633  OR  WRITE 


_  _  BUSINESS  —WfEfC 

Marketplace 


BUSINESS  WEEK  MARKET-PLACE 
100  EAST  OHIO  STREET  SUITE  632 
CHICAGO,  ILLINOIS  6061 1 


Education/Instruction 


niversity  Degrees 


Sait  Pacod      Homo  Study 
>ciate  Bachelor  Master  Doctor 

■lass  Admin,  Psychology,  Finance, 
Mgmt,  Law.  Paralegal 
Business.  Health  Care, 


an  Resources  Admin. 
)0)477-2254  (24  hrs) 
hern  California  University 
=ashion-BW.  Tustin.  CA  92680 


FREE  VIDEO 


EXTERNAL  DEGREES 

BA/BS  MS/MBA  PhD/JD 
redii  for  work, /lile  exp  •  Accredited 
(800)  444-8569  (24  hrs.) 

LaSalle  University 

apt.  569  Mandeville,  LA  70470-4000 


Business  Services 


lESEARCH  REPORTS 

3,850  academic  topics  available' 
sna  $2,00  for  the  290-page  catalog, 
ustom-wrlttenreportsalsoavallable. 
RESEARCH  ASSISTANCE 
11322  Idaho  Ave  „  #206BF. 
Los  Angeles.  CA  90025 
oil  Free  Hotline:  800-351-0222 
(California:  310-477-8226) 


Catalogs/Marketing 


t  your  products  into  millions 
mail  order  catalogs!  We're  a 
imissioned  manufacturer's  rep 
n  specializing  in  selling  to  this 
wing  market.  Please  call: 
Direct  To  Catalogs,  Inc., 
1600  Coffman  Farms  Road 
Keedysville,  MD  21756 
301/432-4410. 


Telecommunications  Products 


50 


n/  Off 

%  OVERSEAS 
/O  CALLS!! 


WHEN  YOU  USE  ^.^^ 
^^^^^ 

^the"CALL-BACK"box 
$595 


1  UNDYLANE 
RYf  BROOK  NEW  YORK  10573 


CFel  :  9lT 
Fox  :  914 


937  4648 
939  7709 


Telecommunications  Products 


Two  Cellular  Phones 
-  One  Number  — 


Order  this  handheld 
MOTOROLA  phone 
and  we  will  put  it  on 
the  same  number  as 
your  existing 
cellular  phone! 


No  second  bill,  no  second 
number  to  give  out! 

1  /hJAP  Programmed  to 
Only  $495    your  existing 

cellular  number! 

Spy  Supply,  Inc. 

1212  Boylston  St.  #120 
Chestnut  Hill,  MA  02167 

(305)  340-0579  •  (617)  327-7272 


Business  Opportunities 


A  HEALTHY  INVESTMENT! 


jr  product  was  laughed  at  and  not  taken  seriously  until  medicine  hailed  condoms  in  the  light 
lainst  AIDS.  Now  sales  are  going  through  the  roof  and  Entrepreneurs  want  into  the  business. 
!fore  AIDS,  condom  vending  machines  were  usually  hidden  away  in  gas  stations,  truck  stops, 
id  seedy  bars.  These  traditional  locations  are  still  excellent  money  makers.  Since  AIDS,  con- 
)m  machines  have  come  out  of  hiding.  For  the  first  time  thty  are  acceptable  in  a  much  broader 
Id  classier  range  of  establishments,  such  as  fast  food  places  like:  tVlcDonalds;'  Jack  In  The 
Dxf  Pizza  Hut";  and  restaurants  like  Denny's,''  I.H.O.R*  and  Sizzler.'-  It's  not  unheard  of  for  just 
le  machine  to  net  $250.00  in  a  month.  You  might  be  thinking  that's  no  big  deal,  but  multiply  that 
nount  by  10, 20,  or  50  machines  and  the  coins  really  start  to  stack  up.  I  defy  you  to  show  me 
lother  business  opportunity  where  you  can  actually  own  machinery  or  other  assets  where  no 
illing  IS  required,  no  overhead,  and  you  can  be  making  cash  while  you're  at  work,  etc.,  and 
ily  need  $2,200  to  invest.  Condoms  are  both  socially  and  politically  correct 


CALL  FOR  A  LIVE  15  MINUTE  PHONE  PRESENTATION 
LEARN  HOW  YOU  .CAN  OWN  A  LIFESTYLES*  CONDOIV1  VENDING  ROUTE, 


CALL:  " 
Mon.-Frl. 
1  a.m.  to  6  p.m 


WHERE  THE  LOCATIONS  ARE  SECURED  FOR  YOU! 


1-800-521-8602 


Pacific 
Standard 
Time 


Corporate  Gifts 


Straw  Hat  Fever! 


SAMPLE  BEFORE 
YOU  BUY! 


Summer  is  here!  Tee  off  with  our  best,  natural  straw  goK 
hal. Available  witti  your  logo  or  message  embroidered  on  a 
1 00%  cotton  pleated  band  that  is  available  m  live  colors  Non- 
personalized  sample.  .$1 1  95  plus  stiipping  In  quantity  with 
your  logo  as  low  as  $13  95     call  for  free  brochure 


lOB\OGEAR 


1-800-936-5646 

FAX:  (415)  579-5534 


Corporate  Gifts 


|Qteati]er  Specialties 

Custom  Leather  Accessories  for  Golf, 
Funtj-Raisers  and  Corporate  Outings 


,  Call  for  Brochure:  1-800-476-7654  . 
k.         Fax:610-668-9545  J 


NOBODY  BEATS  i 
OUR  PRICES!  I 

IMPRINTED 

PORCELAIN  ,„p„,NTED 
MUGS  32  oz. 

SPORT 
BOTTLES 


YOUR 


inXo  AS  LOW  AS^^AS  LOW  AS'^E  ■ 

EACH        A        EACH  M 
^^^^TY.  -  1008 ^^kOTY  -  2S00^H 


1-800-936-5646 

ILOBOCEAff 

FAX:  (415)  579-5534  -  FREE  BROCHURE 


CELEBRATE 

AH  ANNfVERaKRY 

COMMEMOI^E 

A  TOURNAM^ 

RECO^IZE 

ACOir^iBUTION 


^  CUSTOM  MADE 


SCARVIS 
CRISIS  n 


NECKWEAR  , 
Stamford,  CT 

(800)252-5966  ' 
5)322-1142,  FAX:  (203)  329-7849 
CALL  FOR  INFORMATION  | 


Francliising 


WHOLESALE 
MANUFACTURING 


® 


"One  of  the  100  best 
franchises  in  North 
America../' 

"The  #/  franchisor 
in  their  industry... " 

You  really  ought  to  call 
and  check  this  one  out... 

Need  $160K  Min  Cash 


800-627-9998 


Corporate  Gifts 


Build  Your  Image' 

Build  Your  Business 


liyiPRINTED  COFFEE 
MUGS  AS  LOW  AS 

$1.29 


Free  48-page  catalog  with  hundreds  ot 
promotional  business-building  products 

1-800-792-2277 

DEPARTrflENT  713 

FAX  1-510-786-1111 


Th^  Corporate  Choicel 


America's  Choice  for  corporate 
[  identity  apparel  and  mercliandise  I 


capability :  executive  programs 


Keynote  speakers: 


The  1994  Business  Week 
Asia  Chief  Executive  Forum 

Asia  Now:  How  Asian  Enterprise  is  Transforming  the  Global  Economy 
Date:  October  5-7,  1994 

Place:  The  Grand  Hyatt,  1  aipei,  Taiwan,  R.O.C. 


Hon.  Lee  Teng-Hui       Dr.  Peter  Drucker 

President  Rcpuhlu  The  "father  "  of  modem 

of  China  management  tljtnking 

Presented  by: 

Business  Wi  i  k  ,inrl 
Ministry  oi  F,(  onomic 
Am- A  IRS,  Taiwan,  R.O.C. 

/;/  association  with: 

Epoch  Founda  i  ion 
Fu|i  Xerox 


Executive 
programs 


Cnpyrighi  I 'I'M  Mt( , raw-Hill.  Inc. 


S  T  A  G  G  E  R  I  N  c;   c;  R  O  W  T  H  . 
Diversified  markets.  Sophisticated 
consumers.  Global  investment. 
Increased  competition. 

All  eyes  are  on  Asia.  Now. 

For  chief  executives  and  corporate 
sponsors  interested  in  making  the  Far 
East  a  world  closer,  Business  Week  is 
pleased  to  provide  an  opportunity  to 
explore  options,  develop  strategies,  and 
gain  access  to  the  highest  ranks  of  Asian 
business  and  government:  The  1994 
Business  Week  Asia  Chief  Executive  Forum. 

If  you  arc  not  in  Asia  Now  — your 
competition  will  be. 


A  limited  number  of  corporate  spon- 
sorships are  still  available.  For  spon- 
sorship information,  please  call: 
New  York       William  H.  DeGraff 

+1-212-512-6012 
London  Alice  Thorpe-Pollner 

+44-71-589-6007 
Hong  Kong     Steve  Moss 

+852-868-2010 
Tokyo  Alan  Lammin 

+81-3-3581-9811 


Business  Week  Executive  Programs. 
A  company  capability. 


BusinessWeek 


Beyond  Jieivs.  Intelligence. 


tODUCTION 

nge  from  last  week:  0,3% 
nge  from  last  year:  3.9% 


1967^100  (four-week  moving  average) 


June  25 
196.5 


LEADING 

change  from  last  week:  0% 
Cfiange  from  last  year:  7.6% 
240  


June  25 
237.8 


illllll 


June  18 
196  Or 


Oct 
1993 


Feb, 
1994 


June 
1994 


234. 
228  . 
222  . 
216J 


June  18 
237,8r 


Oct 
1993 


Feb, 
1994 


June 
1994 


production  index  rose  during  the  week  ended  June  25.  Seasonally  adjusted 
lut  of  outos,  trucks,  crude-oil  refining,  coal,  paperboard,  and  rail-freight  traffic  all 
jased.  Electric  power  output  fell  back  after  the  end  of  a  heat  wave  in  the  East 

lumber  and  poper  production  dropped  as  well.  Steel  output  was  unchanged 
1  the  previous  week.  Before  calculation  of  the  four-week  moving  average,  the 
X  fell  to  197.6,  h-om  197,8 

BW  production  index  copyright  1  994  by  McGraw-Hill  Inc 


The  leading  index  was  unchanged  during  the  week  ended  June  25.  Shorply 
lower  stock  prices  and  higher  bond  yields  combined  with  slower  growth  rates  in 
materials  prices,  real  estate  loans,  and  M2  money  supply  to  signal  slower  U  S 
economic  growth  in  coming  months.  Data  on  large-business  failures  were  unavailable. 
Before  calculation  of  the  four-week  moving  overage,  the  index  dropped  to  236.7, 
from  a  revised  238.2  in  the  previous  week. 

Leodrng  index  copyright  I  994  by  Center  for  Internotionot  Boiineis  Cycle  Research 


tODUaiON  INDICATORS 

LEADING  INDICATORS 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

Lotest 
week 

Week 
ago 

%  Change 
year  ago 

,  (7/2)thous.  ofnettons 

1,914 

1,906# 

2.8 

STOCK  PRICES  (7/i)S&P500 

446.30 

450.47 

0.2 

)S  (7/2)  units 

125,540 

145,012r# 

13.9 

CORPORATE  BOND  YIELD,  Aao  (7/m 

8.1 1% 

8.02% 

12.0 

:KS  (7/2)  units 

104,962 

1 18,618r# 

17.4 

NDUSTRIAL  MATERIALS  PRICES  (7/1) 

102.2 

102.7 

6.7 

rRIC  POWER  (7/2)  millions  of  kilowatt-hours 

67,781 

69,236# 

3.4 

BUSINESS  FAILURES  (6/24) 

NA 

315 

NA 

)E-OIL  REFINING  (7/2)thous.ofbbl./day 

NA 

14,344# 

NA 

REAL  ESTATE  LOANS  (6/22)  billions 

$425.9 

$426.9 

3.9 

,  (6/25)  thous.  ofnettons 

19,520# 

19,228 

4.2 

MONEY  SUPPLY,  M2  (6/20)  billions 

$3,545.8 

$3,547.6r 

1.8 

R80ARD  (6/25)  thous.  of  tons 

877.8# 

856.7r 

5.6 

INITIAL  CLAIMS,  UNEMPLOYMENT  (6/1 8)  thous 

353 

349 

0.6 

R  (6/25)  thous.  of  tons 

783.0# 

789  0 

-4.2 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980=100),  Dun  &  Brad- 
street  (failures  of  large  companies).  Federal  Reserve,  Labor  Dept.  CIBCR  seasonally  adjusts  data 
on  business  failures  and  real  estate  loons 

BER  (6/25)n-.illionsofft. 

483. 8# 

497.5 

4.4 

FREIGHT  (6/251  billions  of  ton-miles 

22.2# 

22.2 

4.7 

ces:  Ameri-can  Iron  &  Steel  Institute,  Ward's  Automotive  Reports,  Edison  Elect 

ic  Institute 

MONTHLY  ECONOMIC  INDICATORS 

icon  Petroleum  Institute,  Energy  Dept..  American  Paper  Institute,  WWPA',  SFPA',  Association 
ericon  Railroads 

Latest 
month 

Month 
ogo 

%  Change 
year  ago 

PERSONAL  INCOME  (May)  annual  rate,  billions 

$5,709.4 

$5,673  3r 

6.1 

Latest 
week 

Week 
ago 

Yeai 
ago 

CONSUMER  SPENDING  (Moy)  billions 

$4,608.5 

$4,591. 7r 

5.7 

12  LEADING  INDICATORS  COMPOSITE  (May)  ind 

ex  101.2 

101.2 

3.2 

NESE  YEN  (7/6) 

98 

99 

109 

PURCHASING  MANAGERS'  INDEX  (June) 

57.5% 

57.7% 

17.8 

MAN  MARK  (7/6) 

1.57 

1.58 

1.71 

Sources:  Commerce  Dept,,  National  Assn,  of  Purchasing  Manogement 

ISH  POUND  (7/6) 

1.55 

1.55 

1.49 

ICH  FRANC  (7/6) 

5.39 

5.43 

5.82 

] 

ADIAN  DOLLAR  (7/6) 

1.38 

1.38 

1.28 

Lotest 
week 

Week 
ago 

%  Change 
year  ago 

>S  FRANC  (7/6) 

1  33 

1.52 

1.32 

MONEY  SUPPLY,  Ml  (6/20) 

$1,143.1 

$l,152.5r 

6.4 

ICAN  PESO  (7/6)' 

3.397 

3.387 

3.124 

BANKS'  BUSINESS  LOANS  (6/22) 

295.2 

293. 6r 

6  3 

ces:  Major  New  York  banks.  Currencies  expressec 
d  expressed  in  dollars 

in  uniTS  per  u  o.  aoiiar,  excepi  lor  oniisn 

FREE  RESERVES  (6/22) 

596r 

89  Ir 

-2.9 

NONFINANCIAL  COMMERCIAL  PAPER  (6/22) 

156.5 

159.5r 

-1.5 

IKES 

Sources:  Federal  Reserve  (in  billions,  except  for  free 

reserves,  which 

are  expressed  tor  a  two- 

latest 
week 

Week 
ago 

%  Change 
year  ago 

week  period  in  millions) 

D  (7/6)  $/troy  oz. 

385.500 

385  500 

-2.6 

MONEY  MARKET  RATES 

L  SCRAP  (7/5)  #1  heavy,  S/ton 

1 1 1.50 

1 1 1.50 

-3.0 

Latest 
week 

Week 

Year 

DSTUFFS  (7/5)  index,  1967=100 

207.1 

210.1 

ago 

ago 

-u.y 

FEDERAL  FUNDS  (7/5) 

4.37% 

4.21% 

3.10% 

PER  (7/2)  C/lb. 

1 16.0 

1  16  4 

PRIME  (7/61 

7.25 

7.25 

6  00 

MINUM  (7/2)</lb. 

70.0 

70.0 

COMMERCIAL  PAPER  3-MONTH  (7/6) 

4.80 

4.72 

3.19 

AT  (7/2)  #2  hard,  $/bu. 

3.42 

3.47 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (7/6) 

4  80 

4.75 

3.16 

rON  (7/2)  strict  low  middling  1-1/16  in.,  C/lb. 

72.72 

76.46 

37.9 

EURODOLLAR  3-MONTH  (7/1) 

4.71 

4.51 

3.19 

rces:  London  Wednesday  final  setting,  Chicago  mo 
c,  Kansas  City  market,  Memphis  market 

ket.  Commodity  Research  Bureau,  Metak 

Sources:  Federal  Reserve,  First  Boston 

w  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipment. 
Western  Wood  Products  Assn.    "2  =  Southern  Forest  Products  Assn.     3^ Free  market  value     NA  =  Not  available     r^ revised     NM  =  Not  meaningful 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  fea- 
ture with  a  significant  reference  to  a  company.  Most 
subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


YOU'VE  JUST  MISSED  THE 
FIRST  SIGN  OF  BREAST 
CANCER  IF  YOU  DIDN'T  SEE 
THAT  SMALL  DOT  IN  THE 
UPPER  LEFT  HAND  CORNER. 
Because  it  can  start  that  small 
inside  your  breast.  That's  why  a 
yearly  mammogram  is  a  must, 
especially  if  you're  over  50. 
Doctors  agree  that  as  you  get 
older,  the  risk  of  breast  cancer  is 
higher.  But  with  early  detection, 
you  increase  your  chance  of  suc- 
cessful treatment.  Even  though 
you  may  have  missed  the  first 
sign  of  breast  cancer,  a  mammo- 
gram won't.  For  information, 
please  cadi  the  American  Cancer 
Society  at  1-800-ACS-2345. 

A  MAMMOGRAM. 
EARLY  DETECTION  IS  THE 
BEST  PROTECTION. 


MASSACHUSETTS  DIVISION 


AMBtlCAh 
VCfitKBt 

fsoixrr 


A  C.  Nielsen  33 
Airbus  Industrie  49 
Alex  Brown  70 
American  Cyanamid  12 
Ameritech  74 
Andersen  Consulting  74 
Anheuser-Busch  46,  82 
Apple  Computer  42,  50, 

56,  64 
Arthur  Andersen  92 
AT&T  12,  16,  36,  56 
Atari  50 
AT.  Kearney  48 
Au  Bon  Pain  70 
AutoPacfic  34 
Aviation  Systems 

Research  46 

B 


Baker  &  McKenzie  90 
Bonk  of  America  66 
Baring  Securities  34 
Baxter  72 
Bear  Stearns  6 
Bell  Atlantic  36 
Bell  Canada  36 
BellSouth  36 
Ben  &  Jerry's  42 
Bob  Evans  Farms  70 
Boeing  49 
Boston  Chicken  70 
Burlington  Industries  66 
Burlington  Northern  46 


Cabletron  37 
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■  rally  lackluster  week  in  the 
al  markets.  U.  S.  stocks 
ainnlessly,  with  the  most  vol- 
showing  up  among  lorge- 
)cks  The  greatest  activity 
lace  on  June  30,  when  the 
>nes  industrial  average  fell 
nts,  and  bond  prices  turned 
in  reaction  to  inflation 
rhe  biggest  news  during  the 
(he  C6S-QVC  marriage,  failed 
g  about  much  activity 
I  takeover-prone  stocks.  Is- 
insitive  to  oil  prices  led  the 
joiners. 
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BONDS 

July  Jan, 

July 
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+0.7% 


1 -week  change  52-week  change 
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THE  DOLLAR 

June  30-July  6              July       Jan.  July 
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June  29-July6 
 100 


1 -week  change  52-week  change 

-0.8%  -2.9% 


1  -week  change 

-0.3% 


MET  ANALYSIS 


rrocKS 


Latest 


%  change 
Week  52-week 


ON£S  INDUSTRIALS  3674  5 

:E  companies  (S&P  MldCop  Index)  1 65.2 

COMPANIES  (Russell  2000)  240.7 

MPANIES  (Russell  3000)  256  1 


0.2 
0.2 
0.2 

-0,2 


5.7 
-0  9 
3.2 
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IGN  STOCKS 
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I  change  (local  currency) 
Week  52-week 


IN  (FINANCIAL  TIMES  100)  2946.7  0.0  3  5 

(NIKKEI  INDEX)  20,629.0  0.7  4.6 

TO  (TSE  COMPOSITE)  4043  4  0  4  18 


FUNDAMENTALS 


latest      Week  ago 


90-DAY  TREASURY  BILL  YIELD 
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S&P  500  PRICE/EARNINGS  RATIO 

TECHNICAL  INDICATORS 


4.34% 
7.59% 
2.88% 
19.5 

Latest 


4.23% 
7.51% 
2.82% 
19.9 

Week  ago 

461.5 


Year  ago 

3.10% 
6.68% 
2.84% 
20.9 

Reading 
Negative 


S&P  500  200-day  moving  overage  461.3 

Stocks  above  200-day  moving  overoge  29.0%  28.0%r  Positive 

Speculative  sentiment:  Put/call  rotio  0.52  0.54  Positive 

Insider  sentiment:  Vickers  sell/buy  ratio  1.07  1.04  Positive 


lUSTRY  GROUPS 


MONTH  LEADERS 


BLOOMBERG  FINANCIAL  MARKETS,  BRIDGE  INFORMATION  SYSTEMS  INC. 


%  change 
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% 
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-32.8 

-26.5 
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-9  4 

15.0 

ROADWAY  SERVICES 

-1  1.4 

9.7 

62 'A 
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-9.4 

1.9 

TIMES  MIRROR 

-16.4 

3.0 

29% 

ID  WHOLESALERS 

-8.4 

3.8 

McKESSON 

-12  7 

64.1 

71% 

KPUTER  SYSTEMS 

-7.9 

5.7 

UNISYS 

-15.9 
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ITUAL  FUNDS 
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eek  total  return 


MORNINGSTARINC. 


JAPANESE  SMALL  COMPANY 
'STONE  NIKKO  JAPAN 
TED  SERVICES  GOLD 
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?RILL  LYNCH  TECHNOLOGY  A 
MCO  EMERGING  MARKETS  INSTL. 
IDDER  LATIN  AMERICA 


8.2 
7.1 
6  8 

 % 

48  2 
41.5 
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LAGGARDS 

Four-week  total  return 


OVB  EMERGING  GROWTH  A 

lAI  EMERGING  GROWTH 

DEAN  WIHER  HEALTH  SCIENCES 

52-week  total  return 


% 


-10.9 
-10.1 
-10.0 


MONITREND  GOLD  -41.5 
STEADMAN  OCEANOGRAPHIC  TECHNOLOGY  -29  6 
KEYSTONE  AMERICA  HARTWELL  EMERG.GR.A  -24  0 


S&P  500 
4-week  total  return 


J    Averoge  fund 


52-week  total  return 


LATIVE  PORTFOLIOS 


r  amounts 
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of  $10,000 
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:h  portfolio 

ntages  indicate 
□  y  total  returns 


Foreign  stocks 
$12,493 

+  1.18% 


U.S. slocks 
$10,394 

-0.21% 


nil 


Money  market  fund 
$10,201 

+0.05% 


Gold 
$9,785 

+0.19% 


DRI/McGRAW-HILL 


UJ 


Treasury  bonds 
$9,666 

-1.49% 


;  on  this  poge  are  os  of  market  close  Wecinesday,  July  6,  1994.  unless  other 
groups  include  S&P  500  componies  only;  performance  and  share  prices  are  as 


e  indicated 
Tiarket  close 


July  5  Mutual  fund  returns  are  as  of  July  1 .  Relative  portfolios  ore  valued  as  of  July  5.  A  more  detailed 
explanation  of  this  page  is  ovailable  on  request,  r  =  revised   NA  =  Not  available 
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Editorials 

A  SUPER  YEN  MAY  DO  WHAT  POLITICIANS  CAN'T 

■j  n  most  countries,  if  an  antibusiness  socialist/pacifist/iso- 
H  lationist  politician  suddenly  becomes  President  or  Prime 
H  Minister,  one  thing  happens  immediately:  its  currency 
plummets.  Not  so  in  Japan. 

When  Tomiichi  Murayama  became  Prime  Minister  in  June, 
the  yen  went  into  orbit.  Weird?  Not  really.  Japanese  trad- 
ers know  something  often  lost  on  Washington— it  doesn't 
much  matter  which  politicians  preside  in  Tokyo.  Economic 
policy  is  made  by  a  permanent  class  of  bureaucrats  and  their 
big  business  allies,  with  politicians  kibbitzing  from  the  side- 
lines. 

The  Clinton  Administration  had  hoped  reform-minded  pol- 
iticians would  open  up  Japan  to  further  American  investments 
and  goods.  Perhaps  someday.  But  with  the  ouster  of  the  re- 
formers, Washington  is  now  backing  off  from  a  tough  nego- 
tiating stance  to  give  the  new  politicians  "time."  This  is  a  big 
mistake. 

The  Super  Yen  offers  the  best  opportunity  in  years  for  a 
successful  American  trade  initiative.  The  yen  is  becoming  so 
expensive  that  it  is  eroding  the  ability  of  the  business  and 
bureaucratic  elite  to  keep  Japan's  economy  more  closed  as 

compared  to  America's  and  Europe's.  The  forces  againsoi 
igopoly  and  for  deregulation  are  growing  daily. 

To  stay  competitive,  Japanese  corporations  are  holldv 
out.  An  exodus  of  manufacturing  to  dollar-linked  South' 
Asia  is  under  way,  as  companies  import  cheaper  componei 

The  only  way  for  Japan  to  solve  its  yen  crisis  is  to  n:;X 
than  double  the  import  penetration  of  its  economy  to  the  I  J- 
and  European  averages  of  14%  fi'om  its  current  level  of  (i 
exactly  what  Washington  has  long  been  advocating.  Dvn 
lation  would  accomplish  that  by  increasing  the  supply  of  1 
er-priced  imports.  That  would  not  only  boost  Japan's  domt 
demand  but  also  raise  its  growth  rate,  providing  jobs  for 
growing  army  of  "window-watchers"  who  have  nothing  t( 
in  big  corporations.  That  is  why  Keidanren  Chairman  S 
chiro  Toyoda,  head  of  Toyota^  is  calling  for  deregulation 

For  two  decades,  the  U.  S.  has  pushed  on  the  closed  dcr 
of  Japan's  economy,  only  to  be  pushed  right  back  by  its  u 
reaucrats  and  businessmen.  But  now  internal  economic  tred' 
in  Japan  are  working  to  the  U.  S.'s  advantage.  With  the  ii 
per  Yen  already  pushing  open  the  door  to  the  Japanese  em 
omy,  Washington  trade  negotiators  should  really  lean  intdt 

BAD  POLICY  STARTS  WITH  BAD  NUMBERS 

constant  theme  of  the  Clinton  Administration  has 
^■^L  been  "change."  But  how  can  policymakers  take  the 
M^^L  nation  in  a  new  direction  when  they  don't  have  a  good 
grasp  on  current  reality? 

The  problem  is  statistics.  The  government  is  still  trying 
to  measure  a  1930s,  industrial-style  economy  instead  of  a  late- 
20th  century  information  economy.  It's  good  at  tracking  met- 
al-bending stuff  but  miserable  at  discerning  trends  in  the  ser- 
vice sector. 

So  Washington  collects  as  much  data  on  mitten  makers  as 
on  software  writers.  Worse,  it  does  a  terrible  job  measuring 
intellectual  property.  On  computer  software,  for  example,  the 
government  calculates  its  export  value  by  pricing  only  the 
instruction  manuals  and  the  blank  disks  on  which  the  pro- 
gi"ams  are  written.  The  actual  software  itself  simply  disap- 
pears. Ridiculous! 

What  does  this  mean?  While  President  Clinton  is  discuss- 
ing the  "weak"  dollar  at  the  Group  of  Seven  meeting  in  Na- 
ples, the  seven  heads  of  state  will  be  looking  at  figures  show- 
ing the  U.  S.  merchandise  trade  deficit  running  at  an  unnerving 
$150  billion.  But  the  reality  is  that  exports  are  a  lot  higher 
and  the  deficit  a  lot  lower.  A  $300  software  program  export- 
ed to  Europe  is  listed  at  about  $5  on  the  U.  S.  trade  books. 
Total  software  exports  probably  alone  amount  to  $4  or  $5 
billion,  not  counted  in  the  official  stats. 

The  goverimient's  lousy  numbers  cause  real  damage  when 
it  comes  to  measuring  inflation.  Practically  the  entire  eco- 
nomics profession  is  unanimous  in  agreeing  that  the  CPI,  the 

consumer  price  index,  generally  overstates  inflation  by  /t( 
V/i  percentage  points.  Officially,  prices  are  rising  at  2.4%  li.- 
year— and  so  are  expensive  government  cost-of-living  allv 
ances.  If  inflation  is  really  going  up  at  1/4%,  not  2!^%,  Wch 
ington  could  save  $50  billion  over  the  next  five  years,  a  tlj 
sum  to  help  pay  for  health-care  reform. 

What  can  be  done  to  fix  this  mess?  First,  Congress  lu 
the  President  should  take  seriously  statistics  and  their  (O 
nomic  and  financial  impact.  At  the  moment,  statistical  aga 
cies  are  largely  orphaned.  Paying  attention  means  finally  'r 
ing  a  director  of  the  Census  Bureau  and  spending  the  dollrf 
needed  to  get  government  statistics  up  to  date.  A  few  ijl 
lion  could  go  a  long  way. 

Second,  data  collection  is  now  divided  among  .scores  ofrf 
fices  and  agencies  throughout  the  government.  In  trade, )! 
instance,  the  U.  S.  Customs  Service  collects  the  basic  in  r 
mation,  but  the  Census  Bureau  and  Bureau  of  Econoiat 
Analysis  share  responsibility  for  reporting  and  analyzingt 
This  kind  of  bureaucratic  feudalism  is  silly.  At  the  very  le;* 
agencies  should  be  allowed  to  share  company-level  inform 
tion— cooperation  that  is  now  illegal  in  many  instances. 

Beyond  that,  Washington  should  consider  a  wholesale  <£ 
structuring  of  its  statistical  agencies.  Some  of  the  work,  siSl" 
as  collecting  market  and  price  data  for  some  commoditip. 
could  be  privatized.  The  re.st  should  be  turned  over  to  a 
gle  government  agency,  much  like  Statistics  Canada,  a  md- 
el  system  that  in  many  respects  puts  the  U.  S.  data  colic 
tion  and  analysis  to  shame. 
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If  s  not  a  phone.  If  s  a 
reengineering  tool 
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I'or  insiance.  ( :.!{.  Kni;land 
(a  nalioiial  Irnckiiiji  liiin)  enjoyed 
sidislani  iai  urow  ill  lor  decades. 


ROLM  IS  pan  of 
the  Siemens  family,  the 
world's  largest  private 
communication  systems 
manufacturer  Siemens 
has  tielped  txjsinesses 
run  more  efficiently  for 
over  140  /ears 
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(I  w  nil  (lereiinlalion 
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r.R.  Kniiland  i^  once  aiiain  a  lormidahle 
compelilor  ill  die  American  li  iickini;  iiiduNlrv. 

10  liiid  mil  how  a  KOLM  phone  s\siem  can 
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To  Make  Or  Sav  e  Monex  W  illi  \(iiir  Phone  S\  s|ein'.' 

11  II  ^liow  \oii  how  a  liOI.M  phone  ^\-^lem 
can  hecome  a  powcrlul  reenuineerinii  tool.  Viid 
a  ca-'h  machine  a--  w ell. 
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The  Air  Force  has  the  Stealth. 
Music  has  Sinatra. 
Paris  has  the  Eiffel  Tower. 

We  have  this. 


On  October  24, 1988,  Nissan  offirkilly  unveiled 


The  Maxima  experienced  a  meteoric  rise  to 


a  yiexu  Maximal  It  was  designed  to  be  the  first  auto-  success.  Automobile  Magazine  hailed  it  "the  best 
mobile  to  give  high-priced  European  dream  sedans  $20,000 sedan  lueve  ever  driven"**  Car  and  Driver 
a  run  for  th  eir  mo  wy.  It  offered  size,  style,  pouter,  said,  "In  the  interna  tional  sports-seda  n  class,  we 
grace  and  two  very  important  things  its  expensive  reckon  that  it  s  gold-medal  materiaVy  It  gained  a  rep- 
competition  couldnt  possibly  match:  Outstanding  utation  for  amazing  quality.  Mcuk  t^  ten  lists.  And 
reliability  and  a  very  reasonable  price  of  entry.  by  1994,  the  Maxima  had  become  the  best-selling 


Nissan  Motor  Corporation  U.S.A.  Smart  pfiiple  ahvays  rrarl  the pne print.  And  thes  aluviys  icenr  their  seat  hells.  Hose  is  a  reiristered  trademark  of  Bos 
C^orporation.  *MSliP  for  1995  Nissan  .Maxima  ( ixdiidinL;  taxes,  title.  In  ease,  distinatnin.  apt  in  lis  and  l(iiall\  mwiieil  e(jjiipmenl.  "  .^iildmiihil 
Magazine,  7/89.  'Car  and  Driver,  11/91.  "1995  E.I'.A.  Fuel  Economy  Estimates  21  eity/2H  hig/iway  with  automatic;  22  cily/2/  highway  with  5-speed 


mport  car  in  its  class  for  nine  consecutive  years. 

Noiv,  ivithout  further  ado,  we  proudly  introduce 
on  to  our  latest  Maxima. 

An  astonishing  automobile  that  doesn't  merely 
hallenge  more  expensive  luxury /performance  se- 
'ans-it  runs  rings  around  them. 

To  begin  with,  the  new  Maxima  GXE  boasts  an 


Tlie  1995  Maxima  GXli.  Slur  ling  under  $20,000! 


mazing  V6  engine  that  generates  30  more  standard 
orsepower  (for  a  grand  total  of  190  hp)  and  gets 
0%  better  fuel  economy  (21  mpg  city/28  mpghigh- 
)ay)  than  its  predecessor.^  For  those  keeping  score  at 
ome,  all  this  equates  to  scorching  0-60  times  that 
re faster  than  a  1994  Acura  Legend  LS  and  a  Lexus 
S300  while  getting  gas  mileage  thats  equnl  to  the 


far  less  potve'    '  ^"v/*  ^ 

Our  engineers  also  xvorked  wonders  with  the 
suspension.  We  zvont  go  into  great  detail,  except  to 
say  the  new  Maxima  rides  quieter  and  smoother  on 
rough  roads  than  a  Lexus  ES 300  and  can  outcorner 
an  Acura  Legend  LS  luith  relative  ease! 

Of  the  many  significant  improvements,  perhaps 
the  most  noticeable  is  the  increased  cabin  volume. 
We've  added  ynore  leg  room,  sJumlder  and  head  room. 
We've  also  added  tou£hes  like  woodgrain  appoint- 
ments, an  eight-way  electronically  adjustable  drivers 
seat,  and  a  custom-designed  6-speaker  Bose  stereo 
system  on  the  Maxima  GLE,  while  safety  features 
like  dual  airbags  and  high-strength  steel  pipe  beams 
in  the  doors  fiave  been  newly  provided  as  well. 

But  of  all  these  exceptional  achievements,  per- 
liaps  the  most  remarkcd)le  is  tJiat  the  rmu  Maxima  can 
still  be  yours  for  a  starting  price  of  under  $20,000! 

And  that's  something  tJuit  can't  be  said  for  the 
Stealth,  Frank  Sinatra  or  tfiat  famous  tower  in  Paris. 

For  a  free  videocassette  on  the  remarkable  new 
Maxima,  call  us  at  L800-239-8784  or  visit  your 
nearest  Nissan  Dealer 

The  New  Nissan  Maxiyna 


NISSAN 


It's  time  to  expect  more  from  a  car! 


he  these  E.P.A.  estimates  for  comparison  only.  Your  mih'age  may  vary.  Comparison  vs.  1994  Toyota  Camry  with  aulornatic  transmission.  §Based  on 
idependent  tests  conducted  by  AMCI  u^ing  1995  Nissan  Maxima  CLE  i>s.  1994  competitive  sedans.  Ride  smoothness  measured  from  driver's  seat, 
hiielness  based  on  dfcibel  level  at  55  mph.  Cornering  based  on  speed  through  dry  cornering  maneuver  CXE  model  shown  with  optional  alloy  wheels. 


NUMBER  3382 


lausinessWeek 


JULY  25,  19 


GRAVY  TRAIN:  CONSULTANTS  SOLD  $17  BILLION  OF  ADVICE  IN  1993,  AND  DOUBLE-DIGIT  GROWTH  RATES  ARE  LIKELY  FOR  AT  LEAST  FIVE  YEARS 


Cover  Story 

60  THE  CRAZE  FOR  CONSULTANTS 

It's  a  gold  rush  out  there.  Even  as 
companies  continue  to  lay  off 
thousands  of  workers,  they're  hiring 
consultants  in  unprecedented 
numbers.  Not  only  that  but  they're 
giving  the  soothsayers  wide-ranging 
new  roles— often  long-term 
assignments  involving  scores  of 
consultants  and  millions  of  dollars  in 
fees.  Consultants  say  that  lets  them 
deliver  more  value  to  clients.  But 
are  the  corporate  guiais  giving 
management  its  money's  worth? 

66  THEY'VE  BEEN  HIRED.  NOW  WHAT? 

What  to  do  when  the  consultants 
come  calling 


Top  of  the  News 

28  WHITHER  DILLER?  WHITHER  CBS? 

If  Comcast  bags  QVC,  Diller  would 
likely  depart.  Meanwhile,  Tisch  is 
making  it  easier  to  buy  CBS 


30  HERB  ALLEN'S  MEDIA-FEST 

Barry  Diller  was  to  have  been  the 
victorious  star 

31  HAS  PEPSI  GONE  FLAT? 
Earnings  certainly  have,  and  rumors 
of  heads  rolling  are  rife 

32  HEALTH  REFORM  RESISTERS 
Business"  support  for  congressional 
health  plans  is  dwindling 

33  COMMENTARY 

Who  health  reform  won't  help 

34  WHAT  AIDS  POLICY? 

Critics  say  Clinton  is  doing  little 

35  ROCKETS  YOU  CAN  REUSE 
The  race  to  build  new  spaceships 

36  THE  FLOOD  IN  GEORGIA 
Its  economy  is  inimdated,  too 

36  NO  LAUGHTER  AT  CIRCUS  CIRCUS 
Its  founder  is  out,  its  future  unclear 

37  A  GOLD  MINER  MAKES  HER  MOVE 
Koyal  Oak's  (  Eo  bids  for  giant  Lac 

40  IN  BUSINESS  THIS  WEEK 

Eli  Lilly,  Big  Blues,  UAL,  refocusing 
at  Dell,  a  vindicated  Teamster,  the 
Boston  Fed,  battling  counterfeiters 


International  Business 

42  KOREA 

The  new  fear  in  South  Korea:  That 
the  north  will  prove  too  heavy  an 
economic  burden 

44  RUSSIA 

Western  companies  find  Russian  rea 
estate  risky  but  irresistible 

48  MEXICO 

XAFTA  or  no  NAFTA,  U.S.  retailers 
are  getting  mired  in  red  tape 

57  INTERNATIONAL  OUTLOOK 

Tony  Blair:  A  Labor  leader  Britain 
can  live  with? 

Economic  Analysis 

17  ECONOMIC  VIEWPOINT 

Dornbusch:  Higher  rates  are  the 
best  bet  for  propping  up  the  dollar 
20  ECONOMIC  TRENDS 

NAFTA,  Clinton's  reelection  hopes, 
the  U.S.  recovery,  a  trimmer  deficit 
25  BUSINESS  OUTLOOK 

Pre.ssures  are  up,  but  inflation 
isn't  about  to  start  boiling 


I 


2  BUSINESS  WEEK/JULY  25,  1994 


rO  PUTTING  CHEVY  ON  TRACK: 

THE  CARMAKER'S  CHIEF,  JIM  PERKINS, 
HAS  THREE  NEW,  AGGRESSIVELY 
PRICED  MODELS-BUT  THE  GM 
DIVISION  LAGS  FAR  BEHIND  FORD 


ia  ECONOMIC  RUNNING  ROOM 

Washington  understates  key  telecom 
investments  by  $50  billion,  and  that 
overstates  the  inflation  threat 

Government 

41  WASHINGTON  OUTLOOK 

The  Whitewater  hearings  have  both 
parties  nervous.  The  Democrats  fear 
scandal,  the  GOP  fears  boredom 

The  Corporation 

rO  A  MAJOR  TUNE-UP  AT  CHEVY 

A.  revamped  lineup,  fresh  ad 
campaign,  and  "value  pricing"  could 


28  A  SPOILER  CALLED  COMCAST: 

BRIAN  ROBERTS'  BID  FOR  QVC  LEAVES 
CBS  IN  THE  LURCH  AND  MAY  LEAVE  A 
WEALTHIER  BARRY  DILLER  OUT  OF  A 
JOB.  WHAT  DOES  COMCAST  WANT? 


80  INSIDE  WALL  STREET 

IGT's  new  breed  of  slot  machines 
Knogo  sets  off  a  buzz 
U.SA  Waste  may  be  top  of  the  heap 
95  INVESTMENT  FIGURES  OF  THE  WEEK 

Science  &  Technology 

82  DEVELOPMENTS  TO  WATCH 

Inky  burglars,  America  competes, 
killer  protein,  flat  panels,  cool  PCs 

83  A  GREEN  POLICY  TAKES  ROOT 

The  Clintonites  are  unveiling  a 
strategy  to  promote  innovative 
environmental  technologies 


86  MEDIA  COOL: 

GREG  ROACH  MOVED  HIS  CD-ROM 
MAKER,  HYPERBOLE,  TO  SEATTLE  AS 
MUCH  FOR  ITS  THRIVING  ARTS  SCENE 
AS  FOR  ITS  SOFTWARE  COMMUNITY 

Sports  Business 

84  LIFTING  THE  GOLF  BAG  BURDEN 

How  T.  J.  Izzo's  little  idea— a 
two-strap  carrier— is  lightening 
loads  on  the  links 

Information  Processing 

11  TECHNOLOGY  &  YOU 

If  you  haven't  yet  tackled  Microsoft 
Windows,  don't— its  successor,  called 
Chicago,  will  arrive  soon 
86  SEATTLE'S  MULTIMEDIA  SLEW 

Microsoft's  neighborhood  is 
becoming  an  increasingly  attractive 
home  to  hordes  of  CD-ROM  upstarts 

Personal  Business 

88  HEALTH:  Retiree,  rig  a  safety  net 
WEALTH:  Late-starting  nest  eggs 
WISDOM:  Seniors  in  cyberspace 

Features 

4  UPFRONT 

8  READERS  REPORT 
ID  CORRECTIONS  &  CLARIFICATIONS 
14  BOOKS 

Harrison:  Lean  and  Mean:  The 
Changing  Landscape  of  Corporate 
Poire r  in  the  Age  of  Flexibility 

93  BUSINESS  WEEK  INDEX 

94  INDEX  TO  COMPANIES 
96  EDITORIALS 

Don't  pull  the  plug  on  health  reform 
A  steady  hand  in  the  Koreas 


help  reverse  a  sales  skid 
r2  CONAGRA:  COOKING  AGAIN 

New  CEO  Philip  Fletcher  has  costs 
down,  sales  and  earnings  up.  Now, 
he's  scouting  for  an  acquisition 

r3  COURTING  SABENA 

The  Belgian  airline  has  a  slew  of 
suitors 

Finance 

rt  WHAT'S  A  SECURITY  WORTH? 

With  today's  exotic  financial 

instruments  and  illiquid  markets, 

it  can  be  anybody's  guess 
r7  MIAMI  BEACH'S  NEW  TYCOON 

German  Thomas  Kramer's  big  plans 

are  making  waves— and  enemies 
79  CONNECTICUT  IS  FOR  TRADERS 

Securities  firms  find  a  new  haven 

with  all  the  amenities 


88  CALLING  IT  A  DAY: 

RETIREMENT— GREAT  CONCEPT,  BUT 
TOO  OFTEN  A  LETDOWN  DUE  TO  ENNUI 
OR  INSECURITY.  HERE'S  HOW  TO  GET 
A  SECOND  WIND  AND  PEACE  OF  MIND 


less  Week  (ISSN  0007-71  35)  published  weekly,  except  for  one  issue  in  January,  by  McGraw-Hill  Inc  Executive,  Editorial,  Circulation,  and  Advertising  Offices:  1  22  I  Avenue  of  tfie  Americas,  New  York,  N.  Y,  I  0020. 
subscriber  rote  $46  95/year;  Canada  CDN  $69/yeor  Second-closs  postage  poid  at  New  York,  N  Y  ,  and  at  additional  mailing  offices  Postage  paid  at  Montreal,  P.  Q.  Canoda  Post  International  Publications 
Product  Soles  Agreement  No  246484  Postmaster:  Send  oddress  ctianges  to  BUSINESS  WEEK  P  O  Box  430,  Hightstown,  N.  J,  08.520 


BUSINESS  WEEK/JULY  25,  1994  3 


TALK  SHOW 

/  will  defer  to  you  on  this,  but  I  will  be  back. 

—President  Bill  Clinton,  retorting  to  Group  of  Seven  leaders,  who| 
dismissed  his  bid  to  expand  the  General  Agreement  on  Tariffs  & 
Trade 
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WORLD  FINANCIAL  CENTER:  A  Strong  yen  hurts 


FAULTY  TOWERS 

O&rS  NIGHTMARE 
ON  WALL  STREET 


The  headache  of  overhaul- 
ing Olympia  &  York  is 
about  to  reach  migraine  pro- 
portions. The  troubled  real  es- 
tate empire,  once  controlled 
by  Toronto's  Reichmann  fami- 
ly, is  now  restructuring  its 
U.  S.  unit's  $5  billion  debt, 
mainly  on  New  York  office 
buildings.  Talks  between  the 
company  and  creditors,  who 


won't  comment, 
next  turn  to 
O&y's  three 
World  Financial 
Center  towers— 
and  this  won't  be 
pretty. 

Consider  the 
$800  million  debt 
on  2  World  Fi- 
nancial Center. 
The  debt  is  in 
bonds  originally 
sold  to  Japanese 
investors,  valued  at  123  yen 
to  the  dollar.  But  the  green- 
back has  slipped  below  100 
yen,  so  add  an  extra  $160  mil- 
lion to  the  debt  load  for  nego- 
tiators to  squabble  over. 

Another  challenge  is  125 
Broad  St.  (debt:  $277  million), 
whose  main  lender.  Canadian 
Imperial  Bank  of  Commerce, 
will  soon  take  over,  say  those 
close  to  the  talks.  The  good 
news  for  the  bank:  It's  near- 
ing  a  deal  to  sell  the  place  to 
two  tenants,  insurance  broker 
Johnson  &  Higgins  and  law 


firm  Sullivan  &  Cromwell. 
The  firms  and  the  bank  won't 
comment. 

The  bad  news:  As  part  of 
that  deal,  Canadian  Imperial 
would  be  saddled  with  a  lease 
O&Y  holds  on  200,000  square 
feet  of  nearby  7  Hanover 
Square,  once  held  by  Johnson 
&  Higgins.  O&Y  assumed  it  in 


1986  to  lure  the  insurare 
broker  to  125  Broad.  Ti'oule 
is,  O&Y  then  sublet  to  tenais 
who  are  paying  today's  rals 
(around  $35  per  square  t o  i 
at  7  Hanover,  and  O&Y  mi 
fork  over  mid-'80s  rents  \  '^'-' 
to  the  building's  owner  - 
real  estate  brokers  who  h;i 
looked  at  the  deal. 


BEST-LAID  PLANS 


CEREAL  KILLER  STALKS  THE  HEARTLAND! 


UPWARDLY  MOBILE 


NEW  lADIES  or  THE  CLUB 


Economics  has  been  a  most- 
ly male  club.  Until  now. 
Women  got  22%  of  the  eco- 
nomics PhDs  in  1992,  vs.  10% 
in  1975.  Almost  one-half  of 
practicing  economists  in  the 
U.  S.  in  1993  were 
female,  compared 
with  one-third 
l)ack  in  1985,  re- 
ports the  Labor 
Dept. 

Leading  the 
way  are  four  wom- 
en who  occupy 
some  of  Bill  Clin- 
ton's most  senior  economic 
posts.  Alice  Rivlin  is  moving 
up  in  Washington's  pecking 
order,  climbing  from  No.  2  in 
the  White  House  budget  of- 
fice to  No.  1.  Laura  D' Andrea 
Tyson  chairs  the  Council  of 
Economic  Advisers.  Joan 
Spero  serves  as  the  State 
Dept.'s  Under  Secretary  for 
economic  policy.  And  over  at 


Treasury,  Alicia  Munnell  is 
Assistant  Secretary  for  eco- 
nomic policy.  She  quips: 
"We've  graduated  from  home 
economics  to  macroeco- 
nomics."       Paul  Magnusson 


In  April,  General  Mills  took 
a  bold  step  to  revive  its 
sagging  cereal  business.  The 
remedy:  Reduce  prices  11%, 
while  cutting  back  costly  cou- 
pons and  trade 
promotions.  But 
the  stratagem  has 
run  into  an  unex- 
pected snag:  oats 
contaminated  by 
the  wi'ong  insecti- 
cide. You  can't 
beef  up  profits 
with  bare  shelves. 
General  Mills  has 
had  to  impound 
some  15  million 
bushels  of  oats 
and  50  million 
boxes  of  cereal— 
and  close  plants 
for  cleanups.  It 
has  announced  an  estimated 
charge  against  1994  earnings 
of  at  least  $63  million.  The 
company  was  counting  on 
tiringing  off  its  new  plan  with- 


out losing  sales.  Sorry.  Riv ; 
eat  up  this  sort  of  thing,  t 
Dominick's  Finer  Foods  A 
Chicago,  beside  empty  Gen  • 
al  Mills  shelves,  new  si;^ 
push  the  stores 
knock-off  versin 
of  Big  G's  vene  .- 
ble  Cheerios. 

General  Mis 
hopes  that  te 
oats  imbroglio  vil 
soon  be  over.  Et 
long  term,  W.l 
Street  analyse 
are  still  wary  f 
the  new  mai'k- 
ing  plan,  feari 
rivals  will  step  o 
coupons  and  p:>- 
motions.  And  C. . 
Lawrence's  Tini- 
thy  Ramey  qu(.- 
tions  to  what  degree  rett- 
ers  will  pass  along  the  mv 
lower  prices  for  General  Mij' 
cereals— especially  with  te 
shortages.  Greg  Burs 


i\  I.  I  r 

JANET  RENO  SAYSPe  ntagon-sponsored 
high  technology  can  bring  police  into  the  21st 
century.  Besides,  the  Attorney  General's 
plan  could  help  a  slumping  defense  in- 
dustry by  finding  a  new  market  in  crime 
fighting.  Indeed,  the  Dick  Tracy  wizard 


Y     <  II  :■:  <  [(   

ry  being  developed  by  contractors  and  goverr^ 
ment  labs  is  dazzling  cops.  An  example  is  gun 
that  recognize  their  owners'  fingei 
prints— and  can't  be  fired  by  anyoni 
else.  That  could  help  prevent  polic' 
deaths  caused  by  their  own  weapon; 


IN  REALITY,  ,  much  of  the  tech- 
nology may  prove  too  expensive  and 
impractical.  About  90%  of  police 
budgets  goes  to  salaries.  So  try  find- 
ing money  for  the  slime  gun,  which 
stops  crooks  in  their  tracks.  This  device,  deve 
oped  by  Sondia  National  Laboratories,  may 
cost  a  prohibitive  $  1,000  per  unit.  Plus,  the  cur- 


rent model  requires  toting  a  bulky  car| 
ister  on  your  back.  And  some  of  th 
stuff  is  deadlier  than  it  seems,  such  d 
pepper  spray  used  for  riot  control  i 
Somalia.  A  year  ago,  police  in  Concorc 
N.  C,  used  the  spray  to  subdue  a  man  whi 
had  a  lung  condition.  His  death  set  off  a  week 
long  riot.  Catherine  Yanij 
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A  DOLUR  FRAYED 
ISADOLIAR  RECYCLED 


Paper  money,  like  the  mor- 
tals who  spend  it,  doesn't 
last.  After  18  months,  $1  bills 
are  too  frayed  for  general  cir- 
culation. A  fin  is 
around  for  just 
two  years.  Anr 
$20  greenbacks.' 
Three  to  four 
years.  The  feds 
dispose  of  7,000 
tons  of  worn-out 
bucks  annually. 
And  it  costs  big 
bucks,  the  still-in- 
use  kind,  to  shred 
bills,  pack  them  into  bricks, 
then  dump  them  in  landfills. 

Several  Southern  California 
companies  have  a  novel  use 
for  all  that  spent  cash:  recy- 


ON  THE  FUND  FRONT 

IF  AT  FIRST 

YOU  DONT  SUCCEED... 


eiko  Thieme  is  a  bull's 
bull.  It  takes  one  to 
launch  a  mutual  fimd— his  sec- 
ond—in today's  choppy  mar- 
ket. Especially  since  Morn- 
ingstar  says  his  first  fund, 
American  Heritage  ($91  mil- 
lion in  assets),  was  among  the 
worst  performers  in  1994"s 
first  half,  down  28%. 

None  of  this  daunts 
Thieme.  He  unveiled  the  new 
fund,  no-load  American  Her- 
itage Growth,  in  early  May. 
Like  American  Heritage,  it  fo- 
cuses on  undervalued  stocks. 


cling  it  into  everything  from 
stationery  to  fiberboard  used 
in  walls  during  construction. 
In  the  white  fiberboard  made 
by  Gridcore  Systems  Interna- 
tional in  Carlsbad,  you  can 
see  pieces  of  dollars.  Terra 
Roofing  in  Fontana  makes 
roof  shingles,  while  others 
produce  fireplace  logs,  for 
ljuyers  with  money  to  burn. 
First,  the  government 
shreds  the  bills 
into  long  strips 
that  resemble 
greenish  angel- 
hair  pasta.  But 
the  companies 
don't  have  to  pay 
for  the  raw  mate- 
rial other  than  to 
haul  it  away.  You 
might  object  that, 
once  again,  Uncle 
Sucker  is  giving  away  money 
and  getting  zero  in  return. 
Well,  at  least  there's  an  envi- 
ronmental benefit:  more  room 
in  landfills.  Scott  LaFee 


but  will  avoid  speculative 
highfliers  and  stick  with  es- 
tablished names  such  as  IBM. 
Letters  from  Thieme  welcome 
minimum  investments  of 
$5,000.  Total  investment  in 
American  Heritage  Growth  as 
of  .July  11:  just  $291,000. 

Still,  when  Thieme  took 
over  American  Heritage  from 
another  manager  in  1990,  it 
was  a  sickly  fund  with  a  -31%. 
return.  Since  then,  he  rode 
the  bull  market,  turning  in 
heady  performances  averag- 
ing 49%  annually.  The  mar- 
ket's 1994  woes  have  hit 
American  Heritage  hardest 
because  of  sour  holdings,  such 
as  scandal-plagued  Spectrum 
Information  Technologies.  □ 


AMERICAN 
HERITAGE  FUND 
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THIEME:  .4  voiding  h igh  i 


DRAWN  AND  QUARTERED 


ASIMPZ-EONE-STPP 

PLANlH/^eUARAWTiSSS 
VOU  UNIVERSAL  HEALTH 
CARE.,, 


'nMH  Iff 


WONDERS  OF  SCIENCE 

HANGOVER-PROOF  80  PROOF? 


Want  to  get  zorched  on 
vodka— and  not  suffer 
a  hangover  the  next  day? 
That's  the  marketing  pitch  of 
San  Francisco-based  Skyy 
Spirits,  which  claims  that  a 
special  "four-column"  distilla- 
tion system  takes  out  sub- 
stances called  "congeners"  that 
make  the  morning  after  so 
painful.  Congeners  are  toxic 
impurities  that 
form  during  fer- 
mentation. 

The  no-hang- 
over pledge,  plus 
a  distinctive  co- 
Ijalt-blue  bottle 
and  low  price 
(20%  cheaper 
than  top  import- 
ed brands),  has 
won  attention. 
Introduced  in 
1992,  Skyy 


though,  has  challenged  Skyj 
claim  before  regulators. 

Skyy  CEO  Maurice  Kanb 
scoffs  at  the  doubters.  "Ti 
it  yourself,"  he  says.  We  di 
Result?  A  wee  hangover.  Bi 
maybe  we  didn't  drir 
enough. 


says  it  IS  m 
27  states 
and,  by  yearend,  hopes 
to  hit  100,000  cases  an- 
nually. While  that  is 
nowhere  near  top-sell- 
er Smirnoff  (6.1  million 
cases),  it's  respectable. 

But  what  about  the 
no-hangover  claim?  Com- 
petitors  and  some  industry 
analysts  are  skeptical.  Joseph 
Frohlinger,  publisher  of  a 
liquor-industry  newsletter, 
says  an  80-proof  vodka  such 
as  Skyy  will  give  anyone  a 
hangover.  The  ai'gument:  Con- 
geners can't  be  totally  re- 
moved. And  besides,  con- 
geners are  what  give  the 
booze   its   taste.   No  one. 


DIVIDENDS 
DRIVE  UP 

The  first  half  of  1994 
saw  the  number  of 
''companies  reporting 
dividend  increases  up  by  197m 
over  the  same  period  a  year 
ago.  The  930  total  is  the  best 
showing  in  1 3  years,  says 
Standard  &  Poor's.  What  doe 
it  mean?  An  improving  outloo 
I     for  corporate  profits. 
C  1,000   


NUMBER  OF  COMPANIES 
REPORTING  DIVIDEND  INCREASES 


400 


4 


FIRST  SIX  MONTHS 
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FOOTNOTES 


Increa.se  in  Japanese  purchases  of  U.  S.  auto  parts,  1993:  14%.  Needed  this  year  to  meet  1992  pledge:  23% 
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UPFR' 


Want  to  give  your  sales  a  real  push? 


Now  you  can,  with. . . 


In  the  uphill  battle  for  more  sales,  the  winner 
isn't  always  the  biggest,  but  the  most  resourceful. 

Which  is  why  Sprint  Business  is  introducing 
Real  Solutions^"  A  new  program  committed  to 
boosting  your  business'  productivity. 

It  all  starts  with  a  free  top-to-bottom  ^ 
action  plan  that  will  analyze  where  your  ^ 
business  stands.  And  show  you  how  far 
advanced  communications  can  take  it.  ^ 

As  a  Real  Solutiojis  customer,  you'll  ^ 
have  unlimited  access  to  all  the  resources 
of  the  Sprint  Business  Center  and  oixr  staff 
of  professional  business  consultants.  They'll 
personally  work  with  you  to  identify  new  ways 


to  increase  sales.  And  move  your  business  ahead. 

You'll  also  get  flat-rate  pricing  (to  take  the 
guesswork  out  of  your  monthly  expenses), 
one  simplified  bill  that  combines 

i 

both  voice  and  data  services, 
and  free  software  that  allows  you 
the  convenience  of  receiving 
your  bill  on  a  disk.  You'll  even 
earn  credits  toward  valuable 
business  products  and  services. 
So  call  today.  And  get  Real  Solutions 
from  Sprint  Business.  Because  it's  a  lot  easier  to 
give  your  sales  a  push  when  you've  got  the  right 
team  behind  vou. 


Sprint 

Business 


Call  1-800-816-REAL 
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PRESERVING  THE  'NOBLE  PURPOSE' 
Off  SOCIAL  SECURITY  

Robert  Kuttner  unfortunately  joined 
the  fear-mongering  special-interest 
groups  who  have  labored  against  entitle- 
ment reform  with  his  piece  "Why  are  we 
so  insecure  about  Social  Security?"  (Eco- 
nomic Viewpoint,  July  4). 

He  opens  by  declaring  that  our  Bi- 
partisan Commission  on  Entitlement  & 
Tax  Reform  is  "on  a  crusade  to  demonize 
entitlements,  particularly  Social  Secur- 
ity." I  and  several  other  members  of  the 
commission  have  said  repeatedly  that 
entitlement  programs— particularly  So- 
cial Security— serve  a  noble  purpose  that 
must  be  preserved.  It  is  for  precisely 
that  reason  that  reform  is  necessary. 
Were  we  opposed  to  the  programs,  de- 
monization  would  be  unnecessary:  We 
would  need  simply  to  leave  the  pro- 
grams alone  and  allow  them  to  consume 
themselves,  a  direction  in  which  mathe- 
matics shows  they  are  now  headed. 

Kuttner  proceeds  to  lay  out  a  series 
of  modest  options  for  reform,  apparent- 
ly in  an  effort  to  paint  the  commission 
as  favoring  stronger— in  his  words, 
"alarmist"— options.  In  fact,  those  re- 
forms are  all  under  consideration  by  our 
group.  One  of  the  plans  Kuttner  cites  in 
arguing  against  the  commission  was  ac- 
tually authored  by  a  commission  mem- 
ber. Representative  Dan  Rostenkowski. 

Kuttner  concludes  with  a  common 
myth  of  the  entitlement  debate:  health- 
care reform  alone  will  solve  the  problem. 
While  he  is  correct  to  argue  that  re- 
form is  an  important  part  of  the  solu- 
tion, it  will  do  nothing  to  address  the 
demographic  trends  propelling  entitle- 
ment spending  out  of  control.  Even  the 
strongest  advocates  of  cost  containment 
recognize  the  need  to  address  the  bigger 
problem  of  projected  entitlement  growth 
beyond  the  rate  of  health-care  inflation. 

Bob  Kerrey  (D-Neb.) 
U.  S.  Senate 
Washington 

Kuttner  suggests  that  the  solution  to 
the  age-based  inequities  of  balloon- 
ing entitlement  payments  to  seniors  is  to 
extend  health-care  entitlement  payments 


to  all  age  groups.  He  supports  this  dub 
ous  recommendation  with  the  claim  thv. 
such  action  would  inject  fiscal  prudenc' 
into  the  system  "by  compelling  th 
health  system  to  live  within  an  overa 
.budget."  Kuttner  could  lend  some  cre( 
ibility  to  his  argument  by  providing 
list  of  government  programs  that  hav 
ever  contained  costs  or  lived  within 
budget. 

Daniel  R.  Mile 
San  Dieg 

GO  SHORT  ON  A  FIRST  TRADE? 
WHY  THE  HECK  NOT? 


Regarding  your  article  "The  more  Hi 
lary  tries  to  explain ..."  (Up  Front 
July  4),  as  an  individual  involved  in  trac 
ing  at  the  Chicago  Mercantile  Exchange 
I  find  ridiculous  the  assertion  from 
"top  Merc  official"  that,  "it's  unheard  o 
for  a  novice  to  go  short  on  a  first  trade. 
If  this  top  Merc  official  ever  traded  for 
living,  I  would  be  quite  surprised,  a 
any  good  trader  knows  to  follow  th 
trend  and  not  to  bias  one's  trading  to 
ward  the  short  or  long  side.  My  firs 
futures  transactions  were  to  short  Trea 
sury  bond  futures  and  Standard  6 
Poor's  500-stock  index  futures.  At  th 
time  I  did  those  transactions,  I  certainl; 
would  not  consider  myself  to  have  bee 
beyond  the  novice  level. 

Mark  D.  Batemai 
Chieagi 

THE  REAL  STRUGGLE  AT  CAT: 
BOTH  SIDES  SOUND  OFF 


For  a  business  magazine  that  promote; 
U.  S.  industry  innovation  and  com 
petitiveness,  you  failed  badly  in  you: 
article  entitled  "Much  ado  about  petti 
ness"  (Top  of  the  News,  July  4),  con 
cerning  Caterpillar  and  the  United  Autt 
Workers.  I'm  sure  the  union  thanks  yoi 
for  an  article  that  makes  it  sound  likt  i 
the  primary  issue  at  stake  is  a  big,  ricl;! 
company  too  stingy  to  give  its  unio; 
workers  a  decent  pay  raise  and  too  ego 
tistical  to  let  its  workers  wear  slogan; 
critical  of  company  management. 

A  pivotal  national  battle  between  ai 
outdated,  regressive,  destructive  unioi 
and  a  progressive,  highly  efficient,  mod 
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The  Diamond  Aj  inwersar  J Bcaul 


OriyourlOth, 
show  her  youd  marry  her  all  over  again. 

This  design  from  $2,000. 

Call 1-800-553-5753 for  the  jeweler  nearest  you.  A  diamond  is  forever. 


mm  COUCH  PffrAiUES 

WHILf  THEY'RE  Snii 
SMAL  HUES. 


Start  encouraging  good  habits  now  like  exercise  and  a  low-fat  diet. 
You  could  save  wear  and  tear  on  your  child's  heart.  And  on  your  chair. 
You  can  help  prevent  heart  disease  and  stroke.  We  can  tell  you  how. 
Call  1-800-AHA-USAl.  ^ 

American  Heart  Association^ 

This  space  provided  as  a  public  service     ■  1993,  American  Heart  Association 


CORREaiOHS  &  OARIf  ICATIOMS 

"Requiem  for  a  heavyweight"  (Top  of 
the  News,  May  23)  should  have  identi- 
fied Stanford  University's  football  rival 
in  the  "big  game"  as  the  University  of 
California  at  Berkeley,  not  the  Univer- 
sity of  Southern  California. 


em  company  is  currently  focused  on  Pe 
oria.  111.  It  is  a  fight  for  the  competitive 
ness  of  American  companies  in  a  work 
marketplace.  It  is  a  struggle  against  the 
failed  workplace-entitlement  mentalitj 
tliat  has  already  ruined  the  economies  o] 
much  of  Europe. 

Most  of  us  in  Peoria  hope  that  Cater- 
pillar does  whatever  it  takes  to  continue 
its  world-class  performance. 

David  C.  Wright 
Editorf 
Inter-Business  Issues 
Peoria,  111 


■ disagree  with  your  statement  that  Cat 
won  a  hands-down  victory  when  we 
ended  the  5'/2-month  strike  in  1992.  The 
workers  are  more  determined  today 
than  ever  to  stand  together  to  resolve 
the  unfair  labor  practice  complaints  and 
then  move  on  to  the  other  issues. 

Cat  might  contend  that  the  average 
worker  earned  $49,000  last  year,  with 
overtime.  The  only  problem  with  that  is 
under  the  "final  offer"  there  would  be 
very  little  overtime  pay.  Cat  expects 
most  everyone  to  work  an  alternate 
work  schedule  of  four  10-hour  days  or 
three  12-hour  days  at  the  straight- time 
hourly  rate.  Also,  most  new  hires  and 
recalls  would  earn  $7  to  $8.50  an  hour, 
with  minimal  benefits. 

Caterpillar  is  still  trying  to  convince 
everyone  that  the  union  demands  a  John 
Deere  pattern  agreement.  Truth  is,  the 
union  hasn't  talked  pattern  agreement 
for  some  time. 

Barry  L.  Koicuba 
President,  Local  786 
United  Auto  Workers 
York,  Pa. 
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FED  BY  STEPHEN  H.  WILDSTROM 

WINDOWS?  WAIT 
OR  CHICAGO 


Wjk  nyone  who  pays  any 
attention  to  the  com- 
W^puter  scene  knows 
at  the  biggest  news  around 
the  coming  of  a  replace- 
snt  for  Microsoft  Windows 
L  The  advent  of  a  new  op- 
ating  system  will  eventually 
'ce  every  business  and  indi- 
dual  user  to  ponder  just 
len  to  upgrade.  But  there 
8  more  pressing  considera- 
ms  for  potential  computer 
lyers  and  for  the  millions 


named  Chicago.  Microsoft 
says  Chicago,  which  will  re- 
place both  Windows  and  DOS, 
will  be  available  to  users  be- 
fore the  end  of  the  year.  The 
program's  debut  date  has 
been  postponed  before,  but 
even  if  Microsoft  can't  hit  its 
latest  target,  the  software  will 
probably  ship  in  early  1995. 

Chicago  promises  to  be  con- 
siderably easier  to  learn  and 
use  than  Windows  3.1,  which 
has  been  around  since  1992. 


ho  have  forgone  the  glitz 
id  graphics  of  Windows  to 
ick  with  plain  old  MSDOS. 

For  MSDOS  users,  an  even- 
lal  upgrade  to  a  graphical 
>er  interface— generic  com- 
iterese  for  Windows— is  in- 
ntable.  You  can  still  get 
)ur  work  done,  but  updates 

your  favorite  programs  are 
itting  more  and  more  infre- 
jent,  and  it  was  tough  to 
3t  the  new  laser  printer 
orking  with  that  old  word 
'ocessor. 

ME  AND  MONEY.  Stilt,  there's 
1  argument  for  waiting, 
earning  to  use  Windows  ($99 
itail)  requires  an  investment 
:  time,  effort,  and  perhaps 
ish  for  training.  And  Micro- 
)ft  is  about  to  render  much 
■  what  you  will  learn  obso- 
ite  with  a  product  code- 


"1  have  used  it  next  to  regu- 
lar Windows,  and  the  user 
interface  is,  in  fact,  superior," 
says  Alex  Morrow,  general 
manager  of  product-line  archi- 
tecture for  Lotus  Develop- 
ment Corp.  "It's  a  lot  easier 
to  navigate." 

For  example,  Chicago  will 
make  it  easier  to  use  several 
applications  at  once  by  keep- 
ing a  list  of  running  programs 
on  a  "task  bar"  on  the  screen 
at  all  times.  That  means  you 
can  interrupt  work  on  your 
Monday  morning  presentation 
to  answer  a  co-worker's  ques- 
tions about  the  latest  sales 
data,  check  your  E-mail,  then 
get  back  to  the  presentation 
with,  in  each  case,  just  the 
click  of  a  mouse.  Perhaps  the 
feature  that  will  please  users 
most:  File  names,  limited  to 


eight  characters  plus  a  three- 
letter  "extension"  since  the 
dawn  of  DOS,  will  be  up  to 
255  characters  long,  and 
blanks  will  be  allowed. 

Microsoft  sells  some  2  mil- 
lion copies  of  Windows  3.1  a 
month,  mainly  preinstalled  on 
new  machines,  so  it  doesn't 
want  MSDOS  users— or  comput- 
er buyers— to  wait  for  Chica- 
go. Says  Microsoft  Vice-Presi- 
dent Brad  A.  Silverberg:  "In 
general,  I'd  recommend 
switching  now.  Later,  if  you 
want  the  power  of  Chicago, 
you  can  migrate  in  15  to  30 
minutes."  Cost  isn't  a  big  con- 
sideration, since  Microsoft  will 
offer  a  Chicago  "upgi'ade"  to 
Windows  and  DOS  users,  prob- 
ably for  around  $50.  Trouble 
is,  much  of  the  investment  in 
learning  Windows  will  be 
wasted.  Silverberg  says  Mi- 
crosoft's own  tests  show  that 
users  can  learn  their  way 
around  Chicago  in  one-fifth 
the  time  it  takes  to  learn 
Windows  3.1. 

PLUG  IN.  If  you  have  to  up- 
grade your  computer  to  take 
full  advantage  of  graphics- 
based  software,  the  argument 
lor  waiting  is  even  more  com- 
pelling. Chicago  supports  a 
new  PC  design  standard  called 
"plug-and-play"  that  should 
make  it  much  easier  to  set  up 
and  upgrade  your  computer. 
Any  new  machine  you  buy 
should  be  plug-and-play— and 
should  come  with  at  least  a 
340-megabyte  hard  drive  and 
8  megabytes  of  random-access 
memory.  Although  Microsoft 
says  Chicago  will  run  on  a 
computer  with  4  megabytes 
of  memory,  8— the  amount 
needed  to  run  Windows  3.1 
effectively— is  a  better  bet. 

For  the  dwindling  band  of 
MSDOS  addicts,  waiting  means 
putting  up  with  that  old  soft- 
ware for  a  while  longer.  But 
at  least  software  makers  in- 
sist they  will  not  abandon  non- 
Windows  products.  "We  are 
not  forcing  the  decision  [to  up- 
gT'ade]  on  our  customers,"  says 
Glenn  Mella,  vice-president  of 
Novell  Inc.'s  WordPerfect  unit. 
If  you've  waited  this  long  to 
make  the  change,  you  might 
as  well  hold  on  for  a  few  more 
months.  S.  W. 


BULLETIN  BOARD 


PROCESSORS 

A  PENTIUM  PC  IN  EVERY  POT 

Intel  is  discovering  that  com- 
puters powered  by  its  top-of- 
the-line  Pentium  chip  are  sur- 
prisingly appealing  to  home 
users.  Richard  B.  Pierce,  In- 
tel's multimedia  marketing  di- 
rector, says  that  about  half  of 
Pentium  computer  purchases 
are  made  through  retail  chan- 


nels, indicating  strong  consu- 
mer demand.  Intel  is  working 
to  stimulate  this  demand,  re- 
cently running  "Pentium 
Demo  Days"  promotions  at 
such  retailers  as  CompUSA. 

Why  the  home-market  bo- 
nanza? Recent  price  cuts 
mean  Pentium  may  cost  only 
$200  more  than  the  fastest 
computers  based  on  older 
80486  chips.  That  amount  of 
money  may  be  less  intimidat- 
ing when  buying  one  comput- 
er for  the  home  than  when 
buying  hundreds  for  an  of- 
fice. Also,  home  multimedia 
applications  featuring  sound 
and  animation  can  require 
more  computer  horsepower 
than  word  processing  and 
other  office  chores. 

COMPATIBILITY 

PLUG-IN  WINDOWS  fOR  MAC 

Could  the  third  time  be  the 
charm  as  Apple  Computer 
tries  to  make  a  Windows- 
compatible  Macintosh?  The 
initial  efforts,  the  Quadra  610 
DOS  Compatible  and  Soft- 
Windows for  the  PowerMac, 
were  badly  underpowered. 
Apple  is  developing  a  plug-in 
card  that  would  let  Power- 
Macs  run  Windows  as  fast  as 
a  486  PC. 


Questions?  Comments?  techandu@mgh.coni  on  Internet  or  fax  (202)  383-2125 
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OloLal  competition.  UnstaUe 
financial  markets.  Mounting 
cost  pressures.  Compared 
to  running  tlic  Wc:)rlcl  Cup 
games,  tliese  management 
issues  make  for  a  pleasant  day 
at  tke  office.  ♦  No  otker  orga- 
nization must  come  toge  tk  er 
so  quickly,  move  so  rapidly,  in 
so  skort  a  time,  as  tke  World 
Cup  games.  Indeed,  tke 
^Ct)rld  Cup  is  tke  world  s  larg- 
est, most  visikle  virtual  cor- 
poration. ^  Nearly  two  Lillion 
people  will  tune  in  to  tke  World 
Cup  final  on  July  17.  By  tken, 
tke  World  L.up  games  Willi  lave 
moved  tens  of  tkousands  of 
press,  staff,  players,  coackes, 
officials,  and  fans  across  nine 
U.S.  cities.  All  tne  wnile  do- 
ing kusiness  tliat  measured  in 


The  Special  Chahenge  Of  Running  A  Business  That  Says 


KICK  ME 


11 


ticket  and  related  sales  exceeds 
Slkill  ion.  ♦  And  eveiytking, 
all  52  playoff  matckes,  com- 
nressed  into  a  single  montk.  ♦ 


Not  surprisingly,  an  aclvancecl 
computer  system  kelps.  ^  Sun 
networked  computing  puts  tke 
power  of  tke  network  to  work 
for  managers  ky  letting  tkem 
skare  voice,  video,  and  data  no 
matter  wkere  tkey  are.  ❖  Tke 
result:  networked  computing 
from  Sun  gives  W^orld  Cup 
staff  tke  power  to  make  accu- 
rate decisions,  and  tke  network- 
ed flexikility  to  make  tk  em 
wken  neede  d.  ❖  Wkick  may  ne 
wky,  as  tke  World  C  up  games 
are  kicked  across  Ame  rica,  a 
few  eyes  may  also  ke  on  tke 
computer  system  tkat  was 
judged  simple  to  use,  yet  pow- 
erful  enougn  to  manage  tke 
world's  largest  sporting  event. 
O  More  tkan  135,000  kusi- 
nesses  are  using  S>un  systems, 
powered  ky  tke  SPARC*  ckip 
and  tke  Solaris*  operating 
environment,  to  gain  a  compet- 
itive advantage.  To  learn  kow 
vour  kusiness  can  kenefit,  call 
1-800-426-5321,  ext.  755. 


Exclusive  Computer  Supplier 
To  Tke  1994  World  Cup 




LEAN  AND  MEAN:  THE  CHANGING  LANDSCAPE  OF  CORPORATE  POWER  IN  THE  AGE 
OF  FLEXIBILITY 

By  Bennett  Harrison  •  Basic  Books  •  324pp  •  $25 

WHO  SAYS  BIG  COMPANIES 
ARE  DINOSAURS? 


Lately,  financial  journalists,  econo- 
mists, and  executives  alike  have 
embraced  a  creed  once  espoused 
solely  by  whimsical  ecologists:  Small  is 
beautiful.  Big  companies,  they  say,  are 
dinosaurs.  Their  tiny  brethren  create 
most  new  jobs  and  lead  in  quality  and 
innovation.  Unless  giants  such  as  Gener- 
al Motors,  IBM,  and  Kodak  can  duplicate 
the  agility  displayed  by  the  little  folks, 
they'll  never  regain  their  edge. 

Well,  anyone  committed  to  the  vision 
of  a  world  led  by  small,  nimble  compa- 
nies would  do  well  to  read  Bennett  Har- 
rison's Lean  and  Mean:  The  Changing 
Landscape  of  Cm-porate  Power  in  the  Age 
of  Flexibility.  Through  his  own  research, 
corrol)orated  by  the  research  of  others, 
Harrison,  a  professor  of  poHtical  econo- 
my at  Carnegie  Mellon  University,  ef- 
fectively demolishes  the  notion  that 


small  companies  are  the  font  of  either 
job  growth  or  innovation. 

Moreover,  Harrison  writes,  at  least 
some  large  corporations  have  discovered 
how  to  become  less  rigid,  more  entrepre- 
neurial, and  less  hierarchical.  The  world- 
wide gi'owth  of  networks  of  corporate 
cooperation  inspired— and  to  some  de- 
gree driven— by  the  Japanese  keiretsu, 
mean,  in  Harrison's  view,  that  it  is  the 
corporate  giants  that  will  survive  and 
dt)minate.  Companies  such  as  Nike,  Ford, 
and  Motorola  may  hire  others  to  build 
their-  products  or  may  produce  them  in 
scattered  locations,  but  thanks  to  a  web 
of  links  tying  together  suppliers  and 
customers,  they  will  cede  little  else. 
Writes  Harrison:  "Production  may  be 
decentralized,  while  power,  finance,  dis- 
tribution, and  control  remain  concentrat- 
ed among  the  big  firms." 


Harrison's  most  original  work  citiiK 
in  his  opening  chapters,  in  which  he  i! 
tacks— with  obvious  relish— the  n!)ii( 
that  small  companies  create  most  ne 
jobs  in  the  U.  S.  Not  only  is  that  m 
true,  Harrison  asserts,  but  the  researc 
that  first  supported  the  claim  was  hig 
ly  questionable.  That  was  the  work  ■ 
David  Birch,  then  a  Massachusetts  Inst 
tute  of  Technology  researcher,  who  sa 
in  1987  that  88%  of  the  jobs  generat( 
between  1981  and  1985  had  be( 
spawned  by  companies  with  fewer  th£ 
20  employees.  State  and  local  gover 
ments.  Birch  posited,  should  promoi 
the  birth  of  as  many  new  businesses  i 
possible. 

But  Birch's  research  was  flawed,  sa; 
Harrison,  because  the  early  data  he  us( 
exaggerated  the  incidence  of  startuj 
and  because  his  analysis  covered  U 
short  a  period.  In  addition,  Harrison  a 
gues,  Birch's  failure  to  recategori; 
companies  once  they  grew  or  shrur 
"systematically  inflates  the  relative  ii 
portance  of  the  little  guys." 

Using  the  more  common  definition 
small  companies  as  those  with  few( 
than  100  employees,  Harrison  finds  th; 
the  proportion  of  Americans  workir 
for  small  companies  and  individual  esta 
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hments— slightly  more 
an  50%— has  barely 
anged  since  the  1960s, 
id  the  share  of  manu- 
;turing  jobs  in  small 
sinesses,  he  reports, 
s  hovered  at  around 
\  since  the  early  1960s. 
The  "lion's  share  of  job 
iation  over  time,"  Harri- 
1  argues,  "is  contribut- 

by  a  tiny  fraction  of 
w  firms."  Dun  &  Brad- 
■eet  Corp.,  he  reports, 
md  that  among  the 
),000  businesses  begun 

1985,  75%  of  the  em- 
lyment  gains  made  by 
38  occurred  in  just  735 
upanies,  or  .003%  of 
3  group.  And  all  of  those  735  compa- 
is  had  more  than  100  employees  from 
3  start.  Moreover,  adds  Harrison,  the 
iployees  of  big  companies  "enjoy  on 
erage  systematically  higher  wages, 
Lter  benefits,  and  greater  job  security 
m  their  counterparts  in  small  firms." 

And  what  of  the  notion  that  small 
npanies  produce  more  innovative 
aducts?  Such  claims,  Harrison  finds, 
5  based  on  new  product  announce- 
snts  in  trade  journals.  But  small  com- 
nies,  which  are  often  seeking  venture 


arrison  pillories 
the  popular  notion 
that  small  companies 
create  most  of  the 
new  jobs  in  the  U.  S. 


capital,  are  more  likely  than  large  com- 
panies to  run  such  advertisements— and 
what  constitutes  a  new  product  is  al- 
ways a  source  of  debate.  The  most  ad- 
vanced equipment,  Harrison  notes,  is 
more  likely  to  be  found  in  large  plants 
than  small. 

The  argument  is  more  than  academic. 
The  notion  that  small  business  drives 
job  growth  and  innovation  has  inspired 
countless  economic-development  cam- 
paigns nationwide  that  involve  building 
business  parks  and  incubators  for  en- 


trepreneurs. Instead,  Har- 
rison writes,  government 
should  address  issues  that 
are  also  of  importance  to 
large  corporations,  includ- 
ing infrastructure  im- 
provement, workforce 
training,  and  "the  encour- 
agement of  collaboration 
among  rivals." 

In  such  collaboration, 
Harrison  believes,  lies  the 
salvation  of  giant  corpo- 
rations. Rocked  by  the  ec- 
onomic upheaval  of  the 
early  1980s,  he  notes, 
businesses  in  Europe— and 
to  some  extent,  business- 
es in  the  U.  S.— have  em- 
braced a  new  form  of  or- 
ganization defined  by  the  network. 
While  slimming  down  and  focusing  on 
what  they  do  best,  companies  are  draw- 
ing closer  to  customers  and  suppliers  to 
slash  costs,  shorten  design  times,  boost 
quality,  and  innovate  more  quickly.  Big 
companies  are  also  working  together 
more  closely,  both  to  learn  from  one  an- 
other and  to  reduce  the  costs  of  entering 
new  markets  and  creating  leading-edge 
products.  Witness  GM's  Fremont  (Calif.) 
joint  venture  with  Toyota  Motor  Co., 
which  is  turning  out  Geo  Prisms  and 
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71  UNITED  STATES 
J  POSTAL  SERVICEm 

Stamps  Worth  Saving. 


Turn  your  excess  inventory  into  a 
tax  break  and  help  send  needy 
kids  to  college. 

Call  for  your  free  guide  to  learn  how 
donating  your  slow  moving  inventory  can 
mean  a  generous  tax  write  off  for  your  company. 

Call  (708)  690-0010 

est 

Post  Office  Box  3021 
Glen  EUyn,  IL  60138 
Fax  (708)  690-0565 

Excess  inventory  today... student  opportunity  tomorrow 
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[conomic  Viewpoint 


f  CAUSE  OF  INERTIA, 

HE  DOLLAR  WILL  KEEP  FALLING 


RUDI  DORNBUSCH 


hat's  needed  is 
tervention  that 
its  a  floor  under 
e  dollar.  The  best 
±  Raising  U.S. 
terest  rates.  Fed 
nds  would  have  to 
t  pushed  up  by  75 
■  even  100  basis 
)ints  to  make  a 
ajor  difference 


Dl  DORNBUSCH  IS  PROFESSOR  OF 
DNOMICS  AT  MASSACHUSETTS 
STITUTE  OF  TECHNOLOGY 
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arly  this  year,  the  prospect  of  a  steep 
dollar  rise  was  very  good.  Now  the  dollar 
is  in  the  tank:  It  has  reached  an  all-time 
low  against  the  yen  and  is  on  the  way  to  a 
low  against  the  mark. 

Four  factors  deteiTnine  the  performance  of  a 
currency:  an  economy's  external  balance,  the 
relative  cyclical  position  of  a  country's  econo- 
my, the  relative  level  of  interest  rates,  and 
general  investor  appeal.  Of  course,  most  of 
the  time  these  factors  don't  all  point  in  the 
same  direction.  Tliat  makes  for  large  swings  in 
perception:  The  same  interest-rate  level  that 
one  day  seems  high  and  rewarding  is  deemed 
the  next  day  to  barely  compensate  for  risks. 

Fundamentals— deficits,  cyclical  positions, 
interest  rates— all  can  be  enlisted  to  explain  a 
currency's  strength,  especially  after  the  fact. 
But  they  must  be  given  shifting  weights  to 
help  explain  currency  movements.  Moreover, 
market  psychology  plays  an  important  role. 
Surveys  of  investor  expectations  reveal  that 
foreign-exchange  markets  systematically  ex- 
trapolate recent  trends— a  currency  that  has 
been  depreciating  is  expected  to  continue  de- 
preciating over  the  near  term.  Over  longer 
horizons  it  is  expected  to  make  a  comeback. 
The  dollar  is  on  one  of  these  trips,  driven 
down  by  the  general  assumption  that  there  is 
nothing  to  keep  it  up— neither  fundamentals, 
including  Federal  Reserve  interest-rate  hikes, 
nor  strong  intervention. 

Exchange-rate  movements  can  get  out  of 
hand,  with  speculative  opinion  as  an  important 
driving  force.  The  best  example  is  the  U.  S. 
dollar  in  the  1980s:  From  the  late  1970s  to 
1985,  the  dollar  rose  against  the  mark  by  near- 
ly 100%.  The  increased  investor  appeal  of  ear- 
ly Reagan  vs.  late  Carter,  recovery  from  a 
deep  recession,  and  high  interest  rates  made 
the  dollar  a  hot  asset.  Then,  overreaching  it- 
self, the  dollar  started  a  slide  against  the 
mark  that  continued  for  the  next  five  years. 
NO  RESTRAINT.  The  reason  there  was  a  good 
prospect  for  a  dollar  rally  earlier  this  year 
was  that  Europe's  economies  were  weak  and 
Japan  was  mired  in  a  prolonged  slump.  In  the 
U.  S.,  a  boom  seemed  to  emerge  with  rising 
interest  rates  on  the  horizon.  But  by  now, 
U.  S.  growth  is  old  news  and  can't  carry  the 
dollar  any  further.  In  Germany,  the  mighty 
mark  is  on  the  rise.  Angst  has  given  way  to 
outright  euphoria,  pointing  to  a  possible  re- 
election of  Helmut  Kohl's  coalition  government. 
In  Japan,  the  slump  has  yielded  to  consumer 
spending.  Growth  is  around  the  corner.  Inter- 
est-rate cuts  abroad  are  unlikely  now,  while  in 
the  U.  S.,  rate  increases  are  slow  to  come. 
On  the  interest-rate  front,  the  dollar  has 


received  little  support  at  home.  The  Clinton 
Administration  has  come  out  repeatedly 
against  higher  interest  rates  even  though  the 
economy  is  now  at  6%,  which  in  the  U.  S.  is 
reckoned  as  full  employment.  Congress  has 
cautioned  the  Fed  against  interest-rate  rises. 
Moreover,  although  fiscal  restraint  would  be 
highly  appropriate,  it  has  been  ruled  out  on 
political  grounds. 

Dollar  support  thus  has  eroded  both  in 
terms  of  interest-rate  differentials  and  the  cy- 
clical position.  That  leaves  the  large  U.  S.  cur- 
rent-account deficit  as  a  focal  point— more  so 
as  it  widens  once  again  under  the  impact  of  a 
boom.  Moreover,  the  rise  of  the  yen  against 
the  dollar  is  also  appropriate  in  light  of  the 
evolution  of  U.  S. -Japan  trade  talks.  It's  now 
clear  the  Administration  will  settle  for  any- 
thing, anything  at  all,  just  to  get  a  deal.  Any- 
thing at  all  means  practically  nothing.  Thus,  if 
a  trade  opening  is  not  about  to  happen  in  this 
decade,  more  work  needs  to  be  done  through 
the  exchange  rate  to  correct  Japan's  imbalanc- 
es. One  more  reason  then  for  a  strong  yen. 
TEPID  RESPONSE.  The  remaining  factor— inves- 
tor enthusiasm— gives  the  dollar  little  support. 
The  President  is  weakened  by  his  personal 
problems,  by  being  caught  up  in  a  health-care 
agenda,  by  a  foreign-policy  posture  that  hard- 
ly inspires  confidence.  None  of  this  offers  com- 
fort to  investors.  And  if  these  factors  weren't 
enough,  the  tepid  response  of  the  Adminis- 
tration to  the  dollar  slide— halfhearted  inter- 
vention—has done  the  rest. 

What  is  needed  is  a  forceful,  coordinated 
intervention  that  puts  a  floor  under  the  dollar. 
The  only  way  to  get  there  is  to  accompany  the 
move  with  higher  U.  S.  interest  rates.  Fed 
funds  would  have  to  be  pushed  up  by  75  or 
even  100  basis  points  to  make  a  major  differ- 
ence. Much  of  the  work  must  come  from  the 
New  York  Fed,  but  some  extra  help  from  Ger- 
many and  Japan  would  do  well  to  both  lock  in 
the  dollar  and  help  ease  long-term  bond  and 
equity  markets.  Neither  in  the  U.  S.  nor 
abroad  is  there  any  enthusiasm  to  make  cur- 
rency rates  the  central  focus  of  monetary  pol- 
icy. That  leaves  the  dollar  on  the  skid. 

No  one  wants  to  be  blindsided  by  another 
move  of  a  currency  that  is  selling  off.  Just 
as  in  the  1980s,  we  may  get  an  overshooting 
situation  where  exchange  rates  move  very  far 
away  from  fundamentals.  Too  much  of  a  dollar 
depreciation  will  push  the  U.  S.  beyond  full 
employment  and  into  early,  unnecessary  in- 
flation. Abroad,  it  may  put  in  question  recov- 
eries that  are  just  emerging.  Don't  the  curren- 
cy speculators  know  all  that?  On  the  evidence 
of  the  1980s,  probably  not. 
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A  plan  for  companies  spending  $3,0 


How  bundling  all  you 
with  AE^can  sav 


One  easy  plan  saves  you  a 
bundle  of  energy 

Now  managing  your  telecommunications  can 
be  a  whole  lot  easier  with  AT&T  UniPlan''^  Service. 

UniPlan  Service  maximizes  your  savings  and 
simplifies  your  job  by  consolidating  aU  your  calling 
from  aJi  your  locations  on  one  easy-to-read  bill. 
800  Service,  outbound  long  distance,  international, 
calling  card  calls,  and  more  rolled  into  one  plan. 
Simplicity  and  flexibility  with  the  reliability,  service 
and  value  of  AT&T  rolled  into  one  plan. 

What  could  be  easier  than  that? 


Bigger  volume  discounts 
offer  a  bundle  of  savings. 

By  combining  all  of  your  company's  usage 
under  one  plan,  it's  easier  to  qualify  for  greater 
volume  discounts  and  increase  your  monthly 
savings. 

Want  a  competitively  priced  service? 
You  got  it. 


Flexible  billing  saves  you  a 
bundle  of  time. 

UniPlan  s  flexible  billing  solutions  can 
help  increase  efficiency  and  productivity. 
On  paper,  PC  diskette  or  CD  ROM,  your  bill 
is  simple  and  easy  to  understand. 

With  UniPlan's  billing  software  package, 
you  can  manage  and  control  your  tele- 
communications resources  and  costs  right 
from  your  desktop. 


All  with  AK^'s  impeccable 
service. 

You'll  have  the  assurance  of  dedicated, 
responsive  service  7  days  a  week,  24  hours 
a  day.  With  one  number  to  call  for  any 
service  question  you  might  have,  you'll  get 
the  answer  you  need  from  a  highly  trained 
UniPlan  Service  specialist  —  a  specialist 
who  wants  nothing  more  than  your 
complete  satisfaction. 


lOO  a  month  on  telecommunications 


lecommunications 
3U  a  bundle.  \  / 


And  renowned  reliability 

AT&T  has  the  most  reliable  network  in 
the  industry.  In  the  event  of  virtually  any 

^  service  disruption,  AT&T's 

i-liMi^l=K.-mH     exclusive  FASTAR" 
\l  )^  ''^^  -  V.  '!       technology  will  get  you 

back  in  business  in 
minutes.  And  if  you  have  800  Service,  our 
5-Minute  Assurance  Guarantee  will  get  your 
800  calls  through  within  five  minutes  of  a 
network  disruption.' 

Want  peace  of  mind?  It's  yours. 

^Certain  restrictions  and  rtquiremcnts  may  apply 


Call  1 800  858-4864,  Ext.  256 
for  more  information  about 
AM' UniPlan  Service 


Now  SAVE  EVEN  MORE 

OF  A  Bundle 
WITH  THIS  Offer. 

There's  never  been  a  better  time 
or  an  easier  way  to  save  with  AT&T. 
Sign  up  for  AT&T  UniPlan  Service  by 
August  31,  1994  -  and  you'll  receive 
up  to  two  months  free  plus  a  signing 
bonus  of  up  to  $90,000,  all  in  usage 
credits.  For  example,  if  you  choose  a 
three-year  savings  option,  you'll  get 
your  third  and  twelfth  months  free^ 
plus  a  signing  bonus  equal  to  15%  of 
your  annual  commitment. 

•'You  must  accept  installation  by  (X:tober  IS,  1994. 
Usage  credited  to  your  5th  and  l-ith  month  s  bills  respect- 
ively and  credits  capped  at         of  monthly  commitment. 
Other  terms  and  conditions  may  apply 
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conomic  Trends 


BY  PAUL  MAGNUSSON 


WITH  lATIN  AMERICA 
THRIVING,  NAFTA  MIGHT 
KEEP  MARCHING  SOUTH 

The  1980s  were  not  kind  to  Latin 
American  economies.  Debt  crises, 
ballooning  inflation,  and  slow  growth 
were  endemic  throughout  much  of  Cen- 
tral and  South  America.  The  Caribbean 
didn't  do  much  better.  But  in  the  1990s, 
Latin  America  has  been  one  of  the 
world's  fastest-gi'owing  regions. 

Economists  Gary  C.  Hufbauer  and 
Jeffrey  J.  Schott  of  the  Institute  for 
International  Economics  in  a  new  study 
use  seven  criteria  to  gauge  the  prepar- 
edness of  countries  to  maintain  free- 
trade  and  open-investment  policies— the 
sort  that  turned  around  Mexico's  eco- 
nomic fortunes  and  eventually  led  to 


WHAT  lATIN  AMERICAN  NATIONS 
ARE  READY  FOR  NAFTA? 


TRINIDAD  &  TOBAGO 
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•PERfOliMANCE  SCORE  BASED  ON  MUSUBtS  OF  PRICE  STABILITY,  CURRENO 
STABILin,  BUDCn  DISCIPLINE,  EXTERNAL  DEBT,  TRADE  TAXES,  MARKET- 
ORIENTED  POLICIES,  AND  DEMOCRAO 

DATA  GARY  C.  HUFBAUER  AND  JEFFREY ),  SCHOH 


last  year's  North  American  Free  Ti-ade 
Agreement  (NAFTA)  with  the  U.  S.  and 
Canada.  Their  measures  include  price 
stability,  budget  discipline,  market-orient- 
ed policies,  and  a  functioning  democracy. 
The  key  finding:  Chile,  Venezuela,  Bar- 
bados, ;ind  Ti'inidad  and  Tobago  all  rank 
equally  or  higher  on  a  scale  of  "readiness 
criteria"  than  did  Mexico  at  the  start  of 
NAFTA  talks  in  1990.  Close  behind  are 
Paraguay,  Uruguay,  Bolivia,  Colombia, 
and  Jamaica.  Brazil,  with  high  rates  of 
inflation  and  indebtedness,  is  rated  a 
poor  risk  (chart). 

Because  of  the  region's  mostly  favor- 
able economics,  the  pair  recommend  ex- 
panding NAFTA  throughout  Latin  Amer- 
l^,a  and  the  Caribbean  rather  than 
negotiating  separate  bilateral  agree- 
ments, which  take  time  and  could  add  a 
confusing  set  of  divergent  free-trade 
iiales.  And  for  tue  U.  S.,  the  economists 


foresee  substantial  benefits  from  a  West- 
ern Hemisphere  Free  Trade  Agi-eement 
(WHFTA):  an  increase  in  average  annual 
U.  S.  exports  from  $24  billion  during  the 
1989-91  period  to  $106  billion  in  2002, 
expressed  in  constant  dollars.  Without 
WHFTA,  exports  would  still  climb  to  $70 
billion,  reflecting  the  region's  improved 
economic  outlook. 

There  would  l)e  one  downside  from 
WHFTA:  In  a  woi'st-case  scenario,  6.7  mil- 
lion workers  in  the  U.  S.  would  see  their 
wages  decline  by  8.7%.  Even  without 
the  WHFTA,  however,  this  group— 6%  of 
the  U.  S.  workforce— stands  to  lose  3.7% 
in  wages  because  of  increasing  interna- 
tional competition.  The  U.  S.  workforce 
as  a  whole,  however,  would  benefit  from 
a  slight  increase  in  jobs  and  wages  as  a 
result  of  the  hemispheric  trade  pact. 


CLINTON'S  '96  HOPES 
MAY  JUST  RIDE 
ON  REGUIATION 


Economists  have  teamed  up  with  polit- 
ical scientists  in  the  past  to  correlate 
an  incumbent  Pi-esident's  reelection  pros- 
pects to  the  rate  of  growth  in  the  econ- 
omy. Not  surprisingly,  voters  tend  to 
reelect  Presidents  or  their  party's  suc- 
cessors when  times  are  good  in  the  12 
months  before  the  election  and  dismiss 
them  when  times  are  bad.  Remember 
Gerald  Ford's  untimely  recession,  Jimmy 
Carter's  runaway  inflation,  and  George 
Bush's  tortoiselike  recovery? 

Now,  two  Brookings  Institution  econ- 
omists, Clifford  M.  Winston  and  Robert 
W.  Ci'andall,  link  Presidential  elections 
to  federal  regulatory  policies,  whose  cost 
to  business  now  exceeds  $500  billion  a 
year.  Over  the  last  half-century,  voters 
have  rewarded  the  incumbent  party  for 
expanding  scx;ial  regulation  but  punished 
it  for  increasing  economic  regulation. 
The  most  common  social  regulations  are 
health  and  safety  codes.  Economic  regu- 
lation includes  the  control  of  rates  com- 
panies can  charge  and  various  barriers 
to  competition. 

The  economists  used  the  number  of 
federal  employees  performing  regulatory 
tasks  as  the  best  index  for  judging  reg- 
ulatory activity.  The  researchers  found 
that  a  1%  increase  in  social  regulatory 
employment  increased  the  incum.bent 
party's  share  of  the  vote  by  0.93%,  while 
a  1%  increase  in  economic  regulatory 
employment  lowered  it  by  0.78%.  The 
implications  for  the  current  Administra- 
tion appear  positive.  Under  Clinton,  the 
government  is  curtailing  economic  I'egu- 
latory  activities  while  expanding  environ- 
mental and  health  regulations. 


THE  U.S.  RECOVERY 
COULD  GIVE 
INFIATION  THE  SLIP 


Just  as  generals  tend  to  plan  for  th' 
last  war,  economists  tend  to  predic 
the  previous  business  cycle.  Both  basi 
their  predictions  on  historical  patterns 
Right  now,  foi'  example,  economists  pei 
sist  in  scanning  the  horizon  for  infla 
tion,  the  traditional  strangler  of  a  re 
covery.  But  this  time  the  expansion 
which  began  in  March,  1991,  is  turninj 
out  to  be  the  most  unusual  of  postwa 
recoveries,  says  David  D.  Hale,  chie 
economist  at  Kemper  Securities.  An 
the  inflation  watch  may  be  premature. 

Among  its  unique  elements,  this  ex 
pansion  took  longer  to  gain  momentur 
and  is  concentrated  more  heavily  i: 
equipment  investment  than  any  othei 
Equipment  purchases  account  for  mor 
than  30%  of  total  real  grov/th  in  gros 
domestic  product,  vs.  the  usual  10%  t 
15%  at  this  point  in  a  recovery.  In  add 
tion,  far  more  of  the  economy's  GD 
growth  comes  from  the  surge  in  pre 
ductivity— 90%— than  fi'om  the  increaS' 
in  the  number  of  hours  worked.  LittI 
wonder  that  this  recovery  has  enjoye' 
the  lowest  annual  inflation  levels  sine 
the  1960s— 2.8%  on  the  consumer  pric 
index,  vs.  a  postwar  average  of  3.6% 


THE  DEFICIT  HASNT 
VANISHED,  BUT  IT 
SURE  HAS  LOST  WEIGHT 


The  federal  budget  deficit  is  comin 
down  even  faster  than  previousl 
predicted,  according  to  the  Office  c 
Management  &  Budget.  The  deficit  fo 
the  current  fiscal  year  will  be  $220  bi 
lion,  $15  billion  below  what  was  pre 
jected  last  February  and  $85  billion  be 
low  the  estimate  made  before  passag 
of  President  Clinton's  five-year  budgt 
plan  last  fall.  Thanks  to  an  expandin 
economy,  the  trend  is  expected  to  coi 
tinue,  pushing  the  deficit  down  to  $16 
billion  in  fiscal  1995. 

Indeed,  on  top  of  the  nearly  $500  bi 
lion  the  White  House  budget  will  a 
ready  have  trimmed  from  the  deficit  b 
1998,  higher  revenues  from  the  econon 
ic  expansion  and  lower  spending  on  ent 
tlements  such  as  unemployment  con 
pensation  could  pare  some  $200  billioi 
And  federal  employment  will  have  bee 
reduced  by  at  least  272,000,  to  aboi 
1.9  million  by  1999— the  lowest  lev 
since  the  Kennedy  Administration. 
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Why  Settle  For  Being  Merely  Effective 
When  You  Could  Be  Insanely  Awesome? 

Introducing  Z-NOTEFLEX, 
The  Ultimate  Multimedia  Presenter. 


Loosen  your  tie,  and  get 
ready  to  bring  down  the  house. 
With  Z-NOTEFLEX,  Zenith 
Data  Systenns'  new  multi- 
media showstopper 
Built  around  a  powerful 
notebook,  the  Z-NOTEFLEX 
system  lets  you  take  the  show 
on  the  road,  and  carry  it  around 
in  your  hand.  With  sharp, 
colorful  video  and  stereo 
sound,  your  business  pre- 
sentations are  sure  to  get 
attention.  Detaching  the 
:  LCD  display  and  placing  it 
in  front  of  your  viewers  will 
have  an  even  greater  impact." 
And  the  Z-NOTEFLEX's 
modular  components  offer 
you  a  wide  range  of  system 
enhancements,  multi- 
media capabilities  and 
peripheral  solutions.  So  you 
custom  order  the  features  you 
want  today  then  upgrade 
when  you're  ready 

Your  audience  wants  something  worth 
watching.  And  the  Z-NOTEFLEX  delivers. 
Make  that  connection,  and  you  could  be  an 
overnight  success. 

Call  us  for  the  awesome  details. 
1-800-289-1279,  Ext.  5122 
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EUROPE'S  GREA' 


Keynote  speaker: 


The  1994  Business  Week 

Europe  Roundtable  of  Chief  Executives 

Great  Expectations:  Europe,  China,  The  Emerging  Markets 

Date:  November  3-4,  1994 
Place:  The  Regent  Hotel,  London 


Dr.  Henry  A.  Kissinger 


Corporate  sponsor: 
Gemini  Consulting 

In  association  with: 

The  London  School 
OF  Economics 
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Shitting  Labor  Practices.  Stream- 
lined Organizational  Models.  Bold 
Political  Transitions.  Mounting 
Environmental  Pressures. 

To  help  Europe's  largest  corpora- 
tions seize  the  opportunities  of 
their  changing  business  landscape. 
Business  Week  will  assemble  the 
foremost  leaders  of  European 
enterprise:  The  1994  Business 
Week  Europe  Roimdtable. 

For  a  select  group  of  corporate 
co-sponsors  our  annual  Europe 
Roundtable  is  a  rare  opportunity 
to  exchange  ideas,  insights,  and 
perspectives  with  the  CEOs  of 
Europe's  largest  corporations. 


A  limited  number  of  corporate  spon- 
sorships are  still  available.  For  spon- 
sorship information,  please  call: 
New  York       William  H.  DeGraff 

+1-212-512-6012 
London  Alice  Thorpe-Pollner 

+44-71-589-6007 
Hong  Kong     Steve  Moss 

+852-868-2010 
Tokyo  Alan  Lammin 

+81-3-3581-9811 

Business  Week  Executive  Programs. 
A  company  capability. 
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BY  JAMES     COOPER  AND  KATHLEEN  MADIGAN 


rHE  PRESSURES  ARE  RISING, 

(UT  INFLATION  WON'T  START  BOILING 


INFLATION: 
BOTTOMING  OUT? 


If  history  is  a  guide,  the  U.  S.  inflation  outlook  has 
reached  a  crossroads.  The  economy  is  thriving,  fueling 
rapid  job  growth.  Unemployment  is  down  to  levels 
at  usually  signal  tight  labor  markets  and  bigger  pay  in- 
eases.  And  because  cyclical  gains  in  service  productivity 
ive  about  played  out,  unit  labor  costs  in  that  key  sector 
•e  rising  faster,  squeezing  profit  margins,  and  fueling 
•mpanies'  desire  to  raise  prices.  Typically,  the  economy 
ould  be  set  to  bounce  down  the  bumpy  road  toward 
gher  inflation. 

Don't  buckle  your  seat  belt  just  yet.  True,  the  four-year 
;cline  in  inflation  appears  to  be  bottoming  out  (chart), 
jt  unlike  this  {.  oint  in  past  business  cycles,  there  remain 
I  many  forces  holding  prices  down  as  there  are  trying  to 
ish  them  higher.  The  upshot:  Look  for  only  a  slight 
ckup  in  inflation  in  the  coming  year. 

Most  important,  although  cycli- 
cal productivity  gains  are  fad- 
ing, evidence  is  mounting  that 
output  efficiency  has  been  per- 
manently enhanced  by  corporate 
restructuring  and  investment  in 
new  high-tech  equipment.  The 
effect  is  a  lasting  reduction  in 
unit  costs  and  a  less  inflation- 
prone  economy. 

Indeed,  a  business  week  anal- 
ysis suggests  that  net  U.  S.  in- 
jstment  is  significantly  higher  than  government  measure- 
ents  show  (page  68).  If  so,  the  economy  has  more  room 
I  grow  without  generating  inflation  than  the  current 
iadings  on  joblessness  and  capacity  utilization  suggest. 

IT'S  NOW  That  much  is  crystal  clear  in  manufactur- 
CRUNCH  ing  where,  unlike  services,  productivity 
TIME  AT  gains  are  translating  into  falling  unit  labor 
THE  FED  costs.  That's  why  goods  inflation  is  the 
ast  of  the  economy's  worries,  as  the  June  producer 
'ice  index  indicates. 

Finished  goods  prices  were  flat  last  month  aft,er  edging 
wer  in  both  April  and  May,  as  price  declines  for  tobacco 
'oducts,  appliances,  and  drugs  offset  increases  in  energy, 
eluding  a  1.5%  jump  in  gasoline  prices.  Excluding  ener- 
j  and  food,  the  core  PPI  dipped  0.1%.  During  the  past 
3ar,  finished-goods  inflation  is  zero,  and  core  inflation  is 
irely  positive  at  0.6%. 

The  effect  of  low  inflation  in  goods  prices  is  also  appar- 
it  in  the  consumer  price  index.  The  CPI  rose  0.3%  in 
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June,  and  the  core  index  also  was  up  0.3%,  about  as  ex- 
pected. Annual  consumer  inflation  stands  at  2.5%,  but 
that  combines  a  1.6%  rate  for  goods  and  a  3.2%  pace  for 
services. 

June  prices  were  generally  well  behaved  for  both  goods 
and  services,  partly  because  of  continued  moderation  in 
the  costs  of  housing  and  medical  care.  Energy  prices 
were  up  only  0.1%,  but  they  will  probably  rise  much  fast- 
er in  coming  months,  since  the  nearly  $6-per-barrel  in- 
crease in  crude  oil  prices  since  March  has  not  yet  shown 
up  in  gasoline  prices  at  the  pump. 

The  tame  June  price  indexes 
give  the  Federal  Reserve  some 
breathing  room  to  decide  on  its 
next  move  on  interest  rates,  but 
policymakers  cannot  ignore  the 
data  that  suggest  it  is  crunch 
time  for  holding  back  inflation. 
Key  Fed  officials  are  sympathet- 
ic to  the  enhanced-productivity 
argument,  but  strong  labor  mar- 
kets in  June  will  probably  elicit 
at  least  a  quarter-point  hike  in 
the  federal  funds  rate  at  the  Aug.  17  policy  meeting. 

Fed  Chairman  Alan  Greenspan  might  offer  some  hints 
on  the  Fed's  thinking  when  he  goes  to  Capitol  Hill  on  July 
20  to  deliver  his  semiannual  report  on  monetary  policy,  in- 
cluding the  Fed's  latest  forecasts  for  growth  and  inflation, 
along  with  its  targets  for  money  growth. 

DID  THE  The  financial  markets  are  clamoring  for 
WORLD  CUP  another  rate  hike  in  the  wake  of  the  unex- 
KICK  UP  pectedly  robust  report  on  the  June  labor 
PAYROLLS?  markets,  a  sign  that  the  braking  effect  of 
past  rate  hikes  is  not  yet  evident. 

Nonfarm  payrolls  jumped  by  379,000  last  month,  for  a 
total  of  just  over  1  million  new  slots  in  the  second  quarter 
and  1.7  million  so  far  this  year  (chart).  And  the  jobless 
rate  remained  at  a  low  6%. 

True,  special  factors  boosted  June  payrolls.  There  were 
five  weeks  between  the  May  and  June  surveys  instead  of 
the  usual  four.  The  Labor  Dept.'s  estimate  of  jobs  created 
by  new  businesses  was  a  large  132,000.  An  extended 
school  year— to  make  up  for  time  lost  during  the  win- 
ter—kept many  teachers  on  the  job.  And  the  big  gain  in 
service  jobs  was  linked  to  increased  tourism  generated  by 
the  World  Cup. 

Nevertheless,  jobs  are  growing  at  the  fastest  pace  since 
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1987  and  in  the  seconci  quarter,  total  hours  worked  rose  at 
a  6.5%  annual  rate,  the  largest  increase  in  more  than  a 
decade.  What  the  data  are  saying  is  that  the  cyclical 
gains  in  productivity  are  waning.  After  all,  for  the  past 
three  years  businesses  have  been  working  their  existing 
employees  longer  hours  in  order  to  produce  more  output. 

Now,  those  productivity  gains 
are  pretty  much  exhausted,  so 
companies  are  adding  employees 
to  meet  demand.  However,  new 
labor  is  near  the  bottom  of  the 
learning  curve,  causing  a  tempo- 
rary slowdown  in  output  per 
hour  worked. 

Nowhere  is  that  clearer  than 
in  services,  which  generate  half 
of  the  economy's  output  and 
more  than  three-fourths  of  its 
jobs.  Since  early  1993,  hours  worked  in  the  service  sector 
have  outpaced  output  (chart),  which  has  pushed  up  the 
sector's  total  wage  bill  while  cutting  into  productivity. 
The  result:  Unit  labor  costs  for  service  industries  appear 
to  have  surged  last  quarter. 

Since  companies  have  little  room  to  raise  prices,  profit 
margins  are  probably  taking  it  on  the  chin.  For  example, 
retailers'  sales  margins  slipped  in  the  first  quarter.  As  a 
result,  companies  can  either  raise  prices  or  cut  back  on 
hiring.  But  remember,  these  are  the  austere  '90s.  It's 
more  likely  that  a  slower  pace  of  hiring  will  prevail. 

I HIGH  TECH  In  fact,  the  rise  in  employment  so  far  this 
PAYS  OFI  IN  year  has  not  lifted  pay  very  sharply.  The 
lOWER  average  hourly  wage  in  the  nonfarm  sector 
COSTS  slipped  1<P,  to  $11.08,  in  June.  Hours  also 

fell,  by  12  minutes,  to  34.6  hours,  causing  a  0.7%  drop  in 
weekly  pay.  Still,  because  hiring  was  so  great,  personal  in- 
come, and  thus  consumer  spending,  likely  continued  to 
grow  last  month. 


Better  growth  in  jobs  and  earnings  appear  to  be  th 
fuel  for  the  recently  explosive  growth  in  consumer  instal 
ment  debt.  Outstanding  balances  on  auto  loans  and  crec 
it  cards,  for  example,  jumped  $10.4  billion  in  May,  an 
they  have  skyrocketed  by  $31.9  billion  since  February,  th 
fastest  three-month  growth  on  record. 

Factory  workers  have  enjoyed  bigger  wage  increase 
than  their  service  colleagues.  In  the  second  quarter,  facti 
ry  pay  was  up  2.7%  from  a  year  ago,  compared  to  th 
2.5%  advance  for  service  workers  (chart).  But  unHke  th 
service  sector,  unit  labor  costs  in  manufacturing  are  sti 
on  the  decline. 

Moreover,  two  factors  argue  against  any  sustained  uf 
ward  pressure  on  wages  or  unit  labor  costs.  First,  the  pe 
ception  that  more  jobs  are  available  will  bring  out  thos 
jobseekers  who  are  now  on  the  labor  sidelines. 

Indeed,  the  government  re- 
ported that  526,000  people 
dropped  out  of  the  labor  force 
last  month,  even  as  the  adult 
population  grew  by  183,000.  Dur- 
ing the  past  12  months,  the  labor 
force  has  edged  up  a  mere  0.2%, 
while  the  working-age  popula- 
tion has  risen  1%.  That  just 
doesn't  make  sense.  The  split 
suggests  that  the  low  unemploy- 
ment rate  overstates  the  tight- 
ness of  the  labor  markets. 

More  important,  because  more  intensive  and  smarte 
use  of  technology  is  raising  the  long-temi  trend  in  produc 
tivity,  workers  hired  now  will  be  more  efficient  by  yeam 
end.  That  will  take  some  pressure  off  unit  labor  costs. 

But  even  with  today's  low  inflation,  it  is  clear  that  th 
U.  S.  economy  is  at  a  crucial  point.  The  price  pressure 
from  demand  and  labor  are  set  to  clash  with  the  forces  o 
better  productivity  and  foreign  competition.  The  mos 
likely  result:  a  standoff,  with  only  a  small  rise  in  inflatior 
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THE  WEEK  AHEAD 


TRADE  BALANCE 


Tuesday,  July  19,  8:30  (u  m. 
The  foreign  trade  deficit  for  goods  and 
services  is  projected  to  narrow  slightly 
to  $8  billion  in  May,  from  $8.4  billion  in 
April.  That's  the  median  forecast  of 
economists  surveyed  by  MMS  Interna- 
tional, a  division  of  McGraw-Hill  Inc. 
For  goods  alcjne,  however,  the  trade  def- 
icit probably  widened  to  $12.4  billion  in 
May,  from  $12  billion  in  April.  Exports, 
which  fell  4.2%  in  April,  rebounded 
slightly,  while  imports  continued  to  in- 
ciease  for  the  fifth  consecutive  month.  If 
the  forecast  proves  right,  the  foreign 
trade  sector,  which  robbed  more  than 
one  percentage  point  from  growth  in 


the  first  quarter,  could  have  been  a  drag 
in  the  second  quarter  as  well. 

HOUSING  STARTS  

Wednesday,  July  20,  8:30  cun. 
Housing  starts  probably  dipped  to  an 
annual  rate  of  1.48  million  in  June,  from 
a  1.51  million  pace  in  May.  That's  sug- 
gested by  the  decline  in  total  hours 
worked  in  the  construction  industry  last 
month,  as  well  as  the  falloff  in  mort- 
gage applications  to  buy  a  home. 

INITIAL  UNEMPLOYWENT  CIAIMS 

Thursday,  July  21,  8:30  (uni. 
New  claims  for  unemployment  benefits 
likely  stood  at  365,000  for  the  week  end- 
ed July  16,  up  from  332,000  for  the  week 


ended  July  2.  Some  bounceback  is  ex 
pected  because  Independence  Da, 
caused  state  offices  to  close  during  th 
previous  week. 

FEDERAL  BUDGET 


Friday,  July  22 
The  MMS  forecast  calls  for  the  U.  S 
Treasury  to  post  a  $12.5  billion  surplu 
in  June,  when  quarterly  taxes  are  paid 
That's  on  par  with  the  $U  billion  surplu 
of  June,  1993.  In  general,  increased  re 
ceipts  are  pushing  down  the  federal  del 
icit  so  far  in  fiscal  1994,  which  ends  ii 
September.  Given  its  pace  in  the  firs 
eight  months,  the  deficit  could  fall  tt 
near  $200  billion  in  fiscal  1994,  from  $251 
billion  in  1993. 
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For  MororolQ,  working  rogerher  os  a  ream  has  always  been  the  fosresr  t 
You  con  see  the  proof  in  our  quality  wireless  connmunications.  Our  senniconductor  tech- 
nologies. Our  advanced  electronics.  And  the  winning  Motorola  Cycling  Team  we  sponsor. 
Founded  by  former  Olympic  athletes,  it's  the  only  U.S.-bosed  team  that  comperes  in 
all  major  international  cycling  events-and  it  ranks  as  one  of  the  best  in  the  world.  We're 
proud  to  support  the  18  riders  and  the  staff  who  labor  so  well  together  in  the  pursuit  of 
excellence.  Proud  to  see  our  name  on  jerseys  that  represent  dedication  to  being  the  best. 
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DILLER  DESCENDING 
ROBERTS  RISING 

Comcast  Corp/s  surprise  $2.2 
bid  for  QVC  leaves  Barry  Dille 
out  a  CBS  merger — and  proba 
wiHiout  a  job.  Where  would  it 
Comcast?  Almost  doubled  in  si 
with  a  mountain  of  new  debt 
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COMCAST 
PLAYS  SPOILER 

IT  QUASHED  QVC-CBS.  WHAT'S  HEXT  FOR  DILLER? 
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arry  Diller  had  long  told  Brian 
L.  Robei'ts  that  cable  operator 
'  Comcast  Corp.  needed  to  move 
aggressively  into  programming. 

But  this  wasn't  quite  what  Diller  had 
in  mind. 

On  July  12,  Roberts  broke  the  news 
to  Diller  that  he  had  launched  a 
takeover  bid  for  Diller's  company,  QVC 
Inc.  Roberts  insists  that  the  hastily  ar- 
ranged meeting  at  New  Jersey's  Teter- 
boro  Airport  was  cordial.  The  two  exec- 
utives even  shared  a  car  into  Manhattan 
afterward.  Yet  Comcast's  stunning  move 
means  turmoil  for  Diller  and  everyone 
else  involved  in  QVC's  complex  web  of 
business  relationships. 

First,  there  is  the  home-shopping 
channel's  proposed  merger  with  CBS. 
Laurence  A.  Tisch,  the  chairman  of  CBS 
Inc.,  scotched  that  deal  within  hours  of 
being  notified  about  Comcast's  $2.2  bil- 
lion tender  offer  and  one  day  before  the 
CBS  board  was  scheduled  to  ratify  its 
merger  with  QVC.  Instead,  CBS  an- 
nounced on  July  13  that  it  will  buy  back 
3.5  million  shares  for  a  total  of  $1.1  bil- 
lion. Tisch,  who  owns  3  million  CBS 
shares  through  his  Loews  Corp.,  plans  to 
tender  all  of  his  stock  to  the  offer.  That 
means  the  71-year-old  investor  will  cash 
out  at  least  $220  million  of  his  CBS  stake, 
even  though  he  hasn't  resolved  the  issue 
of  who  should  succeed  him. 
NO  MUSCLE.  Then  there  is  Diller,  who 
will  probably  be  out  of  a  job  if  Com- 
cast ends  up  with  QVC.  Executives  close 
to  Diller  say  he  is  likely  to  reject  Com- 
cast's offer  to  stay  on  as  chairman  of 
the  operation.  For  consolation,  Diller  can 
dwell  on  his  own  share  of  the  Comcast 
buyout:  In  just  18  months,  he  made  an 
estimated  $7.5  million  pretax  profit  on 
his  initial  $25  million  investment. 

But  without  QVC's  muscular  balance 
sheet  backing  him,  it  will  be  harder  for 
the  52-year-old  programming  whiz  to 
strike  the  kind  of  megadeal  he  has 
craved  since  leaving  Rupert  Murdoch's 
Fox  Broadcasting  Co.  in  1992. 


Finally,  there  is  Roberts,  who  is  bet- 
ting that  his  family-controlled  cable  com- 
pany can  acquire  and  successfully  oper- 
ate QVC  without  Diller.  Coming  a  month 
after  Comcast  agreed  to  put  down  $1.2 
billion  for  the  U.  S.  ca- 
ble systems  of  Canada's 
Maclean  Hunter  Ltd., 
the  QVC  deal  will 
stretch  the  nation's 
third-largest  cable  op- 
erator to  the  limit. 

Comcast  owns  15% 
of  QVC,  so  it  needs  to 
raise  about  $1.86  Inllion 
to  buy  out  Diller  and 
other  QVC  shareholders. 
Roberts  says  the  com- 
pany will  sell  assets, 
such  as  its  20%  stake 
in  the  Heritage  cable 
company,  to  help  pay 
for  the  cash-and-stock 
offer.  Analysts  say 
Comcast  may  also 
renegotiate  its  stake  in 
Nextel  Communications 
Inc.,  a  cellular-phone 
provider.  And  Roberts 
may  take  on  a  partner, 
such  as  a  Baby  Bell, 
for  either  the  QVC  or 
Maclean  Hunter  deal 
Senior  Vice-President  John  R.  Alchin 
says  that  while  Comcast's  total  debt  will 
jump  from  $3.8  billion  to  $6  billion 
(table),  QVC's  $125  million  in  annual  cash 
flow  will  allow  it  to  maintain  its  cur- 
rent debt-to-cash-flow  ratio. 

Most  analysts  believe  Comcast  can 
pull  off  the  deal.  But  Jessica  Reif  of  Op- 
penheimer  &  Co.  says  that  with  the  new 
debt  from  QVC,  Roberts  may  not  be  able 
to  afford  his  goal  of  boosting  Comcast's 
cable  subscriljers  to  5  million.  "Is  this 
the  best  use  of  his  cash?"  she  asks. 

For  Roberts,  such  a  prospect  is  still 
more  palatable  than  seeing  Comcast's 
15%  stake  become  a  4.9%  stake  in  a 
combined  CBS-QVC.  "The  sale  of  QVC  to 
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CBS,  which  this  was  clearly  going  to  be, 
would  have  made  us  a  disenfranchised 
minority  investor,"  says  Roberts.  He 
points  out  that  Comcast  would  have 
been  barred  from  a  board  seat  at  CBS. 
And  government  regulations  would  have 
prohibited  Comcast  from  ever  boosting 
its  stake  above  5%. 

BIG  LEAGUES.  To  understand  the  motive 
behind  Comcast's  stunning  move,  con- 
sider the  lofty  ambitions  of  34-year-old 
Brian  Roberts.  The  Roberts  family  con- 
trols 78%  of  Comcast's  voting  stock.  And 
Ralph  J.  Roberts,  who  founded  the 
Philadelphia-based  company,  fully  sup- 
ports his  son's  efforts  to  vault  Comcast 
into  the  major  leagues  of  cable  pro- 
gi'ammers.  It  was  Brian  who  lured  Diller 
to  QVC  in  December,  1992— betting  that 
Diller  would  do  the  job. 

Instead,  Diller  used  Comcast's  clout  to 
advance  his  own 
agenda.  First,  he  se- 
cured $500  million 
from  Comcast  to 
support  QVC's  bid  for 
Paramount  Commu- 
nications Inc.  When 
that  failed,  Diller 
struck  the  CBS  merg- 
er deal— over  the 
strident  objections  of 
Roberts.  Comcast 
didn't  want  QVC  to 
veer  from  cable  to 
broadcasting,  and 
the  relationship  be- 
tween Diller  and 
Roberts  began  to 
fray.  Days  after 
Diller  unveiled  his 
CBS  deal,  Roberts 
hired  Steven  Ratt- 
ner,  a  banker  at 
Lazard  Freres  & 
Co.,  to  structure  a 
tender  offer  for  QVC. 

Roberts  won't 
criticize  Diller  pub- 
But  privately,  people  close  to  both 
executives  say  the  two  have  steadily 
drifted  apart.  Diller  ended  up  paying 
little  attention  to  QVC's  core  retailing 
business,  while  Roberts  remains  excited 
by  home  shopping. 

In  many  ways,  the  Comcast  bid  rep- 
resents the  final  break  in  the  com- 
bustible partnership  of  Diller,  Roberts, 
and  Tele-Communications  Inc.  President 
John  C.  Malone.  Liberty  Media  Corp., 
which  Malone  also  controls,  still  owns 
16.2%  of  QVC.  And  until  several  months 
ago,  Malone  was  one  of  three  voting 
shareholders  of  QVC,  along  with  Diller 
and  Comcast.  After  Malone  sprang  his 
failed  merger  of  TCI  and  Bell  Atlantic 
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Corp.,  though,  he  withdrew  from  his 
voting  position  in  QVC.  Malone's  deal 
caught  Diller  and  Roberts— who  were 
immersed  in  the  Para- 
mount takeover— by  sur- 
prise. Similarly,  Roberts 
didn't  inform  Malone  of 
his  plans  this  time.  "This 
is  just  tit  for  tat,"  says 
Oppenheimer's  Reif. 

Still  unclear— but  the 
subject  of  endless  specu- 
lation—is Malone's  next 
step.  Executives  close  to 
him  say  he  wanted  the 
CBS  deal  to  go  through. 
Analysts  don't  expect  him 
to  mount  a  rival  bid  for  QVC  because  of 
antitrust  concerns.  Still,  some  observers 
think  Malone  may  hold  out  for  a  better 
price  for  his  QVC  shares.  At  $44  per 
share,  Comcast's  offer  is  a  scant  premi- 
um over  the  stock's  current  price  of  $42. 


Also  unclear  is  Diller's  next  move.  With 
$75  million  in  his  QVC  profits,  Diller 
could  very  well  ally  with  someone  else 
to  mount  another  bid  for 
CBS.  By  spending  $1.1 
billion  on  a  stock  buy- 
back,  followed  by  a  five- 
for-one  share  split, 
Tisch  is  clearly  trying 
to  make  the  Tiffany 
Network  an  easy  acqui- 
sition—reducing CBS's 
share  price  and  taking 
the  $1.1  billion  off  its 
balance  sheet. 

Media  executives  say 
Diller  will  get  plenty  of 
offers  to  do  just  that:  "If  you're  Barry 
Diller,  you've  got  almost  $100  million  in 
your  pocket,  and  everybody  already 
knows  CBS  wants  you,  who's  not  going 
to  make  you  a  proposal?"  asks  Christo- 
pher Dixon,  a  PaineWebber  analyst. 


Observers  say  Tisch  had  better  hop( 
for  such  a  scenario.  In  a  statement 
Tisch  pledges  that  "CBS  will  remain  ag 
gressive,  future-oriented,  and  highlj 
competitive."  But  analysts  agree  tha 
the  failed  QVC  merger  badly  hurts  CBS 
since  it  lays  bare  the  network's  strategic 
drift.  Executives  close  to  CBS  say  itj 
employees  are  deeply  demoralized. 

They  may  not  have  to  wait  long  fo; 
better  news.  Industry  sources  say  Wal 
Disney  Co.  and  Turner  Broadcasting 
System  Inc.  are  both  considering  fresl 
bids  for  CBS.  So  even  as  media  watchen 
sift  through  the  collapse  of  the  CBS-QV( 
merger,  another  round  of  deals  may  b( 
in  the  works.  In  today's  frenzied  medu 
business,  tectonic  shifts  happen  mon 
frequently  than  changes  in  the  televi' 
sion  ratmgs  race. 

By  Mark  Landler  in  New  York,  wit) 
Ronald  Grover  in  Los  Angeles  and  JosepI 
Weber  in  Philadelphia 


HERB  ALLEN'S  MEDIA-FEST:  SUDDENLY,  A  STAR  IS  UNBORN 


Talk  about  bad  timing.  On  July  12, 
Herbert  A.  Allen  was  finishing 
preparations  for  his  annual  media  con- 
ference in  Sun  Valley,  Idaho.  It  was 
shaping  up  as  another  triumph  for  the 
New  York  investment  banker.  William 
H.  Gates  III  of  Microsoft  Corp.  was 
set  to  speak,  as  was  cable  titan  John 
C.  Malone.  For  the  finale,  Allen  had 
lined  up  his  client  Barry 
Diller,  fresh  from  a  spec- 
tacular merger  of  QVC  Inc. 
with  CBS  Inc. 

Then,  Allen  got  word 
that  Comcast  Corp.  had 
launched  a  $2.2  billion  ten- 
der offer  for  QVC.  Comcast 
President  Brian  L.  Rob- 
erts, a  key  shareholder  of 
QVC,  bitterly  opposed  the 
CBS  deal.  And  by  offering 
to  buy  the  cable  shopping 
service  outright,  Roberts 
threw  a  hand  grenade  into 
Diller's  plans.  He  also  dealt 
a  blow  to  Allen,  just  as  the 
courtly  banker  was  set  to 
play  host  to  more  than  100  of  the  most 
powerful  people  in  media. 
SCHMOOZERS.  Well,  at  least  this  year's 
conference  will  be  memorable.  Allen, 
who  tries  to  keep  the  meeting  private, 
won't  comment  on  the  odd  turn  of 
events.  But  sources  close  to  his  bank, 
Allen  &  Co.,  say  the  focus  will  likely 
shift  from  a  victory  celebration  for 
Diller  to  a  career-counseling  session. 
"There  are  a  lot  of  people  here  that 


Barry  can  talk  to,"  says  one  executive. 

If  the  current  frenzy  of  media  deal- 
making  has  an  epicenter,  it  has  to  be 
the  Sun  Valley  Lodge,  a  landmark  ho- 
tel built  by  W.  Averell  Harriman, 
where  Allen's  high-powered  guests  are 
staying.  Previous  get-togethers  have 
often  led  to  deals.  Last  year,  execu- 
tives of  Turner  Broadcasting  System 


Hti.k,  MAYBE  DILLER  CAN  REEL  SOMETHING  IN 


Inc.  began  chatting  with  the  principals 
of  Castle  Rock  Entertainment.  Scarce- 
ly a  month  later.  Turner  bought  the 
film  studio  for  $261  million  in  cash  and 
assumed  debt.  A  year  earlier,  direc- 
tor Ron  Howard  and  producer  Brian 
Grazer  floated  the  idea  of  selling  their 
stake  in  Imagine  Entertainment.  MCA 
Inc.  later  bought  them  out. 

Why  is  Allen's  conference  so  potent? 
For  starters,  his  guest  list  reads  like  a 


corporate  version  of  Irving  "Swifty" 
Lazar's  star-studded  Oscar  parties:  Ru- 
pert Murdoch,  Michael  Eisner,  Jeffrey 
Katzenberg,  Gerald  Levin,  Sumner 
Redstone,  Frank  Biondi  Jr.,  Michael 
Ovitz,  David  Geffen,  Roberto  Goizueta, 
Warren  Buffett,  and  Henry  Kra\as.  All 
of  them  plan  to  attend. 

What's  more,  Allen  strives  to  keep 
the  ambience  casual  and 
family-oriented.  Guests 
bring  their  spouses  and 
children.  After  four  to  five 
company  presentations 
each  morning,  they  devote 
the  afternoons  to  rafting, 
fly-fishing,  tennis,  or  golf. 
Appropriately  loosened  up, 
the  participants  can  get 
down  to  some  serious 
schmoozing.  Allen  does  his 
part  to  grease  the  wheels: 
"Herbert  is  a  terrific  deal- 
maker,"  says  Viacom 
Chairman  Redstone,  "so  he 
can  put  certain  groups  of 
people  together." 
Even  before  Comcast's  bombshell, 
the  conference  had  a  ripe  agenda. 
Thomas  S.  Murphy  spoke  about  the 
future  of  his  TV  network.  Capital 
Cities/ ABC  Inc.  Now,  though,  Cap  Cities 
will  probably  have  to  wait  for  its  mo- 
ment in  the  sun  until  after  the  CBS- 
Diller  saga  is  resolved.  Herb  Allen  has 
other  things  on  his  mind. 

By  Mark  Landler  in  New  York,  with 
Ronald  Grover  in  Los  Angeles 
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ECUTIVESUITEI 


VILL  THE  PEPSI  BRASS 
IE  DRINKING  HEMIDCK? 


ith  earnings  flat  and  the  food  chains  besieged,  investors  want  a  new  vision 


s  a  merciless 
heat  wave 
gripped  their 
ux-hase  (N.Y.)  head- 
larters,  several  hun- 
ed  PepsiCo  Inc.  ex- 
utives  kept  cool  at 
e  company's  bi- 
mual  management 
nference  at  Lake 
3orge,  N.Y.,  the 
3ek  of  July  4.  But 
!tween  the  early- 
orning  breakfasts 
id  evening  cabai'ets, 
ixiety  was  running 
gh.  There  was  i  alk 
Pepsi's  mediocre 
rnings— and,  too,  of 
yoEs  and  high-level 
:ecutive  shuffling. 
The  scuttlebutt  has  been  mounting 
nee  June  9,  when  Pepsi  warned  Wall 
;reet  that  second-quarter  earnings,  due 
it  July  19,  would  be  flat  with  last 
;ar's  53<P  per  share.  For  Pepsi,  which 
id  declared  a  goal  of  15%  earnings 
•owth,  the  news  was  practically  heresy, 
s  stock  dropped  9%,  to  Sl/j,  touching 
{  declines  in  other  consumer-goods 
ocks.  Pepsi  "truly  spooked  investors," 
lys  Emanuel  Goldman,  a  Paine  Webber 
ic.  analyst. 

UVAIMABEL  SQUEEZE.  Rumors  of  heads 
)lling  soon  followed.  PepsiCo  Chair- 
an  Wayne  Calloway,  went  one,  would 
s  replaced  by  former  Philip  Morris 
OS.  CEO  Michael  A.  Miles.  Craig 
^eatherup,  CEO  of  Pepsi-Cola  Co.,  the 
)mpany's  flagship  U.  S.  beverage  di- 
ision,  and  John  M.  Cranor  III,  CEO  of 
FC,  were  said  to  be  out.  And  Jeff 
ampbell,  Pepsi-Cola's  senior  vice-pres- 
lent  for  brand  development,  was  ru- 
lored  to  be  leaving  to  become  a  busi- 
gss  school  dean. 

So  far,  only  Campbell's  departure  has 


WEATHERUP:  PEPSI'S  PROBLEMS  HAVE  PROMPTED 
WIDESPREAD  RUMORS  OF  EXECUTIVE  CHANGES 


actually  transpired:  The  marketing  ex- 
ecutive resigned  July  11,  replaced  by 
Brian  Swette,  a  40-year-old  Pepsi  fast- 
tracker.  Meanwhile,  Mike  Miles  says 
he's  not  making  any  moves  until 
September,  and  spokespersons  for  Cal- 
loway, Cranor,  and  Weatherup  denied 
those  executives  are  departing.  But  in 
the  face  of  flat  earnings  and  mature 
markets,  investors  expect  more  changes. 

What's  gone  wrong  at  the  onetime 
perennial  growth  machine?  Earnings  at 
Pepsi's  three  restaurant  chains— Pizza 
Hut,  KFC,  and  Taco  Bell— which  made 
up  25%  of  the  company's  $3  billion  in 
profits  in  1993— have  taken  a  beating. 
International  operations  are  sluggish. 
And  the  core  beverage  division  is  being 
squeezed  by  private-label  rivals  (table). 

In  many  ways.  Pizza  Hut  embodies 
the  worst  of  Pepsi's  problems.  Hit  at 
once  by  fierce  price  competition  from 
take-out  rivals  Little  Caesar  Entei-prises 
Inc.  and  Domino's  Pizza  Inc.  and  pres- 
sure from  value-oriented  family  chains. 
Pizza  Hut's  operating  profits  dropped 


15%  in  the  first  half.  Even  as  a  $60  mil- 
lion marketing  push  built  its  oversized 
Bigfoot  pizza  into  a  hit,  eat-in  restau- 
rant sales  dropped  to  25%  of  the  chain's 
revenues  from  33%  in  1990. 

Pizza  Hut's  response:  adding  sand- 
wiches and  pasta  entrees  to  broaden  its 
menu  and  introducing  "value  meals"  to 
lower  the  average  bill  to  $5  a  person 
fi-om  $7.  But  "it's  going  to  be  an  uphill 
struggle,"  says  Piper  Jaffray  analyst  Al- 
lan F.  Hickok.  And  analysts  also  expect 
profits  at  KFC  and  Taco  Bell  to  be  flat  for 
the  quarter.  KFC's  new  nonfried  Rotis- 
serie  Gold  chicken  has  brought  in  health- 
oriented  customers  but  has  cannibalized 
sales  of  the  chain's  other  products. 
BEVERAGE  BATTLEGROUND.  Pepsi's  Other 
big  problem:  Overseas  beverage  opera- 
tions have  expanded  rapidly  without 
generating  big  profit  increases.  Christo- 
pher A.  Sinclair,  who  heads  the  inter- 
national beverage  and  snacks  unit,  says: 
"I  wouldn't  rule  out  getting  80%  of  our 
operating  income  from  overseas  opera- 
tions" someday,  as  Coke  does.  But  Pep- 
si's international  cola  profits  will  be 
down  9%  in  the  second  quarter. 

Meanwhile,  Pepsi-Cola  isn't  exactly 
soaring  in  the  U.  S.  Domestic  beverage 
earnings  will  be  up  8%  this  year,  says 
Goldman,  Sachs  &  Co.'s  Marc  Cohen, 
but  the  U.  S.  soft-drink  business  remains 
a  battleground.  Although  Diet  Pepsi  su- 
permarket sales  jumped  in  June  with 
its  "freshness  dating"  campaign,  the  in- 
roads made  by  the  private-label  sodas 
haven't  allowed  Pepsi— or  Coke— to  hike 
prices. 

How  does  Pepsi  calm  investor  jitters? 
Some  hope  that  the  board,  which  in- 
cludes former  General  Motors  boss 
Roger  B.  Smith  and  former  IBM  Chair- 
man John  F.  Akers,  both  Establishment 
icons,  will  take  steps  to  increase  share- 
holder value.  "The  key  question  for  Pep- 
si management  is,  what  are  they  doing 
for  shareholders?"  says  Mark  Kastan, 
an  analyst  at  J&w  Seligman  &  Co., 
which  recently  sold  off  1.6  million  Pepsi 
shares  but  still  holds  1.7  million.  His- 
torically, he  says,  Pepsi's  "attitude  is, 
Tut  out  the  numbers  or  find  a  new 
job.' "  Just  now,  the  numbers  aren't  go- 
ing Pepsi's  way. 

By  Laura  Zinn,  with  Jonathan  Berry  in 
New  York  and  Greg  Burms  in  Chicago 


THE  PEPSI  DEGENERATION 


PEF>SI-COLA 


First-quarter  profits 
dropped  4%  at  the  flag- 
ship beverage  company, 
thanks  to  competition 
from  low-cost  rivals  and 
the  Coke  juggernaut. 


PIZZA  HUT 


Its  delivery  business  is 
booming,  but  its  eat-in 
restaurants  have  suffered 
from  neglect.  Now, 
same-store  sales  are 
drooping. 


Rotisserie  chicken  helped 
the  chain  post  5%  U.S. 
same-store  soles  increas- 
es in  the  first  quarter.  But 
operating  margins  re- 
main under  pressure. 


TACO  BELL 


The  introduction  of  "value 
meals"  in  1988  sparked 
big  growth  at  the  Mexi- 
canesque  chain.  But 
same-store  sales  growth 
is  slowing. 


FRITO-LAY 


PepsiCo's  one  problem- 
free  division.  The  $5  bil- 
lion operation  owns  more 
than  50%  ofthe  U.S.  chip 
market  and  is  making 
gains  overseas. 
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HEALTH  REFORM  I 


IN  A  NEW 
YORK 
HOSPITAL: 
THE  FIRST 
LADY'SPLAN 
IS  STILL 
POPULAR 
WITH  OLD- 
LINE 

COMPANIES 
THAT  HAVE 
OLDER, 
UNIONIZED 
WORKERS 


BUSINESS  IS  DEVEIOPING 

A  RESISTANCE  TO  HEALTH  REFORM 


Employers  suspect  that  legislation  will  raise  costs,  not  control  them 


Mitchell  J.  Anderman  believes 
fervently  in  health-care  reform. 
As  manager  of  employee  bene- 
fits for  oil  giant  Sun  Co.,  he  knows  how 
hard  it  is  to  rein  in  health  costs— and 
he's  convinced  Washington  needs  to  help. 
But  as  he  watches  Congress  at  work, 
Anderman  increasingly  worries  that  the 
emerging  legislation  will  create  a  .sys- 
tem downright  ho.stile  to  big  companies. 
"It's  looking  more  and  more  like  the  bills 
out  there  won't  be  fixable,"  Anderman 
frets.  "Derailing  the  whole  process  may 
be  the  only  course  available." 

Warning  to  the  White  House:  Busi- 
ness' support  for  comprehensive  health 
reform  is  dwindling.  Employers  are  in- 
creasingly dis.gusted  by  legislation,  writ- 
ten in  Congi-ess'  four  health  committees, 
that  piles  on  new  payroll  taxes,  special 
breaks  for  small  business,  and  restric- 
tions on  managed  care.  Fearing  a  legisla- 
tive hodgepodge  that  will  raise  rather 
than  control  costs.  Big  Business  is  shift- 
ing from  passive  acceptance  of  broad 
reform  to  sullen  resistance. 
HOLDING  THE  CENTER.  Corporate  Ameri- 
ca's change  of  heart  will  further  com- 
plicate matters  for  President  Clinton 
and  Capitol  Hill  leaders  during  health 
reform's  most  crucial  phase.  Democrats 
aren't  bidding  for  business  support  as 
they  try  to  pass  health  bills  on  the 
House  and  Senate  floors  by  mid-August. 
Instead,  they're  taking  a  partisan  course, 


daring  Republicans  to  block  the  popular 
notion  of  universal  health  coverage.  But 
Democratic  leaders  admit  that  they  can't 
pass  a  bill  without  their  party's  moder- 
ates. And  opposition  from  business  could 
weigh  heavily  on  centrists. 

Big  employers'  gi"0wing  doul)ts  about 
reform  "aren't  helpful,"  admits  an  Ad- 
ministration strategist.  But  the  White 
House  contends  that  its  own  core  of 
business  support  is 
strong.  Old-line  compa- 
nies such  as  Chrysler 
Corp.  and  Bethlehem 
Steel  Corp.  have  backed 
Hillary  Rodham  Clin- 
ton's plan  and  will  stick 
with  almost  any  reform 
that  promises  to  cut  the 
cost  of  caring  for  aging, 
unionized  workers.  And 
the  Administration  long 
has  known  that  it  can't 
win  over  small  compa- 
nies—and some  big  ones  such  as  restau- 
rant operators  PepsiCo  Inc.  and  General 
Mills  Inc.— that  fiercely  oppose  Clinton's 
push  for  employer  mandates. 

The  group  swinging  from  support  to 
skepticism  consists  of  big  employers  that 
offer  good  benefits  to  their  well-paid  but 
mostly  nonunion  workers.  These  com- 
panies—including Sun,  American  Ex- 
press, DuPont,  Mead,  and  Xerox— have 
pioneered  wellness  programs  and  finan- 


AT  RISK 
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cial  incentives  for  employees  t 
choose  lower-cost  managed-cai 
plans.  Most  of  these  comipanit 
back  broad-based  health  n 
form— but  now  they're  rethinJ 
ing  their  position.  "If  refori 
isn't  going  to  help  us  stop  th 
costs,  we've  got  to  take  anoth( 
look,"  says  AMR  Corp.  lobbyi; 
Edward  P.  Faberman. 

The  provisions  that  concer 
these  big  employers  include: 

■  New  taxes.  Two  of  the  bil 
assess  payroll  taxes  on  larg 
employers  as  the  price  for  coi 
tinuing  to  run  their  own  benef 
plans. 

■  Cosf-shifting.  Big  compani( 
now  pick  up  much  of  the  heall 
costs  of  small  business'  emplo; 
ees  through  higher  premiunr 
that  subsidize  the  uninsured 
by  enrolling  small-company  en 

ployees  as  dependents.  Rather  than  en 
this  cost  shift,  all  four  bills  would  giv 
small  business  deep  discounts,  whic 
large  employers  fear  they'll  finance.  Th 
Senate  Labor  &  Human  Resoui-ces  Cor 
mittee's  bill,  for  example,  would  exemf 
coinpanies  with  10  or  fewer  employee 
from  buying  insurance. 

■  Stale  flexibility.  All  the  bills  giv 
states  the  fi'eedom  to  write  their  ow 
health-plan  I'ules.  Multistate  employer 
wony  they'll  be  forced  to  fragment  the: 
benefits  to  meet  varying  state  rules. 

■  Limits  on  managed  care.  Health  mail 
tenance  organizations'  ability  to  manag 
their  provider  networks  would  be  r( 
stricted.  hm(js  would  be  required  to  sig 
up  any  doctor,  regardless  of  quality 
the  network's  need  for  specialists.  Thi 

alone  would  lxx)st  a  fan 
ily's  premium  by  up  t 
$1,200,  according  to  th 
Group  Health  Associ? 
tion  of  America,  an  HM 
trade  group. 

These  troublesomB 
ineasures  present  busll 
ness  lobbyists  with 
tough  choice.  Some  ail 
gue    that  companieB 
should  try  to  kill  con 
prehensive  reform  an 
throw  their  weight  b( 
hind  a  smaller  package:  "We  may  get 
the  point  where  the  best  way  to  go  i 
incremental  reform,"  says  William  E 
Brown,  senior  consultant  for  labor  i; 
sues  for  Mead  Corp.  Republicans  ar 
backing  such  bills,  which  would  coupl 
modest  subsidies  for  the  poor  with  insui 
ance  reforms. 

Other  business  interests,  howevei 
contend  that  employers  can't  stop  an  ir 
itiative  on  which  the  Clintons  and  cor 
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'essional  Democrats  have  staked  so 
uch.  Outright  opposition  would  cost 
jrporate  America  what  leverage  it  has 

fixing  the  flaws.  "We're  trying  to  be 
instructively  engaged,"  says  IBM  lob- 
fist  Christopher  G.  Caine.  On  July  13, 
le  hoard  of  the  Association  of  Private 
jnsion  &  Welfare  Plans,  a  trade  group 

benefits  managers,  adopted  a  "two- 
ack"  strategy:  Their  lobbyists  will  seek 
nendments  to  the  bill  but  will  serve 
)tice  that  business  may  swing  into  oppo- 


sition if  the  final  product  isn't  workable. 

Business'  best  hopes  for  fixing  the 
bills'  flaws  lie  in  the  Senate.  Majority 
Leader  George  J.  Mitchell  (D-Me.),  with 
only  a  56-44  majority,  will  have  to  court 
centrist  Democrats  with  close  business 
ties,  such  as  Senators  John  B.  Breaux 
(D-La.)  and  Bill  Bradley  (D-N.  J.).  Corpo- 
rate lobbyists  hope  these  moderates  will 
back  amendments  that  restore  managed 
care  and  cut  the  legislation's  cost  to 
business. 


At  this  point,  though,  business  would 
be  happy  to  see  Congress  scale  back 
health  ref'onn.  Corporate  America,  which 
has  already  slowed  the  pace  of  premium 
hikes  from  double  digits  to  6%,  has  in- 
creasing faith  in  its  own  ability  to  heal 
the  medical  system.  An  incremental  ap- 
proach that  allows  those  efforts  to  con- 
tinue might  not  provide  everything  busi- 
ness wants.  But  at  least  it  would  follow 
the  medical  maxim:  First,  do  no  harm. 
By  Mike  McNamee  in  Washington 


Commentary/by  Keith  H.  Hammonds 

UNINSURED,  AND  LIKELY  TO  STAY  THAT  WAY 


To  get  to  the  heart  of  the 
health-care-reform  debate, 
it  helps  to  steer  clear  of 
A'^ashington.  Travel  instead  to 
,he  Neighborhood  Health  Cen- 
,er,  a  primary-care  clinic  in 
i'ittsfield,  Mass.  There,  every 
ifternoon,  20  ')r  30  patients 
valk  in  with  medical  problems— 
md  no  insurance  to  pay  the  bill. 

CoUette  Dus,  32,  is  here  for  a 
;heckup.  It's  her  first  since  her 
lusband  Lino  lost  his  $40,000 
nachinist's  job— and  its  medical 
)enefits— in  199L  He  now  does 
reelance  landscaping;  Collette 
vorks  part-time  at  a  nursing 
igency.  Together,  they  made 
519,000  last  year-"not  dirt 
)oor,"  Collette  says,  but  not 
vealthy  enough  to  pay  $5,000 
or  insurance. 

Most  of  the  nation's  37  mil- 
ion  uninsured  are  in  the  same 
3oat.  Most  live  above  the  pover- 
;y  line.  In  fact,  three  of  four  uninsured 
idults  are  employed  but  typically  hold 
iobs  that  offer  few  or  no  benefits.  Un- 
ible  to  qualify  for  Medicaid,  they  nego- 
tiate a  patchwork  of  free  and  subsi- 
hzed  services,  delaying  care  and 
Jutting  off  noncritical  tests  and  drugs. 
"WORSE  orF."  It  doesn't  look  like  Con- 
gress is  going  to  do  these  uninsured 
Tiuch  good.  Truly  universal  coverage, 
ind  the  means  to  pay  for  it,  has  little 
3olitical  viability.  Instead,  what  appears 
ikely  is  a  plan  that  guarantees  nothing, 
;osts  many  working  poor  more,  and, 
iltimately,  leaves  millions  without 
coverage  for  years  to  come.  "Many  peo- 
ple will  be  worse  off,"  says  Lynn  Ether- 
dge,  a  Washington  consultant. 

The  problem  starts  with  individual 
mandates.  In  essence,  these  require  that 
3very  American  buy  insurance,  with 
subsidies  for  families  with  incomes  be- 
ow  a  certain  level— $29,600  for  a  two- 
Darent  family  with  kids.  The  proposed 


plans  call  for  annual  deductibles  of  $400 
to  $500  for  individuals,  plus  separate 
deductibles  of  up  to  $500  for  drugs  and 
coinsurance  payments  of  up  to  25%. 

The  question:  Even  with  subsidies, 
how  many  of  the  now-uninsured  will 
be  able  to  afford  such  coverage?  Linda 
Dupuis,  a  part-time  factory  worker  in 
Pittsfield,  offers  a  clue.  She  was  cov- 
ered by  a  policy  until  recently  but 
couldn't  pay  its  $500  annual  deductible 
and  15%  coinsurance.  Her  kids  get  care 
from  doctors  who  accept  a  few  dollars  a 
month  in  payment.  But  "anything  for 
me,  I  won't  go,"  she  says. 

Doctors  and  policy  analysts  say  mil- 
lions of  others  will  be  caught  in  the 
same  bind,  especially  lower-middle-class 
families  above  the  subsidy  ceiling. 
Even  more  would  be  shut  out  by  the 
weak-kneed  Senate  Finance  Commit- 
tee bill,  which  would  allow  Congress  to 
knock  down  subsidies  if  enough  fund- 
ing doesn't  materiahze.  (It  won't.)  An 


employer  mandate  presents  sim- 
ilar hazards:  Small  companies 
forced  to  pay  for  insurance 
probably  would  fund  premiums 
out  of  workers'  wages. 

Other  obstacles  that  prevent 
the  uninsured  from  getting  care 
aren't  addressed  by  anyone's 
bill:  lack  of  transportation,  poor 
health  education,  a  dearth  of 
supporting  social  services.  Some 
patients  refuse  to  see  doctors 
because  of  language  barriers, 
psychological  problems,  or  sim- 
ply their  shame  in  taking  what 
they  perceive  as  a  government 
handout.  "There's  an  open  ques- 
tion whether  providing  access  to 
medical  care  is  enough,"  says  Pe- 
ter Z.  Konigsberg,  national  med- 
ical director  of  Coopers  &  Ly- 
brand's  health  consulting  group. 
PROBLEM  POSTPONED.  Do  we  ac- 
cept a  half-solution,  or  less? 
Any  of  the  plans  on  Congress' 
plate  surely  will  reduce  the  number 
of  uninsured,  giving  more  people  access 
to  a  broader  range  of  medical  services. 
And  the  price  will  not  be  terribly 
great:  Rand  Corp.  estimates  that  uni- 
versal coverage  would  cost  $20  billion 
to  $30  billion  more— about  3%  of  total 
U.  S.  health-care  spending— than  what 
such  patients  cost  the  system  already. 

The  risk  is  that  the  nation  stomachs 
the  coming  congressional  solution,  then 
assumes  the  big  problem  is  solved.  It 
won't  be.  Among  Pittsfield's  uninsured, 
there's  broad  support  for  a  plan  that 
gives  everyone  the  same  benefits  and 
some  fi'ustration  with  a  political  pro- 
cess that  appears  to  be  working  at  odds 
to  their-  needs.  "Whatever  Clinton  does," 
says  Tina  Lefebrve,  a  part-time  hotel 
chambermaid,  "I  hope  it  helps  me." 
She's  likely  to  be  disappointed. 

Hammonds  writes  about  health-care 
issues. 
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WHAT  HAPPENED 
TO  THE  WAR  ON  AIDS? 


Clinton's  czar  is  gone,  and  critics  say  the  Administration  isn't  doing  enough 


AIDS  activists  once  viewed  Presi- 
dent Clinton  as  their  savior. 
"Fighting  the  AIDS  epidemic  will 
be  a  top  priority,"  Clinton  vowed  on  the 
campaign  trail.  He  promised  to  launch 
major  new  prevention  initiatives  and 
boost  funding  for  research,  prevention, 
and  care.  And  once  in  office,  Clinton  ap- 
pointed an  AIDS  czar  to  lead  an  all-out 
war  on  HIV,  the  deadly  virus  that  now 
infects  more  than  40,0(J0  Americans  a 
year. 

All  of  this  was  a  big  change  from  the 
Bush  Administration,  which  quashed 
even  simple  measures  such  as  promoting 
condom  use  because  of  a  perceived 
threat  to  "family  values." 

But  on  July  8,  AIDS  czar  Kristine  M. 
Gebbie,  a  former  top  Washing- 
ton State  health  official,  re- 
signed—the latest  sign,  Ad- 
ministration critics  now 
contend,  of  a  weak  and  sadly 
disappointing  AIDS  policy.  They 
blame  the  White  House  for  not 
giving  her  the  power  or  back- 
ing she  needed  to  become  a 
forceful  advocate.  "Gebbie  is  a 
scapegoat,"  declares  Martin 
Delaney,  founding  director  of 
Project  Inform,  an  AIDS  treat- 
ment and  lobbying  group  in 
San  Francisco. 

Even  members  of  the  Clin- 
ton Administration  admit  they 
could  do  better.  "A  lot  of  the 


criticism  is  very  legitimate,"  says  Dr. 
Philip  R.  Lee,  Assistant  Secretary  of 
Health  &  Human  Services.  "The  pro- 
cess is  improving.  We're  now  getting 
cranked  up." 

Critics  say  examples  abound  of  wob- 
bly Administration  support.  When  Geb- 
l)ie  tried  to  set  up  an  advisory  council  to 
push  a  more  aggressive  aids  agenda, 
the  Administration  failed  to  appoint  any 
of  the  suggested  members.  Nor  did  the 
White  House  back  the  idea  of  providing 
addicts  with  clean  needles,  despite  suc- 
cessful AIDS-prevention  pilot  programs 
in  such  cities  as  Tacoma,  Wash.,  and 
Lund,  Sweden.  "The  syringe-exchange 
issue  is  still  bogged  down  at  the  federal 
level,"  complains  Don  C.  Des  Jarlais,  re 


CLINTON'S  TARNISHED  AIDS  POLICY 

The  Wliite  House  has  increased  funding  for  AIDS  research 
and  patients'  care,  but  critics  still  accuse  the 
Administration  of  falling  short  in  key  areas: 

►  Boosting  prevention  efforts,  such  as  needle- 
exchange  programs  and  sex  education 

►  Reassessing  priorities  for  the  nation's  $L3 
billion  research  effort 

►  Coordinating  efforts  of  various  agencies  to  end 
duplication  and  save  money 

►  Putting  AIDS  at  the  top  of  the  political  agenda, 
as  candidate  Clinton  pledged 


search  director  of  the  Chen 
cal  Dependency  Institute  i 
Beth  Israel  Medical  Center  \ 
New  York.  , 
To  make  matters  wors 
the  White  House  hasn't  bei 
bold  enough  in  promoti 
condoms,  prevention  experi 
believe.  "Damn  it,  we've  gi 
a  crisis,"  says  Dr.  David 
Rogers,  professor  of  medici; 
at  Cornell  University  arid  fof 
mer  vice-chairman  of  the  N' 
tionai  Commission  on  AID' 
"Here's  a  disease  we  absi 
lutely  know  how  to  proven 
and  we're  not  doing  it." 

Some  wonder  whether  th 
White  House's  timidity  stei 
from  the  same  political  co: 
cerns  that  hobbled  the  Bui 
Administration.  Rogers  spe| 
ulates  that  after  the  furor  over  homi 
sexuals  in  the  military,  Clinton  is  gui 
shy  about  stirring  up  the  Religioi 
Right  further— and  alienating  conservl 
five  Democrats.  Rogers  and  others  bj 
lieve  that  the  President  may  be  wo' 
ried  about  being  blamed  for  encouragir 
moral  depravity  through  aggressive  coi 
dom  promotions  or  needle  exchange 
"Part  of  me  suspects  that  somewhei 
in  the  Administration  people  are  su- 
ing: 'Let's  do  the  minimum  we  can  an 
just  let  this  epidemic  burn  out,'"  saj. 
Delaney. 

HIGH  MARKS.  That's  a  bit  too  cynic/ 
for  most  Administration  critics.  "Thet 
are  many  people  in  the  White  Hon- 
and  public-health  bureaucracy  who  ai 
extremely  committed  to  the  fight  again; 
AIDS,"  says  Lynora  Williams  of  the  All 
Action  Council,  the  lobbying  group  fi 
service  organizations.  Dr.  Lee  at  hi 
gets  high  marks  for  starting  to  put  t( 
gether  a  comprehensive  AlDS-preventic 
strategy.  And  the  Administration  h; 
pushed  through  large  increases  in  fun( 
ing  for  AIDS  research. 

Administration  insiders  ii 
sist  that  Gebbie's  resignatin 
is  a  step  toward  fixing  th 
problems.  Her  eventual  n 
placement,  promises  a  to 
White  House  official,  will  1 
more  skilled  at  coordinatin 
policy  across  the  various  agei^i 
cies  and  boosting  the  overa 
AIDS  agenda. 

Still,  until  the  Administn 
tion  manages  to  deliver  o 
more  of  its  campaign  promi; 
es,  AIDS  advocates  aren 
about  to  cast  Clinton  again  a 
a  hero. 

By  John  Carey,  with  Susa 
B.  Garland,  in  Washington 
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VCEI 


mE  GIANT  LEAP 

OR  SPACE  ENTERPRISE 


msable  rockets  could  cut  the  cost  of  doing  business  Out  There 


It's  an  ugly  bug  of  a  rocket:  squat 
like  a  pyramid,  with  spindly  legs  that 
extend  from  the  base  so  it  can  land 
itt-first.  Only  a  one-third-scale  demo,  it 
n't  even  reach  orbit. 
In  many  ways,  the  Delta  Clipper  Ex- 
;rimental  1  is  quite  a  comedown  fi'om 
e  thunderous  Saturn  V  rocket  that 
unched  Apollo  11  astronauts  toward 
e  first  moon  landing  25  years  ago.  To 
itics,  the  puny  "DC-X"  epitomizes  how 
w  the  U.  S.  space  effort  has  sunk  since 
e  euphoria  surrounding  the  Tranquili- 
Base  landing  on  July  20,  1969,  a  time 
at  President  Nixon  called  "the  gr-eatest 
eek  in  the  history  of  the  world  since 
e  creation." 

TING  WEDGE.  Yet  the  humble  proto- 
pe  has  plenty  of  boosters.  Built  by 
cDonnell  Douglas  Corp.  and  11  other 
impanies  with  a  modest  $60  million  in 
;ar  Wars  funding  from  the  Defense 
ept.'s  Ballistic  Missile  Defense  Organi- 
ition  (BMDO),  the  DC-X  could  be  the 
rerunner  of  reusable  rockets  that  make 
)ace  exploration  a  lot  safer— and  cheap- 
•.  Says  Air  Force  Lt.  Col.  Jess  M. 
ponable,  who  oversaw  the  project: 
Vithin  a  decade  or  two,  you'll  see  the 
jginnings  of  commercial  space  trans- 
)rtation  that  will  knock  your  socks  off." 
The  DC-X  is  only  one  possibility  for  a 
iusable  launcher  (table).  It  takes  off 
id  lands  vertically,  with  throttled-down 
ickets  firing  to  slow  the  descent.  Lock- 
;ed  Corp.'s  flying  wedge  would  take 
i  vertically  but  glide  in  for  a  landing 
ce  the  space  shuttle.  Boeing  Co.  has 
•oposed  a  stubby-winged  vehicle  that 
ould  take  off  from  the  belly  of  a  su- 
jrsonic  transport.  Promoters  say  the 
chicles  could  deliver  cargo  to  space  for 
ss  than  a  tenth  the  price  per  pound  of 
16  shuttle.  Nothing  is  discarded  in 
ight,  and  there's  no  need  for  an  army- 
ze  ground  crew  to  spend  weeks  or 
lOnths  preparing  them  for  the  next 
unch. 


/ 


For  now,  conventional  "expend-  # 
able"  rockets  with  stages  that  drop 
off  are  still  very  much  in  the  space 
race.  The  small  Pegasus  rocket 
made  by  Sterling  (Va.)-based  Or- 
l)ital  Sciences  Corp.,  which  is 
launched  from  a  plane,  is  the  ve- 
hicle of  choice  for  payloads  up  to 
1,000  pounds.  Less  expensive 
some  day  could  be  interconti- 
nental ballistic  missiles  (IBMS) 
converted  for  civilian  payloads. 

Lowering  the  cost  of  space 
flight  is  crucial  to  commercial- 
izing space.  Low-cost  launch 
capacity  would  propel  satellite 
phone  services,  such  as  the 
Teledesic  network  backed  by 
William  H.  Gates  III  and 
Craig  0.  McCaw.  Manufac- 
ture of  materials  and  drugs 
in  near-zero  gravity  could 
blossom.  Cheap  rockets  ^" 
would  also  assist  the  U.  S.  . 
in  recapturing  market  share 
in  the  commercial  launch  * 
business,  which  has  dwindled 
to  around  30%  from  nearly 
100%  in  the  mid-1970s.  Much 


25  YEARS  LATER 


THE  DC-X  HAS  NO  FUEL  TANK 
OR  BOOSTERS  TO  EJECT, 
UNLIKE  THE  SHUTTLE 


of  the  lost  business  has  gone  to  France, 
Ru.ssia,  and  China. 

Former  astronaut  Charles  "Pete"  Con- 
rad Jr.  is  pursuing  the  next  generation 
of  launchers  with  fervor.  Conrad,  a  for- 
mer moon  walker  who  now  serves  as  a 
vice-president  at  McDonnell  Douglas 
Aerospace,  is  flight  manager  of  the 
DC-X  program.  Says  Conrad:  "This  is 
the  first  thing  that  got  my  candle  lit 
since  [Apollo]." 

With  adventure,  though,  comes  risk: 
On  June  27,  a  hydrogen  explosion  near 
the  launch  pad  ripped  a  15-foot  hole  in 
the  42-foot-tall  DC-X  just  as  it  was  blast- 
ing off  at  White  Sands  Missile  Range 
in  New  Mexico.  The  flight  crew  man- 
aged to  land  the  rocket  about  800  feet 
away  on  an  unprepared  patch  of  desert. 
The  explosion  has  delayed  further  test 
launches,  but  it  provided  designers  with 
some  important  data  about  the 
^  DC-X's  ability  to  abort  a  Hftoff  with- 
out exploding.  Says  Sponable:  "You 
learn  as  much  from  a  failure  as 
from  success." 

SENTIMENTAL  JOURNEY?  Later  this 
year,  responsibility  for  the  DC-X 
will  be  transferred  from  the  Star 
Wars  team  of  BMDO  to  NASA, 
which  will  use  the  rocket  as  a 
flying  laboratory  to  test  materi- 
als and  devices  for  use  in  a  fu- 
ture reusable  launcher.  NASA 
Administrator  Daniel  S.  Goldin 
says  the  DC-X  "is  one  of  the 
most     imaginative  things 
America  has  come  up  with." 

The  homely  rocket  faces 
fierce  competition  from  rival 
designs.  But  it  has  tapped 
into  a  yearning  that  endures 
a    quarter-century  after 
those  first  steps  on  the 
moon.  A  sentimental  jour- 
ney? You  bet.  But  says 
Conrad,  who  commanded 
Apollo  12:  "Space  shouldn't 
be  an  emotional  thing.  We 
need  to  make  it  just  an- 
other place  where  we  do  nor- 
mal work."  In  that  sense,  the 
DC-X  may  be  just  the  tick- 
et—back to  the  future. 

By  Peter  Coy  in  New  York, 
with  Otis  Port  in  New  York 
and   John    Carey  in 
Washington 


SPACE  RIDES, 
ECONOMY  ClASS 

Reusable  launch  vehicles  ihaf 
could  slash  NASA's  $10,000- 
per-pound  cost  of  payloads 

COULD  BE  READY  BY 

PROJEQED  PAYLOAD  COST 


 BOEING 

A  space  plane  launched  from 
the  belly  of  a  747-size  super-  , 
sonic  transport.  The  space 
plane  would  land  horizontally. 

  2002 

$500  TO  $600  PER  POUND 


LOCKHEED, 
ROCKETDYNE 

A  wedge-shaped  spacecraft 
that  would  launch  vertically 
but  land  like  an  airplane.  ,' 

 2008 

$500  PER  POUND 


McDonnell  DOUGLAS, 

PRAn&  WHITNEY,  10  OTHERS 

A  pyramid-shaped  rocket  that 
would  blast  off  and  land 
vertically. 

2002 
$400  PER  POUND 
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DISASTERS  I 


A  FIOOD  TO 
RIVAL  SHERMAN 


Georgia's  worst-ever  deluge  has 
engulfed  farms  and  factories 


B: 


ad  enough  that  100  acres  of  Rod- 
ney Harrell's  peanuts  and  cotton 
are  drowning  in  up  to  six  feet  of 
rust-colored  water.  Now,  in  the  after- 
math of  Georgia's  massive  flooding,  Har- 
rell  is  battling  a  deluge  of  crop-killing  in- 
sects and  weeds  as  he  tries  to  salvage 
his  remaining  800  acres.  As  the  rain 
continues  to  fall,  the  Leesburg  farmer's 
forecast  doesn't  look  good.  "I'll  be  satis- 
fied if  I  can  pay  my  bills,"  he  laments. 

With  21%  of  their  crop  waterlogged, 
Harrell  and  his  peanut-growing  breth- 
ren top  the  list  of  agricultural  casual- 
ties in  the  state's  worst  flood  ever.  Cot- 
ton, soybeans,  and  other  crops  planted 
across  43  counties  also  have  succumbed 
to  the  muddy  waters;  the  peach  har- 
vest alone  could  lose  $15  million  in  value. 
The  damage  won't  nearly  match  the  de- 
struction wrought  last  year  when  the 
Mississippi  overflowed.  But  losses  in 
crops,  buildings,  and  equipment  top  $108 
million  so  far.  President  Clinton,  touring 
the  area  July  13  after  announcing  a  $60 
million  federal  aid  package,  saw  a  swol- 
len Flint  River  plowing  a  watery  path 
through  a  string  of  manufacturing 
towns.  "The  impact  is  almost  immeasur- 
able," says  Georgia  Senator  Sam  Nunn. 
FIRE  NEXT  TIME.  It  also  has  been  tragical- 
ly unpredictal)le.  Southern  Frozen  Foods, 
a  division  of  Curtice  Burns  Foods,  was 
fortunate  to  occupy  dry  ground  when 
the  waters  swept  through  Montezuma. 
But  when  its  plant  caught  fire  last  week, 
the  community's  fatigued  water  system 
couldn't  deliver  sufficient  pressure  to 
activate  company  sprinklers.  The  fire 
wreaked  more  than  $2  million  of  dam- 
age. Down-river  in  Newton,  the  owners 
of  Pineland  Plantation,  a  300-acre  catfish 
farm,  watched  in  horror  as  breeding 
ponds  overflowed  and  their  stock  just 
swam  away.  "Fish  don't  have  a  tendency 
to  stay  in  a  pond  when  it's  flooded,"  re- 
flected Ed  M.  McGill,  manager  of  West- 
brook's  Farm-Raised  Catfish  Co.,  a  Pine- 
land  customer. 

At  least  the  fish  were  in  their  ele- 
ment. Thousands  of  cows,  chickens,  and 
other  livestock  have  drowned,  and  farm- 
ers now  face  tight  feed  supplies.  Many 
feed  mills,  which  depend  on  water  to 
process  grain,  have  t)een  knocked  out. 
Those  that  are  operating  can't  make  de- 


PADDLING  IN  MACON:  WATERS  PLOWED  THROUGH  A  STRING  OF  MANUFACTURING  TOWNS 


liveries  because  of  closed  bridges  and 
flooded  roads.  In  a  bizarre  gauge  of  the 
flood's  cruelty,  some  farmers  report,  hun- 
dreds of  starving  chickens  that  have 
pecked  each  other  to  death:  They  hadn't 
been  fed  for  days. 

There  are  some  bright  notes.  In  the  30 
hours  before  the  waters  overtook  his  Al- 
bany plant,  Jimmy  Lewis  packed  three 
45-foot  tractor  trailers  with  inventory, 
computers,  phone  eciuipment— everything 
he  could  move— and  trucked  it  all  five 
miles  across  town,  saving  his  agi-iculture 
eciuipment  maker,  Cross  Equipment  Co. 


(3ther  companies  will  clean  up  in  tl: 
flood's  wake.  At  Adams  Exterminatir 
Co.,  calls  are  double  their  preflood  le 
els,  as  pests  searching  out  high( 
ground  invade  dry  homes  and  busines 
es.  "We've  been  working  from  daw 
to  dark,"  says  Adams'  new  owner,  Je 
"Bodine"  Sinyard,  who  returned  fro: 
Atlanta  to  fight  the  floods.  For  mo: 
people  in  the  water's  way,  the  har 
work  will  go  on  long  after  the  rivei 
recede. 

By  Maria  Mallory  in  Albany,  Ga.,wi 
Jonathaji  Ringel  in  Atlanta  H 


STRATEGIES  I 


CIRCUS  CIRCUS'  HONEYMOON 
IN  VEGAS  IS  OVER 


Its  founder  and  chairman  gone,  the  company  may  be  looking  for  a  buyer 


As  angry  shareholders  jostled  to 
he  heard  in  a  meeting  at  the  Ex- 
calibur  casino  in  Las  Vegas,  Cir- 
cus Circus  Chairman  William  G.  Ben- 
nett stepped  forward.  No,  Bennett 

vowed  to  shareholders,  Cir-  ,  

cus  hadn't  talked  to  outsid- 
ers about  a  buyout— only 
to  admit  later  to  reporters 
that,  in  fact,  it  had.  One 
shareholder,  lamenting  a 
yearlong  nosedive  in  the 
stock  of  Circus  Circus  En- 
terprises Inc.,  from  48  to 
26,  drew  loud  applause 
when  he  told  Bennett:  "I 
don't  know  whether  to  go 
up  and  get  a  room  for 
sleeping  or  for  jumping." 
Within  two  weeks,  it 


was  Bennett  who  had  jumped.  The  6' 
year-old  former  furniture-store  owne 
whose  bargain-basement  casinos  ai 
credited  with  making  Vegas  a  mass  ma 
ket,  was  forced  to  quit  on  July  8.  Nov 

 ^    the  company  is  bracing  f( 

a  possible  takeovt 
^  attempt.  At  a  July 
;    board  meeting,  Circi 
was  expected  to  ;ii 
thorize  investmci 
banker  Salomon  Brot  l 
ers  Inc.  to  develop  a  s 
ries  of  sti-ategic  optiotv 
Circus  may  alread 
Ije  a  target.  On  July  1 
Chicago-based  Bally  Ei 
tertainment  Corp.  w( 
antitrust  clearani 
from  the  Federal  Tviu 
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ommission  to  buy  up  to  25%  of  Cir- 
is.  Industry  insiders  say  Caesars  World 
ic.  also  is  examining  a  merger  proposal, 
.nd  Bennett,  who  owns  7.4%  of  Circus' 
jmmon  stock,  may  seek  financing  to 
3claim  the  company,,  some  board  mem- 
ers  fret.  Officials  at  both  Bally  and 
aesars  refused  comment.  Bennett,  who 
fficially  leaves  on  Aug.  12,  was  unavail- 
ble  for  comment. 

The  uncertainty  puts  incoming  Chair- 
lan  Clyde  T.  Turner  in  an  uncomfort- 
ble  position.  An  industry  veteran,  the 
fci-year-old  Turner  joined  Circus  as  its 
resident  17  months  ago  but  had  been 
amstrung  by  Bennett's  iron  rule.  "I'm 
utting  a  high  priority  on  increasing 
lareholder  value,"  he  says.  "I'm  keeping 
ly  options  open." 

OULER  COASTER.  How  could  Circus— long 
egas'  fastest-growing  company— fall  so 
ir  so  fast?  For  one  thing,  earnings  from 
le  company's  new,  $390  million  Luxor 
las  Vegas  casino  have  been  disappoint- 
ig.  To  improve  business  at  its  new  $92 
lillion  Grand  Slam  Canyon  theme  park, 
le  company  had  to  add  $10  million  in 
ew  rides.  Circus  also  was  slow  to  ex- 
and  to  new  locales,  and  it  was  unable 
3  keep  competitors,  such  as  the  MGM 
trand  Hotel  &  Casino,  from  luring  away 
ustomers.  Meanwhile,  a  parade  of  Cir- 
us  top  executives— including  two  hand- 
icked  successors  to  Bennett— have  left 
be  company. 

Last  year,  earnings  fell  for  the  first 
ime  in  20  years,  slipping  1%,  to  $116 
lillion  on  revenues  of  $954  million, 
^en  earnings  also  stalled  in  the  quar- 
er  ended  Apr.  30,  institutional  inves- 
ors  started  clamoring  for  change. 

Bennett,  who  had  maintained  auto- 
ratic  control  over  the  company  since 
974,  infuriated  shai'eholders  by  announc- 
ig  at  the  June  meeting:  "I'm  back  into 
operations]  deeper  than  ever."  That  was 

Outside  directors,  led  by  Wertheim 
Schroder  &  Co.  Managing  Director  Tony 
'oelho,  strong-armed  Bennett  out. 

"This  gives  management  breathing 
oom  to  redirect  their  efforts,"  says 
lem.y  M.  Fisher,  first  vice-president  at 
Cemper  Financial  Services  Inc.  in  Chica- 
go, a  major  stockholder.  Turner,  who 
ays  earnings  improvements  are  at  least 
wo  quarters  away,  is  pushing  ahead 
Wth  new  projects  in  Windsor,  Ont.,  and 
leno,  Nev.  More  likely.  Turner  will  help 
)roker  a  deal.  He  may  be  forced  to  ally 
limself  with  a  strong  player  in  another 
narket  niche  to  buttress  the  company's 
;arnings.  One  possibility:  Caesars,  which 
:aters  to  higher  rollers  than  Circus'  tra- 
litional  clientele. 

High  rollers  and  Circus  Circus?  That 
nay  seem  an  odd  combination.  But  it 
sure  beats  shareholders  talking  about 
umping  out  of  hotel  windows. 

By  Ronald  Graver  in  Los  Angeles 


PEOPLE  I 


THIS  GOLD  MINER  GOES  DIGGING 
FOR  A  MOTHER  lODE 


Vancouver's  Royal  Oak  makes  a  hostile  bid  for  an  outfit  four  times  its  size 


Margaret  K.  Witte,  chief  execu- 
tive of  Vancouver-based  Royal 
Oak  Mines  Inc.,  isn't  to  be  tak- 
en lightly.  Two  years  ago,  union  mem- 
bers at  the  company's  Giant  gold  mine 
in  Yellowknife  rejected  a  cost-cutting 
contract.  Witte  promptly  locked  out  the 
miners  and  recruited  220  replacement 
workers.  Canada's  only  female  mining 
company  CEO  drew  death  threats.  Ten- 
sions soared  when  a  mine  explosion  in 
late  1992  killed  nine  people.  A  union 
miner  has  been  charged  with  setting 
the  blast. 

But  Witte  held  her  ground  until  late 
1993,  when  a  mediator  hammered  out 
a  settlement.  The 
endgame:  Production 
costs  at  Royal  Oak's 
Giant  mine  fell  to 
$285  an  ounce,  from 
$395,  putting  the 
money-losing  mine 
back  into  the  black. 
Witte  is  now  a  pariah 
to  labor.  But  she  re- 
sponds: "The  mine 
would  not  be  opera- 
tional today  if  the 
company  had  not  tak- 
en its  stand." 

Such  doggedness 
should  come  in  handy 
for  what's  shaping  up 
as  the  biggest  battle  yet  for  the  40-year- 
old  Witte.  On  July  7,  she  stunned  the  in- 
dustry by  making  a  hostile,  $1.4  billion 
tender  offer  for  Lac  Minerals  Ltd.,  a 
Toronto-based  gold  producer  with  1993 
revenues  of  $440  million— four  times 
those  of  Royal  Oak.  "There's  no  question 
Lac  will  fight,"  says  John  R.  Ing,  CEO  of 
stockbroker  Maison  Placements  Canada 
Inc.  "It's  like  a  mouse  trying  to  make 
love  to  an  elephant." 
MAKING  WAVES.  If  Witte  prevails.  Royal 
Oak  will  join  the  ranks  of  North  Ameri- 
ca's largest  gold  companies,  producing 
some  1.5  million  ounces  a  year.  Even  if 
she  loses,  Witte's  bid  has  jolted  "the 
stagnant  gold  business  like  a  cattle 
prod,"  says  Douglas  B.  Silver,  president 
of  Balfour  Howell  International,  a  Den- 
ver-based mining  consultant.  He  sees  "a 
new  era  of  smaller  gold  companies  mak- 
ing runs"  at  the  big  outfits. 

"Peggy"  Witte  is  used  to  making 
waves.  After  growing  up  on  a  2,000- 
acre  ranch,  she  was  the  only  woman  in 


WITTE:  THE  LAC  FIGHT  LOOKS  BRUTAL- 
ANALYSTS  GIVE  HER  A  50-50  CHANCE 


her  class  to  receive  a  masters  in  metal- 
lurgical engineering  at  the  University 
of  Nevada.  She  began  building  her  own 
mining  company  in  1986  by  buying 
mines  at  fire-sale  prices,  then  vigorous- 
ly cutting  costs.  The  result:  steadily  ris- 
ing earnings  for  Royal  Oak.  Last  year,  it 
posted  record  net  income  of  $12  million 
on  revenues  of  $104  million. 

Lac  is  a  far  cry  from  the  small  mines 
Royal  Oak  has  swallowed  to  date.  But 
Witte  figures  it's  vulnerable.  Because 
Lac  overpaid  for  some  mines,  it  has 
posted  anemic  earnings,  culminating  in 
last  year's  $63.5  million  loss. 

Witte  is  offering  Lac's  investors  a 
combination  of  Royal 
Oak  stock  and  $400 
million  in  cash  worth 
about  $10  a  share,  a 
20%  premium  over 
Lac's  share  price  on 
July  6.  "That's  near 
the  top  end  of  what 
Lac  is  worth,"  says 
Mike  Jalonen,  an  ana- 
lyst at  Midland  Wa- 
lywn  Capital  Inc.  Her 
plan:  Slash  some  $40 
million  from  Lac's 
overhead  and  explo- 
ration budget,  giving 
the  combined  compa- 
ny a  cash  flow  of 
$170  million  next  year,  Jalonen  figures, 
or  seven  times  what  Royal  Oak  will  gen- 
erate this  year.  Lac  executives  aren't 
commenting,  saying  it  would  be  "pre- 
mature to  talk."  But  a  fight  is  expected. 

Some  analysts  rank  Royal  Oak's 
chances  of  prevailing  in  such  a  contest  at 
no  better  than  50-50.  The  reason:  Only 
28%  of  Royal  Oak's  $1.4  billion  bid  is 
cash.  The  remainder  would  be  financed 
by  issuing  some  250  million  new  Royal 
Oak  shares.  Another  gold  company  could 
easily  match  Royal  Oak's  bid.  And  given 
the  choice,  investors  would  likely  opt 
for  a  more  established  producer.  "Large 
investors  will  wonder  whether  Witte's 
management  team  is  capable  of  running 
Lac,"  says  Silver. 

Maybe  so.  But  a  loss  wouldn't  keep 
Witte  down  for  long.  "If  this  bid  falls 
through,  we'll  just  look  for  another  ac- 
quisition," she  says.  Whatever  happens, 
expect  to  hear  a  lot  more  from  Royal 
Oak  and  its  indefatigable  CEO. 

By  Williajn  C.  Synimids  in  Toronto 
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Since  Lintc  (  iirpor.itioii  caMtcd  ,i  s,ilc>) 

toolbox  using  Microsoft  Office  and 
Visual  Basic,  sales  have  increased  I2.S"". 


Woiiderware  Corp.  created  a  Microsoft 
Windows'-hased  control  system  at  one-fourth 
the  cost  of  a  tvpicai  configuration. 


Gateway  Group,  Inc.  helped  integrate 
Microsoft  SQL  Server  into  an  image-based  billing 
system,  dramatically  improving  productivity. 


CHART  HOUS& 


OUR  EXPERTS  MAKE  IT  THEIR 
BUSINESS  TO  KNOW  YOURS. 


These  days,  businesses  are  in  a 
state  of  constant  technological 

transition.  You're  upsizing, 


downsizing,  or  just  trying 

MiCROson'  ,  , 

WINDOWS  to  get  your  eclectic  col- 
lection of  hardware  and  software 
to  work  together. 

Enter  Microsoft  Solution 
Providers.  Independent  companies 
who,  working  with  Microsoft 
products  and  support,  are  dedicat- 
ed to  solving  business  problems. 

How?  Simply,  every  Microsoft 
Solution  Provider  (and  there  are 
thousands)  have  people  with  real- 
world  experience  in  integration, 
consulting,  development,  technical 
training,  and  support.  Talented 
teams  who  understand  that  a  health 
care  provider  has  different  busi- 
ness issues  than  a  bank. 

Many  have  Microsoft  Certified 
Professionals  on  staff.  People  who 
have  proven  their  technical  exper- 
tise by  passing  MiCrOSOft' 
rigorous  certifi-  IHillliM'liiii'liyHI'lifiH 
cation  exams  on  Microsoft  products. 

Microsoft  Solution  Providers 
also  know  that  companies  are  work- 
ing in  mixed  computing  environ- 
ments. So  they're  well  versed  in 
solving  multiplatform  problems. 
For  a  brochure  on  the  solutions 
represented  here,  or  for  a  referral 
to  a  Microsoft  Solution  Provider, 
call  (800)  SOL-PROV,  Dept.J6S. 

Microsoft 


SOLUTION  PROVIDER 
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LILLY'S  NEW  BLOOM 
COSTS  A  BUNDLE 


Merck's  acquisition  last 
year  of  Medco  Contain- 
ment is  starting  to  look  like  a 
prescient  bargain.  On  July  11, 
Eli  Lilly  agreed  to  pay  $4  bil- 
lion for  one  of  Medco's  rivals, 
McKesson's  PCS  Health  Ser- 
vices unit.  Wall  Street  sent 
Lilly's  stock  down  15%,  with 
good  reason:  It  will  pay  130 
times  net  earnings  for  a 
pharmacy  benefit  manager 
(PBM)  with  just  $170  million 
in  sales.  But  Lilly  had  little 
choice.  PBMs,  which  process 
prescription  claims  and  nego- 
tiate bulk  discounts  with 
drug  manufacturers,  have 
gained  control  of  one-third  of 
the  prescriptions  written  in 


CLOSING  BELL 


JAN  3, '94 


THE  BIG  BLUES 

Are  IBM  investors  jittery?  You  bet. 
After  hitting  a  1 994  peak  of  65  in 
mid-June,  IBM  shares  have 
tumbled  1 0  points.  The  reason: 
Mounting  concern  that  sales 
could  stall  through  yearend,  as 
customers  v/ait  for  Big  Blue  to 
introduce  new  products  from  PCs 
to  mainframes.  On  July  21,  when 
IBM  reports  second-quarter 
results,  anolysts  expect  sales  to 
inch  up  just  1  %  from  the  like 
period  a  year  ago.  Tough 
cost-cutting,  however,  should  help 
boost  profits  to  $440  million. 
Meanwhile,  insiders  say  the  pace 
of  workforce  cuts  will  pick  up  as 
IBM  tries  to  shed  28,000 
employees  by  yearend.  The 
targets:  IBM  Europe,  the  PC  unit, 
and  U..S.  headquarters  sales  staff. 
DATA;  BRIDGE  INFORMATION  SYSTEMS  INC 


the  U.  S.  Lilly  admits  it  felt 
pressure  to  move  fast  or  be 
left  behind. 


UNITED  WORKERS 
FINALLY  WIN  OUT 


It  took  them  seven  years 
and  five  tries,  but  employ- 
ees of  United  Airlines  finally 
own  the  airline.  On  July  12. 
UAL  shareholders  approved  a 
$4.8  billion  Iniyout  that  gives 
55%  of  the  company  to  work- 
ers in  exchange  for  wage  con- 
cessions. Despite  grousing  by 
shareholders,  the  deal  re- 
ceived 70%  of  the  votes. 
Newly  installed  Chairman  Ge- 
rald Greenwald,  a  former 
Chrysler  executive,  let  it  be 
known  that  United's  new 
short-haul  airline  will  be 
called,  simply  enough,  Unit- 
ed Shuttle. 


A  RISKY  DETOUR 
FOR  DELL 


Dell  Computer  has  prom- 
ised for  months  to  return 
to  the  hypergi-owth  of  yore. 
But  on  July  11,  the  personal- 
computer  company  turned  its 
back  on  the  fastest-growing 
segment  of  the  industry,  cut- 
ting ties  with  five  retail  part- 
ners including  CompUSA  and 
Best  Buy.  With  retail  sales 
projected  to  contribute  just 
2%  of  its  sales  for  the  quarter 
ending  July  31,  the  company 
decided  to  refocus  on  its 
vaunted  direct-mail  operation 
and  other,  less  costly  chan- 
nels—such as  marketing  via 
computer  networks.  Analysts 
agree  the  move  will  bolster 
profits  in  the  short  term  but 
question  the  long-term  wis- 
dom. By  limiting  its  growth 
potential  while  Compaq,  IBM, 
and  others  crank  up  volume, 
they  say,  Dell  could  lose  mar- 
ket share. 


REDESIGNING  DOLIARS 
TO  GIVE  FORGERS  FITS 


To  combat  the  troubling  in- 
crease in  counterfeit  U.  S. 
bills,  Ti'easury  officials  told 


HEADLINER 


JUST  THE  WOMAN  FOR  THE  BOSTON  FED 


u 


nder  fire  from  Congress 
for  a  lack  of  diversity  in 
its  top  ranks,  the  Federal  Re- 
serve Board  on  July  13  chose 
a  woman  as  president  of  the 
Boston  Fed.  Cathy  Minehan,  a 
career  Fed  staffer  and 
No.  2  in  Boston 
since  1991,  is  only 
the  second  wom- 
an in  the  Fed's 
83-year  history 
to  head  one  of 
its  12  regional 
banks. 

Minehan,  47, 
spent  most  of  her 
career  at  the  New 
York  Fed,  where  she  rose 
through  its  nuts-and-bolts 
electronic  payments  operation 
and  gained  a  reputation  as  an 
efficient  manager.  "She's  in- 
credibly productive,"  recalls 
Gerald  Corrigan,  former  chief 
of  the  New  York  Fed.  Corri- 


gan says  Minehan  played 
key  role  in  the  Fed's  attem] 
to  stabilize  the  banking  s; 
tem  during  the  1987  sto^ 
market  crash  and  the  19' 
Drexel  Burnham  failure. 

With  no  real  bac 
ground     in  ec- 
nomics,  Minehs 
isn't  expected 
play  a  stror 
role  in  men 
tary  policyma 


ing.  In  an  ea 


ly  June  speec 
though,  si 
praised  the  Fed 
decision  to  preempt  i 
flationary  pressures  by  rai 
ing  interest  rates.  "I  come 
issues  of  monetary  policy 
she  says  now,  "from  the  pe 
spective  of  someone  with 
good  understanding  of  bus 
ness  fundamentals." 

By  Mark  Marerrm 


meml)ers  of  the  House  Bank- 
ing Committee  at  a  July  13 
hearing  that  Treasury  will  be 
testing  a  series  of  new  fea- 
tures. Among  the  ploys:  mov- 
ing portraits  of  George  Wash- 
ington and  his  peers  off 
center  and  using  watermarks 
and  tricky  interactive  patterns 
that  can't  be  reproduced 
well— even  with  today's  so- 
phisticated copiers.  The  radi- 
cal redesign  should  be  com- 
pleted sometime  in  1995,  with 
new  $100  bills— those  most  of- 
ten counterfeited— coming  off 
the  presses  the  followin.g 
year. 


RON  CAREY'S  PRETTY 
GOOD  REVIEW 


Teamster  chief  Ron  Carey 
has  won  some  vindication. 
The  Independent  Review 
Board  (IRBI,  charged  with 
overseeing  the  long-troubled 
union,  announced  on  July  11 
that  it  had  found  no  evidence 
that  Carey  had  ties  to  orga- 
nized crime  or  had  accepted 
illegal  payments  to  finance  an 


extensive  personal  real  estal 
portfolio.  Allegations  linkin 
Carey  to  organized  crime  ha 
been  made  by  a  former  crimi 
family  boss;  his  real  estat 
holdings  were  first  reporte 
by  BUSINESS  WEEK.  The  IB 
did  find,  however,  thai  Ca: 
ey  had  improperly  signed  h 
wife's  name  on  notarized  dO' 
imients  and  had  asked  a  unio 
employee  to  witness  a  fal 
signature.  The  IRB  describe 
Carey's  actions  as  "troubling 
and  "improper,"  but  note 
that  the  matter  was  nc 
linked  to  union  business. 


ET  CETERA . . . 


►  Japan's  Kobe  Steel  and  A 
coa  will  disband  their  ventur 
to  make  aluminum  tubes. 

►  Prudential  reserved  anothe 
$305  million  to  cover  legs 
costs  fi'om  partnership  claim, 

►  Henry  Schacht,  who  resusc 
tated  Cummins  Engine,  rt 
signed  as  its  CEO. 

►  Caffeine  jolt:  Coffee  price 
jumped  again,  on  news  of  ai 
other  Brazilian  frost. 
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MOW,  THE  WHITEWATER  HEARINGS 
MAYE  BOTH  PARTIES  NERVOUS 


Republicans  have  been  counting  on  the  congressional 
Whitewater  hearings  to  be  a  political  bonanza  that 
would  embarrass  Bill  Clinton  and  boost  GOP  prospects 
1  the  fall's  midterm  elections.  But  with  the  hearings  set  to 
pen  on  July  26,  GOP  strategists  are  fi-etting  that  their  expect- 
d  summer  blockbuster,  Son  of  Watergate,  will  instead  turn 
ito  a  dud:  Capital  City  Slickers  II. 

Why  the  letdown?  Democrats  have  delayed  the  hearings 
nd  narrowed  their  scope,  thanks  in  part  to  pleas  from  inde- 
endent  counsel  Rober't  B.  Fiske  Jr.,  a  Republican,  to  avoid  is- 
ues  that  could  jeopardize  his  investiga- 
ion.  Not  only  has  interest  in  Whitewater 
/aned,  but  Fiske's  interim  report  on  June 
0  took  the  punch  out  of  claims  that  the 
Vhite  House  obstructed  justice. 
kUiCK  KILLING.  It  doesn't  help  that  the 
op's  point  man  in  the  Senate,  Alfonse  M. 
)'Amato  (R-N.Y.),  is  ethically  tainted.  Soon 
Iter  the  feisty  New  Yorker  condemned 
he  First  Lady's  wildly  profitable  commod- 
Lies  trading,  he  was  hit  by  new  disclo- 
ures  about  his  own  sweet  stock  deal. 

With  no  new  bombs  in  their  arsenal  to 
lamage  the  Clintons,  GOP  leaders  fear 
hey'll  come  across  as  shrill  partisans  ped- 
lling  stale  allegations.  "It  would  be  a  mira- 
le  if  Republicans  score  points,"  admits  House  Banking  Com- 
nittee  member  Spencer  T.  Bachus  III  (R-Ala.). 

That  doesn't  mean  the  Republicans  will  go  down  without  a 
ight.  They  plan  to  push  to  explore  several  out-of-bounds 
ubjects:  the  Justice  Dept.'s  handling  of  a  Whitewater-related 
riminal  referral;  the  contents  of  potentially  sensitive  docu- 
nents  removed  from  White  House  lawyer  Vincent  Foster 
fr.'s  office  shortly  after  his  suicide;  and  the  Clintons'  ties  to 
)an  R.  Lasater,  a  convicted  cocaine  dealer  and  onetime  boss 
»f  White  House  aide  Patsy  L.  Thomasson.  By  forcing  House 
banking  Committee  Chairman  Henry  B.  Gonzalez  (D-Tex.) 


GONZALEZ  WILL  LIMIT  QUESTIONING 


and  his  Senate  counterpart,  Donald  W.  Riegle  Jr.  (D-Mich.),  to 
bar  such  inquiries,  the  GOP  aims  to  spark  public  demands 
for  more  hearings  after  Fiske's  investigation  is  completed. 

Meanwhile,  the  House  Banking  Committee's  top  Republican, 
Jim  Leach  (R-Iowa),  is  rushing  to  unearth  some  nasty  nuggets. 
He's  wrangling  to  get  all  Resolution  Trust  Corp.  and  Office  of 
Thrift  Supervision  documents  on  the  failed  Arkansas  thrift  nm 
by  the  Clintons'  Whitewater  partner,  James  B.  McDougal. 

Even  without  startling  revelations,  Democrats  stand  to 
lose.  Clinton,  who  has  taken  a  pounding  from  critics  over  his 
character  and  leadership,  won't  be  helped 
by  a  redredging  of  political  sludge.  And 
new  dirt  could  return  the  sleepy  scandal  to 
public  consciousness. 

BORING  RERUN?  A  more  likely  scenario  is 
that  pesky  Republicans  will  hammer  Demo- 
crats for  covering  up  ethical  lapses  stem- 
ming from  questionable  contacts  between 
the  Treasury  Dept.  and  the  White  House. 
Their  aim:  goad  the  volatile  Gonzalez  into 
an  unseemly  eruption.  Already,  Republi- 
cans are  complaining  about  his  moves  to 
weed  out  potentially  damaging  witnesses, 
such  as  RTC  investigator  L.  Jean  Lewis  of 
Kansas  City,  who  complained  of  political 
pressure  from  Washington.  "If  the  hear- 
ings appear  to  be  a  cover-up,  it  will  hurt  the  Democrats," 
warns  L.  William  Seidman,  former  chairman  of  the  Federal 
Deposit  Insurance  Corp. 

That's  a  risk  Democrats  are  willing  to  take.  But  Repul)licans 
fret  that  the  hearings  could  be  boring,  neither  as  riveting  as 
the  0.  J.  Simpson  murder  case  nor  as  vital  as  health  care. 
"The  public  is  as  annoyed  at  the  people  who  keep  bringing 
Whitewater  up  as  they  are  at  the  alleged  perpetrator,"  says 
GOP  pollster  Frank  Luntz.  In  the  end,  Whitewater's  winner 
may  be  the  party  that  embarrasses  itself  the  least. 

By  Amy  Barrett  and  Richard  S.  Dunham 


CAPITAL  WRAPUP I 


REGUIATION 


Call  it  a  government  bait-and-switch. 
The  victims:  three  communications 
companies  that  stand  to  lose  freebies 
worth  some  $500  million  each.  In  1991, 
the  FCC  came  up  with  a  sweetener  to 
spur  development  of  technologies  for  a 
new  wireless  phone  service  called  PCS— 
a  free  license  and  the  market  of  choice 
to  service-providers.  Last  year,  these 
"pioneer  preferences"  were  tentatively 
awarded  to  Cox  Communications, 
which  chose  Los  Angeles;  American 
Personal  Communications,  which  picked 
Washington,  and  Omnipoint,  which  se- 
lected New  York.  But  powerful  House 
Commerce  Committee  Chairman  John 


D.  Dingell  (D-Mich.)  wants  the  FCC  to 
renege  on  the  deals  because  the  licens- 
es are  too  valuable  to  give  away.  The 
FCC  is  expected  to  let  the  companies 
keep  the  licenses— if  they  pay  the  mar- 
ket value. 

TELEVISION  

President  Clinton  may  have  lots  of 
fans  in  "liberal"  Hollywood,  but 
that  doesn't  seem  to  influence  their 
work.  Conservative  watchdog  Media 
Research  Center  found  that  70%  of  all 
references  to  Clinton  in  prime  time  en- 
tertainment shows  during  the  1993-94 
TV  season  were  negative.  Hillary  Rod- 
ham Clinton,  by  contrast,  got  off  easy, 
with  positive  mentions  89%  of  the  time. 


TRADE 


President  Clinton's  first  meeting 
with  new  Japanese  Prime  Minis- 
ter Tomiichi  Murayama  in  Naples  on 
July  8,  went  so  poorly— despite  public 
claims  to  the  contrary— that  the  White 
House  has  resolved  to  play  hardball 
on  trade  talks  with  Tokyo.  Muraya- 
ma's  refusal  to  make  any  market-open- 
ing concessions  is  prompting  the  Ad- 
ministration to  open  an  investigation  in 
late  July  of  Japanese  government  pro- 
curement practices.  That  could  lead  to 
tariffs  on  some  Japanese  exports. 
"There's  a  sense  of  utter  frustration 
with  the  Japanese  government,"  fumes 
a  White  House  official. 
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IN  SOUTH  KOREA, 

A  DIFFERENT  KIND  OF  DREAD 


Many  fear  that  an  economic  collapse  north  of  the  DMZ  could  put  too  heavy  a  burden  on  Seoul 


After  more  than  four  decades  of 
worrying  about  North  Korean 
President  Kim  Il-Sung,  residents 
of  Seoul  spent  the  days  following  the 
announcement  of  his  death  on  July  9 
dreading  life  without  him.  The  emer- 
gence of  Kim  Jong-Il,  the  mysterious 
son  of  the  "Great  Leader,"  as  the  new 
boss  in  Pyongyang  did  little  to  reassure 
South  Koreans.  Many  envision  the 
younger  Kim  presiding  over  an  econom- 
ic and  political  meltdown— a  collapse  that 
would  force  the  south  to  spring  for  a 
multibillion-dollar  bailout.  "I  won-y  about 
us  having  to  suffer  together  with  them," 
says  Son  Woong-Hee,  a  22-year-old  office 
clerk  in  Seoul. 

The  death  of  Kim  Il-Sung  and  the 
rise  of  Kim  Jong-Il  in  Pyongyang  has 
many  South  Koreans  reconsidering  their 
plans  for  the  north.  For  years,  the  South 
Koreans  figured  they  could  concentrate 
on  building  their  economy  into  a  region- 
al powerhouse.  Then,  after  joining  the 
world's  industrial  elite,  the  south  would 
turn  to  the  huge  task  of  assimilating 
the  north.  By  then.  North  Korea  wouM 
have  reached  an  economic  level  thai 
would  make  the  cost  of  reunification  less 
painful. 

Now,  the  turmoil  in  North  Korea 
could  force  Seoul  to  step  up  its  engage- 
ment with  its  old  enemy.  Some  of  South 
Korea's  industrial  giants,  such  as  Hyun- 
dai Corp.  and  Daewoo  Corp.,  are  already 
developing  trade  and  manufacturing 
links  with  the  north.  Such  deals  are  lay- 
ing the  foundation  for  gradual  unifica- 
tion. But  South  Korea's  companies  may 
be  forced  to  do  much  more. 
HUMMING  AGAIN.  Going  too  fast  would 
jeopardize  South  Korea's  goal  of  becom- 
ing a  regional  economic  power  by  the 
end  of  the  decade.  Before  Kim  Il-Sung's 
I   death.  South  Korea  seemed  right  on 
<   course.  After  several  years  of  sluggish 
I   growth,  the  economy  is  humming  again 
I   (table).  Exporters  are  thriving  as  the 
I  yen's  strength  gives  South  Koreans  an 
§   edge  over  Japanese  rivals.  The  chaebol, 
I   or  industrial  conglomerates,  are  splurg- 
g   ing  on  investments  throughout  Asia. 


Back  home,  they  are  charging  into  tech- 
nologies such  as  satellites  and  nuclear 
power  plants.  And  the  government  has 
mapped  out  ambitious  plans  to  spend 
more  than  $100  billion  on  telecommunica- 
tions, high-speed  railways,  and  other  in- 
frastructure projects. 

Just  how  many  of  those  plans  will 
need  to  be  shelved  depends  on  whether 
Kim  Jong-Il— or  whoever  eventually  re- 
places him  at  the  top  of  the  Pyongyang 
regime— can  revive  a  northern  economy 
already  in  crisis.  It  has  contracted  sharp- 
ly in  the  '90s,  and  foreign  visitors  to 
North  Korea  have  returned  describing 
mass  starvation  in  rural  areas.  Some 
North  Koreans  are  i-csoi-tin'j;  to  increas- 


ingly desperate  measures  to  stay  afloal^ 
Perhaps  the  only  industry  that's  growin!' 
is  the  smuggling  trade.  In  one  thrivinjr 
business.  North  Koreans  buy  East  EurA 
pean  cars,  sneak  them  across  the  bordAf 
into  China,  and  resell  them  at  pricql 
that  don't  include  Chinese  tariffs. 

While  nuclear  talks  between  Wasl 
ington  and  Pyongyang  are  set  to  r( 
sume  soon,  the  greatest  fear  amon 
neighboring  nations  is  not  military  coi 
flict  but  economic  mismanagement  s 
severe  that  desperate  North  Korear 
will  stream  out  of  the  country.  "We'r 
not  ready  to  accept  a  deluge  of  refi 
gees  from  the  north,"  frets  one  Sout 
Korean  government  official.  Likewise 
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lina  and  Russia  are  worried  about  Ko- 
an  refugees  reaching  their  bordering 
gions  V)y  land.  Japan,  home  to  700,000 
bterly  divided  Koreans,  also  is  anxious 

prevent  shock  waves  from  disturb- 
l  its  vaunted  social  stability.  "We  don't 
low  how  or  when  [North  Korea]  will 
;plode,  but  it  will,"  says  one  Japanese 
ivernment  official  in  Tokyo. 
That's  why  South  Korea,  Japan,  Chi- 
„  and  Russia  all  believe  that  stabilizing 
e  north's  economy  is  more  important 
an  thwarting  its  nuclear  program, 
/en  before  Kim's  death,  they  were 
lietly  cultivating  economic  ties  with 
^ongyang  which  could  accelerate  now. 
lat  is  bound  to  complicate  U.  S.  efforts 

upcoming  talks  in  Geneva:  The  U.  S. 
mts  to  link  any  consideration  of  North 
arean  economic  aid  to  major  conces- 
3ns  on  nukes. 

•OOKED.  Before  his  death,  Kim  Il-Sung 
ipeared  on  the  verge  of  slowly  cashing 

his  nuclear  chips  in  exchange  for  eco- 
)mic  gains.  Even  for  a  Stalinist  like 
m,  that  would  have  required  very  skill- 
1  management  over  a  period  of  years 

avoid  alienating  hard-liners  or  igniting 
I  explosion  of  expectations  among  20 
illion  hungry  North  Koreans.  Few  ex- 
!rts  believe  that  the  erratic  Kim  Jong- 

who  lacks  the  charisma  and  revolu- 
anary  credentials  of  his  father,  can 
verse  the  north's  problems  on  his  own. 


HE  South 


m 


Even  Seoul's 
economic'  dynamo  . 
would  find  it  tough 
to  finance  a  bailout 
of  the  north  costing 
hundreds  -  of  biihons. 

GROSS  DOMESTIC  PRODUCT 
,  $289billion 
i      ECONOMIC  GROWTH 

}.  8.6% 


^0 


□I 


POPULATION 

44  million 

EXPORTS 

$81  billion 

LARGEST  TRADING  PARTNER 

$37  billion 
(US) 


mt 
i 


The  North 

The  economy  is 
already  in  crisis, 
•  having  contracted 
sharply  in.  the  past 
few  years.  Recent 
foreign  visitors 
have  described 
mass  starvation  in 
rural  areas,  and 
few  beheve  that 
Kim  Jong  II  can 
chart  a  recovery. 

GROSS  DOMESTIC  PRODUCT 

$20  billion 

ECONOMIC  GROWTH 

-5% 

POPULATION 

20  million 

EXPORTS 

$938  million 

LARGEST  TRADING  PARTNER 

$890  million 
(CHINA) 


"The  new  leadership  will  be  more  vul- 
nerable to  economic  difficulties,"  says 
South  Korean  Foreign  Minister  Han 
Sung-Joo. 

In  the  event  of  chaos  north  of  the 
demilitarized  zone.  South  Korea  will  cer- 
tainly be  forced  to  shift  more  of  its 
trade,  aid,  and  investment  north- 
ward. Having  been  spooked  by 
the  difficulties  following  Ger- 
many's reunification,  Seoul  wants 
to  avoid  a  sudden  rush  of  immi- 
grants and  a  complete  shift  of  the 
financial  burden  to  the  wealthier 
south.  The  cost  of  speedy  reunifi- 
cation would  be  exorbitant.  Esti- 
mates on  the  price  of  bringing 
the  north's  tiny  $20  billion  econo- 
my up  to  the  south's  level  range 
anywhere  from  $250  billion  to 
$400  billion. 

That  would  drain  resources 
from  the  south,  which  is  running 
short  of  capital  for  its  ambitious 
spending  plans.  Even  now,  to  pay 
for  $17  billion  in  rail  and  airport 
projects,  Seoul  is  considering  new 
laws  opening  them  to  foreign  in- 
vestors. With  fast-forward  reunifi- 
cation, the  chaebol  might  also  be 
obliged  to  seed  the  north  with 
light-assembly  plants.  That  would 
mean  shifting  investment  from 
big  pushes  into  Vietnam  and  oth- 
er emerging  mai'kets. 

Yet  the  chaebol  also  recognize 
the  long-term  benefits  of  closer 
ties  with  the  north.  With  aver- 
age wages  of  just  $50  a  month, 
its  workers  are  one-tenth  as  ex- 
pensive as  those  in  the  south. 
Moreover,  they  are  much  less  de- 


manding than  mem- 
bers of  South  Ko- 
rea's sometimes 
militant  unions. 
Hyundai  is  working 
on  plans  to  use 
North  Korean  la- 
borers on  construc- 
tion projects  in 
Southeast  Asia  and 
the  Middle  East. 
Getting  through  a 
loophole  in  South 
Korean  law,  Dae- 
woo has  begun  us- 
ing third  parties  in 
Hong  Kong  and 
China  to  send  de- 
signs and  fabric  to 
North  Korea.  It 
then  buys  the  gar- 
ments assembled 
by  northern  work- 
ers. Daewoo  also 
has  bigger  plans. 
Chairman  Kim 
Woo-Choong  is  ne- 
gotiating to  build  an  assembly  complex 
in  the  North  Korean  city  of  Nampo  for 
luggage,  shirts,  shoes,  and  toys. 
FAMILY  hes.  On  another  front,  the  south, 
poor  in  most  natural  resources,  would 
like  to  tap  big  coal  deposits  and  lum- 
ber reserves  in  the  north.  The  problem 
is  that  taking  advantage  of  those  re- 
sources will  take  time  and  money.  Dae- 
woo President  Yoo  Ki-Bum  says  the 
quality  of  the  apparel  assembled  for  his 
company  in  the  north  "is  a  problem," 
and  that  his  engineers  and  technicians 
would  have  to  train  the  northerners. 
Tapping  the  north's  raw  materials  would 
require  establishing  an  infrastructure 
where  none  exists  today.  North  Kore- 
ans are  also  likely  to  push  for  better 
living  conditions,  imposing  new  social 
and  housing  costs. 

The  first  signs  of  a  north-south  rap- 
prochement could  show  up  in  a  new  im- 
migration policy.  Allowing  selective  fam- 
ily reunifications  would  signal  Kim 
Jong-Il's  desire  to  continue  down  the 
path  of  reconciliation.  Reuniting  fami- 
lies would  not  cost  much,  but  would  re- 
veal the  stark  gap  between  north  and 
south.  "The  problem  with  the  soft-land- 
ing scenario  is  that  it  requires  the  North 
Koreans  to  open  up,"  says  Robert  Man- 
ning, senior  fellow  at  the  Progi-essive 
Policy  Institute  and  an  East  Asia  advis- 
er in  the  Bush  Administration  State 
Dept.  "That  would  unveil  40  years  of 
myth-building."  With  the  Great  Leader 
now  gone,  many  more  myths  will  sure- 
ly be  exposed  before  the  two  Koreas 
reunite. 

By  Laxnti  Nakarrni  and  William  J.  Hol- 
stein  in  Seoul,  with  Joyce  Barmathan  in 
Beijing  and  Amy  Borrus  in  Washington 
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IN  MOSCOW,  IT'S  lOCATION, 
lOCATION,  lOCATION 


Western  companies  find  Russian  real  estate  risky  but  irresistible 


When  Liggett  Group  Inc.,  mak- 
er of  Chesterfields  and  l&m 
cigarettes,  invested  in  Ducat, 
owner  of  a  Moscow  cigarette  factory,  it 
seemed  lii<e  a  big  gamble:  Ducat's  100- 
year-old  plant  contained  ancient  equip- 
ment. That  was  four  years  ago.  Today, 
the  partners  are  gearing  up  to  produce 
cigarettes  at  a  new  plant  in  the  sub- 
urbs, while  the  old  city  site  is  being  re- 
done as  a  gleaming  financial  center  for 
foreigners.  Called  Ducat  Place,  the  2.5 
acre  project  is  one  of  Moscow's  hottest 
properties,  thanks  to  its  centi'al  location 
near  Mayakovsky  Square.  "Sure,  there  is 
solid  value  in  the  cigarette  business," 
says  Ducat  Place  Director  David  Geova- 
nis,  "but  the  real  estate  business  is  a 
terrific  bonus  for  us." 

Liggett  is  one  of  many  Western  compa- 
nies jumping  into  Russia's  high-yield, 
high-risk  real  estate  market.  Since  1990, 
rental  fees  have  skyrocketed  as  Western 
businesses  have  competed  for  scarce  office 
space  in  such  key  cities  as  Moscow,  St. 
Petersburg,  and  Ekaterinburg.  These  cit- 
ies have  cheap,  dilapidated  l)uildings  in 
prime  locations  that  can  be  renovated  or 
rebuilt  and  rented  at  huge  profit.  "Distrib- 
utors or  exporters  come  to  town  with  an 
idea  to  develop  a  particular  product  but 
fall  into  property  development  and  say: 
'Maybe  we  should  get  into  this  business 
instead,'"  says  Alison  M. 
Driezen,  resident  part- 
ner of  White  &  Case,  a 
New  York  law  firm. 

But  the  wild  world  of 
Russian  real  estate  is 
filled  with  pitfalls.  Russia's  emerging  le- 
gal codes  don't  give  clear  title  to  either 
property  or  land.  While  Boris  Yeltsin's 
new  constitution  lets  foreigners  purchase 
land,  the  State  Duma  recently  prohibit- 
ed it.  To  get  around  that,  foreign  busi- 
nes.ses  often  use  local  partners.  Other 
hazards  for  foreigners  include  organized 
crime,  corrupt  officials,  and  red  tape. 
Building  Ducat  Place  required  approvals 
from  130  different  city  committees. 

Lining  up  financing  is  tricky.  Liggett 
provided  its  own  equity  for  the  renova- 
tion. Banks  turned  the  company  down 
because  it  wasn't  clear  whether  they 
could  repossess  the  land  if  the  deal 
failed.  Some  big  projects,  such  as  the 


MCDONALD'S 
IS  PLOWING 
ITS  PROFITS 
BACK  INTO 
LOCAL 
PROPERTIES 


19-story  business  center  proposed  by 
First  Voucher  Fund,  a  Russian  invest- 
ment company,  may  never  get  completed 
because  of  a  lack  of  funds. 

But  the  potential  profits  are  too  good 
to  pass  up.  Annual  rents  for  i)rime  space 
in  central  Moscow  run  from  $84  to  $93 
per  s(iuare  foot,  with  one  or  two  years 
prepaid.  In  contrast,  similar  space  goes 
for  $60  in  Tokyo  and  $47  in  London. 

Faced  with  such  high  rents,  many  for- 
eign companies  are  developing  properties 
themselves.  One  example  is  fast-food  gi- 
ant McDonald's  Corp.,  which  has  three 
highly  successful  outlets  in  downtown 
Moscow.  Rather  than  worry  about  re- 
patriating ruble  profits,  McDonald's 


plows  them  into  local  real  estate,  inclu 
ing  a  gleaming  mirrored  tower  it  ren; 
to  Western  companies.  "It  turned  o' 
to  make  a  lot  of  sense,"  says  McDd 
aid's  General  Manager  Mark  Weiner. 

In  Liggett's  case,  the  company  h: 
already  recouped  the  $5.3  million  cost 
the  first  building  in  Ducat  Place.  Th 
happened  last  October,  when  Citibai 
signed  a  five-year  lease  for  the  enti; 

building,  paying  tv 
years  up  front.  C 
has  since  subleast 
space  to  other  bank 
Similarly,  Berlin-bas< 
developer  S&T  Ha 
dels,  in  partnersh 
with  the  governmer 
renovated  a  buildii 
that  now  houses  E: 
xon  Corp.  and  tl 
International  Mon 
tary  Fund. 
GANGS.  But  mail 
Russians  aren't  ha 
py  with  the  Westei 
deals.  Factory  boss^ 
resist  moving  oper 
tions  to  make  way  f< 
foreign  offices.  Off 
cials,  led  by  Mosco' 
Mayor  Yuri  Luzhko 
fret  that  foreignei 
are  getting  steal 
"Many  officials  ha\ 
an  inflated  view  i 
property  values;  sonr 
think  Moscow  is  b 
ing  sold  for  a  song 
says  Oleg  Myshkii 
development  directc 
for  Haskel  Intern; 
tional  Brokerage. 

Another  troublin 
aspect  of  the  booi 
is  organized  crim( 
Gangs  have  bee 
pushing  out  babusl 
kas  from  apartment 
and  turning  the  buil( 
ings  over  to  foreigners  at  enormoi: 
profit.  To  escape  high  commercial  rent: 
smaller  companies  have  been  usin 
apartments.  Now,  those  companies  ar 
panicking  after  a  ruling  from  the  M(r 
cow  City  government  making  it  illeg; 
for  apartments  to  be  used  as  office: 
That  means  smaller  companies  are  oi 
on  the  street,  thus  pushing  up  demaiK 
Certainly  there's  plenty  of  oppni  n 
nity  in  Russian  real  estate.  "Most  i!i 
velopers  are  under  the  euphoria  ili 
this  is  the  Wild  West,"  says  Myshkin.  1 
may  be  for  now.  But  all  real  estate  bul 
bles  burst.  Some  experts  see  that  ha] 
pening  in  Russia  within  18  months. 

By  Juliette  Rossant  in  Moscow 
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Over  half  a  million  Americans  have  financed  their  dream 
with  $100  billion  in  mortgage  loans  from 
The  Prudential. 

Proof  that  there's  strength  in  numbers. 

And  peace  of  mind  in  strength. 


ThePrudential(^ 


Loans  are  offered  through  The  Prudential  Home  Mortgage  Company,  Inc.  The  Prudential  Home  Mortgage  Company,  Inc.  8000  Maryland  Avenue,  Clayton,  Missoun.  is  an  affiliate  of  The  Prudential  Insurance  Company  of  America,  doing 
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HOW  A  QUIET 
TELECOMMUNICATIONS 
GIANT  KEEPS  AMERICA'S 
BELLS  RINGING. 


We've  learned  some- 


thing  over  the  last  half  century  about 
fitting  new  telecommunications  systems  into 
existing  ones.  Even  more  than  technology,  it  takes 
ingenuity.  And  that  keeps  the  entrepreneurial  juices  flow- 
ing. qD    Fujitsu  technology  and  timing  made 
the  first  self-healing  SONET  fiber  optic  ring  net- 
work in  the  U.S.  a  reality  for  Cincinnati  Bell  Tele- 
phone. And  made  America's  first  high-bandwidth  WBl  IT"^"^^ 
survivable  ring  network  achievable  for  New  Jersey  Bell.  Making  costly 
service  interruptions  caused  by  natural  or  man-made  disasters  virtually 
obsolete,  When  NYNEX  called,  we  installed  for  joint  trials  the  world's 

first  switching  system  capable  of  handling  everything  from  narrowband 
voice  to  broadband  video.  qD   And  with  higher  technology  we  offer 
higher  service,  including  the  industry's  longest  warranty  on  our  F9600 
ISDN  platform  PBX.  qD    Matching  resources  with  resource-  ^ 
fulness  has  helped  make  us  a  world  leader  in  communi- 
cations and  computers.  Now  it's  helping  us  pro- 
Bjk^  vide  the  answers  when  America's 


Bells  ring. 


FUJITSU 


COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 


nterhational  Business 


OFFICIALS  CHARGE  11,700  WAL-MART  ITEMS  LACKED  THE  REQUIRED  SPANISH  LABELS 


NAHA:  A  GREEN  LIGHT 
FOR  RED  TAPE 


U.  S.  retailers  are  running  into  delays,  paperwork — and  bureaucrats 


It  was  a  retailer's  nightmare.  Govern- 
ment inspectors  made  a  surprise  vis- 
it to  Wal-Mart  Stores  Inc.'s  new 
Supercenter  in  Mexico  City  and  found 
thousands  of  products  impi'operly  labeled 
or  lacking  instructions  in  Spanish.  The 
store  was  ordered  shut  for  72  hours. 
Company  officials  scrambled  to  correct 
the  oversights,  quickly  enlisting  U.  S. 
Ambassador  James  R.  Jones  to  relay  his 
concern  to  top  government  officials.  Af- 
ter just  24  hours,  the  store  reopened, 
but  Wal-Mart  and  other  American  re- 
tailers in  Mexico  got  the  message:  The 
free-trade  agreement  may  have  opened 
the  doors  to  Mexico,  but  don't  expect 
to  be  welcomed  with  open  arms. 

It's  a  powei-ful  lesson  for  foreign  retail- 
ers venturing  into  Mexico.  U.  S.  compa- 
nies figured  they  could  conquer  retail- 
ing quickly,  but  instead  the  sector  can 
sometimes  be  as  prickly  as  a  cactus.  To 
varying  degrees,  Wal-Mart,  Kmart,  Price 
Club,  and  Radio  Shack  have  all  run  into 
hassles.  Mexico's  army  of  bureaucrats, 
steeped  in  protectionist  habits,  is  plagu- 
ing them  with  mountains  of  paperwork, 
ever  changing  regulations,  customs  de- 
lays, and  tariffs  of  up  to  300%  on  low- 


priced  Chinese  imports  favored  by  the 
discounters.  To  make  matters  worse, 
Mexican  retail  sales  have  been  sluggish 
because  of  a  yearlong  recession. 

With  so  many  obstacles  strewn  on  the 
N'AFTA  highway,  some  U.  S.  retailers  are 
slowing  their  pace  of  expansion.  "Our 
original  plan  was  to  have  200  stores 
throughout  Mexico  by  July  of  1995,"  says 
Guido  Pentsy,  director  of  Radio  Shack 
de  Mexico,  a  joint  venture  that  is  49%- 
owned  by  Forth  Worth-based  Tandy 
Corp.  and  51%  by  Mexican  retailer  Gru- 
po  Gigante.  The  company  has  49  stores 
now,  says  Pentsy,  "but  we're  on  standby. 
We're  being  much  more  careful."  Since  it 
opened  in  Mexico  in  1992,  Radio  Shack 
has  had  border-crossing  and  tariff  head- 
aches with  many  of  its  products. 


U.  S.  companies  are  slowing 
their  pace  of  expansion: 

The  director  of  Radio  Shack 
says:  "We're  in  standby" 


Wal-Mart's  recent  brush  with  over- 
zealous  inspectors  has  sobered  company 
officials.  The  200,000-square-foot  Super- 
center  store  that  was  raided  carries 
around  80,000  products.  Each  is  to  be 
labeled  in  Spanish  indicating  the  country 
of  origin,  content,  and  instructions,  and 
in  some  cases,  an  import  permit  num- 
ber. Inspectors  charged  that  11,700  piec- 
es of  merchandise  lacked  such  labels. 
Wal-Mart  executives  say  many  of  the 
targeted  goods— 40%  or  more— were  pur- 
chased fi'om  a  local  distributor.  Regula- 
tors insist  that  the  retailer  has  ultimate 
responsibility  for  labeling. 
WARRING  FACTIONS?  Although  it  pub- 
licly stands  by  its  hard  line,  the  Secre- 
tariat for  Trade  &  Industrial  Promotion 
(Secofi)  is  smarting  from  the  incident. 
It's  the  agency  that  spearheaded  NAFTA 
and  is  run  by  Jaime  Seira  Puche,  one  of 
Mexico's  highest-profile  Cabinet  mem- 
bers. Sources  say  the  Wal-Mart  raid 
may  have  been  the  result  of  warring 
factions  inside  Secofi:  While  one  depart- 
ment was  talking  to  the  company  about 
labeling,  another  staged  the  surprise 
raid.  Wal-Mart  officials  would  not  com- 
ment. But  the  U.  S.  Chamber  of  Com- 
merce in  Mexico  is  gently  chiding  the 
usually  pro-foreign  investor  office  with  a 
"statement  of  common  concern." 

If  any  retailer  can  overcome  the  red 
tape,  it's  Wal-Mart.  The  company  is 
sticking  to  plans  with  joint-venture  part- 
ner, Cifra,  Mexico's  top  retailer.  Tlie  ven- 
ture has  opened  three  Wal-Mart  Super- 
centers  in  Mexico  City  and  Monterrey 
and  will  inaugurate  a  fourth  in  Guadala- 
jara in  August.  The  partners  also  oper- 
ate 12  warehouse-style  Sam's  Clubs  in 
Mexico  City,  Monterrey,  Guadalajara, 
and  three  other  cities.  Plans  call  for  an- 
other 10  this  year.  But  Mexico's  vagaries, 
plus  the  premium  on  well-situated  retail 
space,  have  raised  the  hurdle. 

Kmart  Corp.,  which  just  opened  its 
first  two  stores  in  Mexico  City  in  May, 
has  had  its  own  run-in  with  bureaucracy. 
While  the  stores  were  under  construc- 
tion, inspectors  ordered  one  site  shut 
down  for  lack  of  an  environmental  impact 
study.  When  executives  showed  they  had 
conducted  such  a  study,  officials  allowed 
the  site  to  reopen  a  day  and  a  half  later. 
"But  we  had  sent  the  1,700  workers 

home  Construction  was  disrupted  for 

eight  days,"  says  Juan  Suberville,  gener- 
al director  of  Kmart  de  Mexico. 

As  lower  NAFTA  tariffs  encourage 
more  imports,  American  retailers  are 
likely  to  run  into  more  obstacles.  But  as 
Mexican  consumers  get  used  to  the  con- 
venience of  hypermarkets  and  discount 
prices,  it  will  be  harder  and  harder  to 
stem  the  retail  invasion  from  the  north. 

By  Geri  Smith  in  Mexico  City 
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Mitsubishi  Luxury 

You  can  take  it  to  the  RItz. 

You  can  take  it  to  Baja. 

Or  you  can  take  it  up  to  159  mph. 


DIAMANTE  M    0    N    T    E    R  0 


3    0    0    0    G  T 


The  Mitsubishi  Diamante  IS. 
What  it  does  for  your  eyes,  it  does 


The  interplay  of  lines  and  shapes  com- 
municates wtiat  might  be  calied  "elegant 
aggression"—  a  fitting  expression  of  the 
driving  experience  that  awaits  you.  There 
is  nothing  bland  or  reticent  about  the 
Diamante  LS.  Its  rewards  are  emotional, 
sensual,  as  a  luxury-performance  sedan's 
rewards  should  be.  A  perfect  embodiment ' 
of  what  Mitsubishi  calls  "The  New  Thinking 
in  Automobiles'."" 

From  behind  the  wheel  it  feels  taut, 
yet  supple,  giving  a  vivid  tactile  impression 


of  the  road,  minus  the  sharp  edges.  The 
7-way  adjustable  driver's  seat  comes  with 
power  assist  and  is  easily  contoured  to 
your  frame.  Once  adjusted,  it  soothes  you 
as  you  drive.  Precise  orthopedics,  with  the  I 
opulence  of  leather.  | 
The  24-valve  V6  engine  moves  you  a/pn^ 
with  exhilarating  swiftness  and  gratifying  I 
quietness.  Allowing  you  to  fully  appreciate 
the  extraordinary  stereo  system,  designed  in 
cooperation  with  Infinity'^,  renowned  makers  , 
of  fine  audio  equipment.  Meanwhile, 


Witsubishi's  patented  ETACS-IV" 
encompasses  ten  separate  con- 
/enience  features  to  enhance  your 


comfort  and  safety,  from  speed-sensitive 
windshield  wipers  to  a  comprehensive  . 
security  system. 

Duai  air  bags,  ABS  anti-locl<  bral<es, 
side-impact  protection,  optional  traction 
control,  and  an  enormously  strong  pas- 
senger cage  all  contribute  to  your  sense  of  ;  >  ;i 
security  and  well-being.  Which,  in  turn,  ; 
serve  to  intensify  the  boundless  other        .  .y ' : 
pleasures  to  be  enjoyed  in  the  Diamante 
LS.  For  more  information,  or  the  Mitsubishi 
Dealer  nearest  you,  call  1-800-55MITSU.     .  ,  •  ;f 


m9  <^ 


The  Mitsubishi  IVIonteto  SR. 
Unruffled  by  mud,  rociis,  snow 
he  freeway  on  IVIomlay  morning. 


A  fine  luxury  car  is  expected  to  display  :^ 
poise,  unflappability,  masterful  control. 
But  only  on  reasonably  passable  roads. 

The  Montero  SR  displays  those 
traits  on  roads  that  would  not  be 
passable  for  any  conventional  luxury  ■ 
vehicle.  As  well  as  surfaces  that  don't 
remotely  qualify  as  roads,  and  in 
forbidding  weather.  '  ~-  --s^ 

With  Active-Trac"4WD,  Montero 
even  adapts  to  the  severity  of  the 
conditions  at  hand.  From  a  lightly. t  • 


rain-Slicked  road  all  the  way  to  deep 
mud  and  snow.  And  with  Multi-Mode" 
ABS,  anti-lock  braking  is  preserved 
in  every  drive  mode.  It's  a  highly 
versatile,  ruggedly  proficient  luxury 
sport-utility.  In  essence,  a  "go-any- 
where" luxury  vehicle. 

To  go  with  its  smooth,  unruffled 
handling  of  almost  any  condition, 
there's  a  smooth  24-valve  V6  engine 
capable  of  generating  215  horsepower. 
There's  also  a  host  of  amenities ^  . 


The  Mitsubishi  3000GT  VR-4. 
It  readies  159  mph  on  a  race  traci< 
and  is  equaliy  thrilling  in  a  parkii^  lot. 


There  are  roads  on  which  it's  perfectly 
legal  to  extract  maximum  performance 
from  the  3000GT  VR-4.  Such  roads  are 
usually  oval  tracks,  closed  to  normal 
traffic.  But  who  knows?  You  may  decide 
to  seek  one  out  someday. 

On  the  other  hand,  you  may  well 
be  content  with  the  challenges  offered 
by  public  roads— the  slow-moving  truck 
or  the  snaking  back  road,  for  example. 
Under  such  circumstances,  terms  like 
"all-wheel  drive,"  "four-wheel  steering," 


"twin  turbochargers" "320  horsepower 
and  "six-speed  gearbox"  take  on  sped  a 
meaning.  You'd  never  believe  an 
automobile  could  do  such  things. 
And  with  such  gratifying  smoothness 
and  finesse. 

The  truth  is,  the  3000GT  VR-4 
represents  new  thinking  in  high-perfor- 
mance driving.  It  looks  and  performs 
like  an  exotic  sports  car,  but  isn't 
priced  like  one.  Moreover,  it's,  equally 
gratifying  as  a  grand-touring  sports  car, 


?u;ppec/  with  such  luxury  features  as  a 
ywer-adjustable  driver's  seat,  leather 
m,  a  superb  Mitsubishi/lnfinitf 


stereo  system  and  comprehensive 
safety  equipment. 

All  of  which  make  it  enormously  ■. 
enjoyable  to  spend  time  in.  Whether  { 
you're  negotiating  a  race  track,  taking' 
an  all-day  trip  or  Just  sitting  still  in  a  ; 
parking  lot.  And  that  says  nothing 
about  the  fun  you'll  have  watching 
heads  turn.  For  more  information 
on  the  3000GT,  or  the  Mitsubishi 
Motors  Dealer  nearest  you,  please 
call  1-800-55MITSU. 


Mitsubishi  introduces  tiie  Spyder. 
ljuxury  taiien  to  tiie  extreme. 


For  Mitsubishi,  new  tliinking  is  corporate  policy.  And  if  that 
thinking  expands  accepted  parameters  of  luxury,  so  much 
the  better.  The  new  Spyder  does  just  that,  combining 
extremes  in  performance  and  design,  with  a  major  advance 
in  what  might  be  called  "open-air  technology." 

One  moment,  the  Spyder  is  a  weather-tight  hardtop. 
Push  a  button,  and  in  approximately  thirty  seconds  the  top 
folds  neatly,  smoothly,  and  quietly  into  the  trunk  to  create  a 
stunning,  open-top  roadster.  Push  the  button  again,  and  the 
top  reappears,  latching  snugly  into  place  overhead.  No  bolt- 
ing, unbolting,  lifting  or  storing  are  required.  It  all  happens 
automatically,  via  microprocessors  and  precision  design. 
Making  the  Spyder  the  world's  only  production  convertible 
with  an  automatically  retracting  hardtop! 

Of  course,  the  Spyder  perfectly  exemplifies  Mitsubishi 
luxury  in  every  other  respect  as  well.  From  its  extraordinary 
performance,  to  its  opulent  interior  design,  including  rich 
leather  trim  and  a  magnificent  Mitsubishi/Infinity'^  sound 
system  with  a  6-disc  CD  auto-changer.  So,  if  your  tastes  in 
luxury  go  to  the  extreme,  please  note  that  the  Spyder  will 
be  introduced  in  the  fall  of  1994.  For  more  information,  or 
the  Mitsubishi  Dealer  nearest  you,  call  1-800-SPYDERl. 

'  Roiid  &.  T(^Qk.  February  1994.  Top  speed  obtained  under  test  track  conditions  by  professional  drivers  using  special  equipment  and 
procedures.  Mitsubishi  does  not  advocate  exceeding  speed  limits. '  *Won  by  race-prepared,  two-door  version  of  the  Mitsubishi  Montero. 

1  Ti'e  Spyder's  compiner-controlled  retractable  hardtop  was  designed  jointly  by  Mitsubishi  Motors  and  ASC  Incorporated  and  meets  all 

teclnrai  safety  standards  for  a  convertible.  Vehicle  shown  is  a  pre-production  1995  VR-A  model.  SL  model  will  also  be 

.HVriihjhIe.  Final  production  models,  available  fall  1994,  may  feature  minor  tnm  variations.  w03^* 

A  MITSUBISHI 
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i  LABOR  LEADER 
BRITAIN  CAN  LIVE  WITH? 


Jritain's  Conservative  Party  seemed  to  run  out  of  gas 
years  ago.  Yet  it  remains  in  power  because  the  opposi- 
tion Labor  Party  has  never  convinced  voters  it  can  do  a 
tter  job.  Finally,  this  stalemate  could  be  coming  to  an  end. 
On  July  21,  Laborites  are  expected  to  elect  Tony  Blair,  a 
yish-looking  barrister,  to  replace  party  leader  John  Smith, 
10  died  of  a  heart  attack  in  May.  While  Smith  was  widely  re- 
acted, he  was  too  cautious  to  take  advantage  of  Tory  self-de- 
•uction.  The  telegenic,  Oxford-educated,  moderate  Blair 
omises  to  be  different,  and  at  41  he  is  already  being  widely 
,ched  as  Britain's  next  Prime  Minister. 
Talcing  his  cues  from  Bill  Clinton's  1992 
S.  campaign,  Blair  stumps  for  econom- 
growth  and  job  creation,  public-private 
rtnerships,  and  a  better-educated  work- 
•ce.  He  doesn't  scare  voters  with  talk  of 
)ome  redistribution  and  state  owner- 
ip  of  industry.  "We  want  a  dynamic 
irket  economy,"  he  says  in  interviews. 
This  new  realism  is  beginning  to  get 
siness  leaders'  recognition.  "The  Labor 
rty  has  changed  in  important  ways  and 
offering  a  set  of  policies  which  deserve 
r  attention,"  says  Confederation  of  Brit- 
1  Industry  Director  Howard  Davies. 
With  the  next  general  election  expect- 
in  late  1996,  Blair  has  two  years  to 
nvince  voters  that  Labor  is  a  safe  alternative  again.  As 
e  of  the  party's  Young  Turks,  he  has  already  laid  some  of 
s  groundwork.  Last  year,  he  helped  push  through  reforms  to 
d  union  dominance  of  Labor.  Previously,  he  was  key  to 
e  fight  against  closed  union  shops.  As  shadow  Home  Secre- 
ry,  he  trumped  Conservatives  with  tough  positions  on  crime. 
Voters  responded  by  overwhelmingly  tilting  to  Labor  candi- 
tes  in  June's  European  Parliament  elections.  And  they're 
ling  pollsters  that  they'd  favor  Labor  over  the  Conservatives 
the  next  general  election. 


BLAIR:  WOOING  DISAFFECTED  TORIES 


Of  course,  this  edge  could  evaporate.  In  the  last  general 
election  in  1992,  the  memory  of  nationalized  industries  and  con- 
fiscatory taxes  kept  voters  from  returning  Labor  to  power.  A 
Labor  plan  to  raise  social  spending  and  taxes  badly  hurt  the 
party's  standard  bearer,  Neil  Kinnock. 

Blair  avoids  that  trap  by  refusing  to  reveal  his  fiscal  plans. 
He'll  only  say  he  favors  progressive  taxation,  adding  that 
Pi'ime  Minister  John  Major  promised  not  to  hike  taxes  yet  this 
spring  raised  them  more  than  Smith's  '92  plan  would  have. 
Blair  isn't  abandoning  Labor's  long-standing  call  for  a  minimum 
wage,  but  he  reassures  business  by  favoring  a  lower  one  for 
youth.  He  also  is  de-emphasizing  full  em- 
ployment, another  Labor  shibboleth. 
STRONG  SUPPORT.  Such  vagueness  has  led 
to  charges  that  Blair's  agenda  is  light- 
weight. But  he  is  ignoring  the  critics  and 
playing  more  to  the  millions  of  disaffected 
Tories  in  the  south,  where  unemployment 
is  high. 

In  fact,  Labor  insiders  say  he  has  al- 
ready begun  his  campaign  with  his  "poli- 
tics of  change"— a  pledge  to  move  away 
from  class  warfare  toward  a  partnership 
among  business,  government,  and  work- 
ers. And  unlike  Major,  he  is  expected  to 
have  his  party  united  behind  him.  While 
Tory  Euroskeptics  are  constantly  harass- 


ing Major,  Labor  firmly  backs  Blair's  embrace  of  the  Europe- 
an Union.  Blair  is  likely  to  work  better  with  Europe's  leaders. 

If  Blair  has  an  Achilles'  heel,  it's  his  youthfulness  and  in- 
experience. He  has  been  in  politics  just  10  years.  He  has 
never  held  a  ministerial  job.  But  Labor,  which  has  been  out  of 
No.  10  Downing  Street  since  1979,  has  few  members  with  sol- 
id credentials.  Now  it's  up  to  British  voters  to  decide  if  15 
years  out  of  power  is  long  enough— and  if  Blair  has  what  it 
takes  to  break  the  spell. 

By  Paula  Dwyer  in  London 


LOBALWRAPUPi 


tIG  SWITCH  IN  UKRAINE 


In  a  major  upset,  Ukrainian  voters 
have  tossed  out  President  Leonid 
Cravchuk,  a  do-nothing  former  Com- 
aunist  boss,  and  have  replaced  him 
nth  the  more  dynamic  but  also  con- 
roversial  former  Prime  Minister,  Le- 
inid  Kuchma. 

Kuchma  resigned  in  disgust  as 
Mme  Minister  last  fall,  after  the 
Jkrainian  Parliament  blocked  his 
)lans  for  free-market  reforms.  Now, 
he  former  missile-factory  executive 
las  returned  to  take  another  stab  at 
getting  his  program  through.  Al- 
hough  he  is  not  a  shock  therapist,  it 
s  hkely  that  Kuchma  will  push  for 


major  reforms  including  lower  taxes, 
privatization  of  industry,  tight  mon- 
ey, and  a  new  currency. 

Ukrainians  appear  to  be  ready  for 
these  economic  moves,  having 
watched  the  economy  fall  into  steep 
decline  while  Kravchuk  dithered. 
Kuchma's  election  should  also  help 
cool  down  the  country's  tense  rela- 
tions with  big  neighbor  Russia. 

The  question  is  whether  Kuchma 
can  also  heal  the  split  in  his  own  coun- 
try. He  was  mainly  backed  by  the 
pro-Russian  eastern  Ukrainians,  who 
applaud  his  plans  to  reintegrate  the 
economy  with  Moscow's.  Ukrainian 
nationalists  are  deeply  opposed  to 
such  schemes.  In  fact,  there  are  al- 


ready rumors  that  terrorists  plan  to 
bump  the  new  president  off. 

AT&T  VS.  BT  

Tough  competition  between  tele- 
phone giants  AT&T  and  British 
Telecommunications  PLC  is  set  to  be- 
gin now  that  Washington  and  London 
have  said  they'll  grant  licenses  that  let 
each  invade  the  other's  turf.  Both 
companies  are  using  London  as  a  base 
to  deliver  worldwide  services  to  mul- 
tinationals. But  with  both  companies 
offering  many  of  the  same  services, 
some  analysts  predict  the  fight  over 
market  share  could  mean  a  cut  in 
large  companies'  telecommunications 
bills  by  yearend. 


^NATIONAL  OUTLOOK 
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'When  your  roots 
are  deep  in  local 
markets,  you  see 
opportunities  others 
may  miss.  You're  in 
the  middle  of  every 
important  flow. 
That's  why  investors 
call  us  —  we  trade 
ideas,  not  just  bonds." 


J.  P.  Morgan  and  its  subsidiaries 
offer  investors  what  few 
other  firms  can:  An  active 
presence  in  12  major  centers 
around  the  world.  IVIarket- 
making  leadership  in  virtually 
every  U.S.  and  international 
fixed  income  asset  class.  And 
a  worldwide  team  of  nearly 
1,000  analysts,  marketers,  and 
traders  who  combine 
local  intelligence  and  global 
performance  to  give  clients 
solutions  of  unusual  depth. 


JPMorgjan 


THE  CRAZE  FOR 
CONSULTANTS 
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When  it  comes  to  advice,  you'd  be  hard- 
f)ressed  to  find  a  more  avid  listener  than 
AT&T.  Last  year  alone,  the  telecommuni- 
cations company  dished  out  $347.1  million 
on  "consulting  and  research  services,"  more 
han  Bell  Labs  annually  spends  on  basic  research— and  nearly 
hree  times  what  it  spent  in  1990. 

Among  the  nearly  1,000  consulting  firms  on  AT&T's  gravy 
rain  are  some  of  the  best-known  soothsayers  of  big  business. 
/IcKinsey  &  Co.,  the  high  church  of  consulting,  took  home 
124.9  million  of  that  treasure,  up  from  a  mere  $8.4  million  in 
.990.  Monitor  Co.,  the  strategic  firm  co-founded  by  Harvard 
lusiness  school's  Michael  E.  Porter,  got  $58.5  million— a  sum 
iqual  to  nearly  two-thirds  its  total  revenues  last  year.  And 
Arthur  Andersen  received  $36.1  million. 

As  consulting  bills  go,  AT&T's 
3 . . .  gigantic.  It's  also  a  sure  sign 
hat  the  advice  game  is  alive  and 
veW.  Even  as  corporations  contin- 
le  to  lay  off  thousands  of  employ- 
les,  they're  hiring  consultants  in 
inprecedented  numbers,  creating 
m  all-time  boom  in  the  field.  "I 
lave  never  seen  this  business  any 
)usier,"  says  Roger  Nelson,  who 
leads  up  Ernst  &  Young's  $1.1  bil- 
ion  consulting  business.  "Change  is 
Iriving  the  business.  Companies 
ire  expanding,  contracting,  chang- 
ng  structures,  and  going  global." 

The  signs  of  the  consulting  gold 
ush  are  all  around:  mbas  are  be- 
ng  lured  into  the  profession  at 
ecord  rates.  Major  new  entrants, 
rem  IBM  to  Xerox  Corp.,  are  set- 
ing  up  their  own  consulting  shops 
0  work  for  third  parties.  Some 
lownsized  corporations  are  turning 
0  consultants  to  do  work  they  no 
onger  have  the  in-house  talent  to 
ierform.  And  once-brief  assign- 
nents  have  grown  into  megaproj- 
;cts  involving  dozens  or  even  hun- 
Ireds  of  consultants  at  multi- 
nillion-dollar  fees. 
AAGic  WORDS.  Some  companies 
hat  have  rarely  looked  to  outside 
lelp,  such  as  Procter  &  Gamble 
^0.,  have  signed  million-dollar  con- 
racts  with  consulting  outfits.  And 
!ven  some  nations,  undergoing  a 
lort  of  reengineering  of  their  own, 
ire  jumping  on  the  consultants' 
landwagon:  Bulgaria  recently 
warded  Chicago-based  A.T.  Kearney  Inc.  a  14-month  as- 
signment to  help  it  establish  a  development  strategy  for  its 
mergy  industry. 

Only  a  few  years  ago,  some  industry  observers  worried 
hat  consulting  was  a  maturing  business  incapable  of  growing 
nuch  more  than  5%  a  year.  Now,  firms  such  as  Monitor  and 
]!oopers  &  Lybrand  boast  backlogs  and  are  turning  away 
vork.  The  profession's  leaders  expect  double-digit  growth 
■ates  for  at  least  the  next  five  years.  In  1993,  some  80,000 
;onsultants— from  partners  at  elite  global  firms  with  offices 
iround  the  world  to  displaced  executives  with  fax  machines  in 
heir  basements— sold  $17  billiofi  of  advice.  That's  up  10% 
rom  the  previous  year,  according  to  Consultants  News,  an  in- 
lustry  newsletter. 
To  some  extent,  the  increase  is  a  self-inflating  bubble: 


HOW  MANAGEMENT  CAN 
PIAYTHE  ADVICE  GAME 


With  fees  rising  as  engagements  lengthen,  cli- 
ents are  demanding  more  results  from  their  con- 
sultants. How  do  you  get  your  money's  worth? 

SCREEN  Before  hiring  a  consultant,  rigorously 
interview  and  screen  several  candidates  for 
the  job  and  ask  for  at  least  three  recent  client 
references. 

RESEARCH  Visit  client  sites  and  ask  executives 
for  evidence  of  tangible  benefits  delivered  by  the 
consultants — and  whether  the  company  could 
have  done  as  well  on  its  own. 

JOIN  IN  Insist  that  the  analysis  of  the  company's 
issues  be  done  not  solely  by  consultants  but  by 
client-consultant  teams,  with  in-house  managers 
outnumbering  consultants. 

LEARN  Demand  that  consultants  share  their 
skills  and  knowledge  with  the  teams.  Any 
firm  that  insists  on  keeping  its  methodology 
or  process  secret  is  likely  to  seize  too  much 
control. 

INTERNALIZE  As  the  assignment  moves  into 
implementation,  greater  numbers  of  insiders 
should  be  involved  in  the  effort  to  make  sure  the 
changes  have  staying  power. 

SET  LIMITS  Resist  efforts  by  consultants  to 
"scale  up"  a  project  to  all  other  units  of  the  com- 
pany. If  skills  have  been  transferred  to  teams,  in- 
siders should  be  able  to  spread  the  ideas  to 
other  parts  of  your  organization. 

DATA:  BUSINESSWEEK 


Consultants  beget  more  consulting  as  they  fuel  the  market- 
place with  new  ideas  and  management  fads.  The  incanta- 
tions of  these  necromancers  can  make  managers  worry  that 
their  rivals  have  gotten  hold  of  some  powerful  new  magic— so 
they  had  better  buy  a  little  corporate  juju  of  their  own.  "The 
market  also  is  overheated  because  of  all  the  hype  and  excite- 
ment generated  around  reengineering,"  says  John  S.  Clarke- 
son,  chief  executive  of  Boston  Consulting  Group  Inc. 

And  consultants  show  no  sign  of  running  out  of  spells  to 
cast.  CSC  Index  Inc.,  the  Cambridge  (Mass.)  firm  that  gave  the 
word  "reengineering"  its  buzz,  is  launching  a  new  nostrum 
called  "value  discipline."  The  idea:  To  sustain  leadership,  a 
company  must  achieve  "operational  excellence,"  "customer  in- 
timacy," or  "product  leadership."  Ciemini  Consulting,  meantime, 
is  pushing  "business  transformation,"  a  concept  the  firm  de- 
fines by  the  "four  R's"— reframing 
corporate  issues,  restructuring  the 
company,  revitalizing  and  then  re- 
newing the  organization  and  its 
people.  Translation:  It  will  cost 
you  a  lot  of  money. 
BIG  BUCKS.  But  the  consulting 
craze  is  also  being  fueled  by  more 
than  the  catchphrase  du  jour. 
Roiled  by  unrivaled  turmoil,  com- 
panies increasingly  are  grasping 
for  the  hand  of  the  consultant  to 
steady  them  through  the  processes 
of  going  global,  reengineering,  re- 
thinking, and  shrinking.  Coopers 
&  Lybrand  is  helping  Avon  Prod- 
ucts, H.  J.  Heinz,  and  Burger  King 
crack  the  Chinese  market.  AT&T 
says  a  big  reason  for  its  heavy 
use  of  McKinsey  and  its  ilk  has 
been  to  help  its  efforts  to  globalize 
operations.  Tenneco  Inc.  is  spend- 
ing $3  million  for  each  of  seven 
consulting  projects  with  a  single 
firm  to  eliminate  inefficiencies  and 
costs.  GTE  Corp.  paid  Boston  Con- 
sulting Group  $15.1  million  in  the 
past  two  years  to  help  it  reengi- 
neer  its  operations. 

Yet  even  these  lucrative  assign- 
ments pale  in  comparison  with  oth- 
er "transformation"  projects— in 
which  consultants  guide  the  im- 
plementation of  massive  changes 
in  a  company's  operations,  sys- 
tems, and  culture— that  can  cost 
tens  of  millions  in  consulting  fees 
each  year.  "We  now  have  assign- 
ments worth  $30  million  to  $50 
million  with  contracts  as  long  as  three  years  out,"  says  Fran- 
cis Gouillart,  a  senior  vice-president  at  Gemini  Consulting, 
which  has  worked  with  Union  Carbide,  British  Telecom,  and 
DuPont.  Adds  George  T.  Shaheen,  managing  partner  of  $2.9 
billion  Andersen  Consulting:  "The  contracts  are  bigger,  long- 
er, and  more  complex.  They  require  greater  numbers  of  peo- 
ple and  have  a  greater  impact  on  the  enterprise." 

But  just  what  is  that  impact— and  exactly  what  is  manage- 
ment getting  for  all  the  money  it  spends  on  consultants? 
Over  the  years,  of  course,  the  profession  has  taken  its  lumps— 
and  rightly  so.  Although  McKinsey  declines  all  comment  on  cli- 
ents, the  firm  has  played  a  major  role  in  advising  the  manage- 
ments of  such  troubled  companies  as  American  Express, 
Digital  Equipment,  General  Motors,  and  Sears  Roebuck  dur- 
ing their  declines.  It  was  McKinsey,  for  example,  that  was  in- 
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strumental  in  GM's  unsuccessful  restructuring  in  the  1980s. 

It's  small  wonder  that  consulting,  as  it  was  then  practiced, 
often  produced  little  result.  Under  the  old  model,  senior  exec- 
utives called  in  the  consultants.  A  team  of  four  to  six  mbas, 
often  young,  arrogant  know-it-alls,  interviewed  scores  of  man- 
agers and  came  up  with  a  report  in  three  to  six  months.  A 
few  hundred  thousand  dollars  later,  the  report  was  presented 
and  quickly  forgotten,  gathering  the  proverbial  dust  on  the 
shelf.  "The  insights  you  de- 


livered were  sometimes  im- 
practical," admits  Gemini's 
Gouillart.  "I  was  probably 
batting  25%  to  30%  on  an 
implementation  rate." 

Now,  however,  the  advice- 
givers  say  the  business  is 
changing  in  ways  that  allow 
them  to  deliver  more  value 
to  their  clients.  Consultants 
are  no  longer  just  parachut- 
ing in,  observing,  and  bailing 
out.  They're  forming  teams 
with  executives  at  client 
companies  and  working  to- 
gether to  analyze  problems 
and  develop  solutions.  As- 
signments that  were  once 
narrowly  focused  have 
evolved  into  18-to-24-month 
efforts  that  encompass  strat- 
egy, operations,  organization, 
and  technology. 
TEAM  PLAYERS.  And  instead 
of  producing  dust-gathering 
reports,  these  client-consult- 
ing teams  work  together  to 
perform  the  nitty-gritty  im- 
plementation that's  needed 
to  deliver  results.  That  was 
the  case  for  General  Sys- 
tems Co.,  an  $18  million  con- 
sulting firm  of  80  profession- 
als in  Pittsfield,  Mass.,  and 
its  relationship  with  Tenneco 
in  Houston.  Tenneco's  late 
chief  executive,  Michael  H. 
Walsh,  had  called  on  the 
firm's  services  in  the  early 
1980s  to  help  weed  out  inefficiencies  at  Cummins  Engine  Co., 
where  he  was  an  executive  vice-president.  A  few  months  af- 
ter joining  Union  Pacific  Corp.  as  CEo  in  1987,  Walsh  hired 
General  Systems  again. 

Within  months  of  being  recruited  to  the  top  job  at  Tenneco 
in  1991,  Walsh  called  on  General  Systems  for  a  third  time. 
"Their  approach  is  to  pretty  much  become  part  of  the  fabric  of 
the  organization,"  says  Richard  L.  Wambold,  who  worked 
closely  with  the  consultanting  firm  as  Tenneco's  vice-president 


for  operations.  "They  virtually  live  in  your  buildinf 
Teams  of  Tenneco  staffers  and  consultants  began  to  exa-- 
ine  specific  divisions  of  the  company,  one  by  one,  attempti 
to  measm-e  what  General  Systems  calls  the  "cost  of  quality," 
the  cost  of  inefficiencies  and  failures  at  the  company.  The 
jective:  to  reduce  such  costs  to  less  than  10%  of  revenues,  t 
benchmark  set  by  such  companies  as  Motorola  Inc.  and  Xer^ 
The  goal  is  to  takie  out  $1  biUion  in  annual  costs.  So  f; 

rt%tr-  frtwm.iw*.f        ^^m.t ^  f —mm. t ^  Teuueco  has  whittled 

FIVE  TRENDS  IN  CONSULTING  cost  of  quality  from  mo^ 

than  20%  to  14%  or  l" 
adding  $461  million  to  (t 
erating  income  in  the  pao  l 
two  years.  In  light  of  thi 
General  Systems'  fee  of  $|i 
million  to  $20  million  ov|' 
five  years  starts  lookii|; 
like  a  bargain. 
STRICTER  SCRUTINY.  Toda. 

nine  General  Systems  pe- 
ple  continue  to  work  closd' 
with  teams  of  Tenneco  m^- 
agers  as  advisers.  And  eau 
month,  the  firm's  two  pri 
cipals,  Armand  and  Dona 
Feigenbaum,  attend  tl 
company's  monthly  perfc 
mance-review  meetings  , 
which  senior  manageme  , 
measures  progress.  Sue 
never-ending  assignment, 
in  which  consultants  wea^t 
themselves  into  the  comp 
ny,  will  become  standar 
believes  H.  Michael  Gle 
son,  group  executive 
Electronic  Data  Systen 
Corp.'s  management-consu] 
ing  services.  "We'll  have  r 
lationships  with  chents  th;. 
last  5,  10,  or  15  years,  wil 
many  work  efforts  in  thoi 
periods."  Small  wonder  th; 
EDS  is  bulHsh  on  the  bust 
ness.  Within  the  past  yea 
it  has  built  a  3,100-pers( 
management-consulting 
practice  from  scratch,  rai( 


1.  GUIDANCE  IN  TURBULENT  TIMES 

As  managers  grapple  with  change,  consultants  are  finding 

it  easier  than  ever  to  peddle  the  latest  fads  and  ideas. 
While  reengineering  remains  the  hottest  chip  in  the  advice 
game  today,  business  soothsayers  keep  seeking  the  next  big 
idea.  Expect  to  hear  a  lot  about  growth  and  transformation. 


ing  competitors  for  staff  and  hiring  80  mbas  this  year. 

As  the  consulting  assignments  grow  longer  and  the  fet 
grow  ever  larger,  clients  have  become  more  demandin? 
They're  doing  more  homework  before  hiring  a  firm,  an 
they're  insisting  on  demonstrable,  measurable  results.  Britit 
Telecom  PLC,  for  example,  took  six  months  to  select  a  consul 
ing  firm  when  it  embarked  on  a  vast  effort  to  change  its  cii 
ture.  A  group  of  five  executives  led  by  Michael  L.  Hephe 
gi'oup  managing  director,  screened  an  initial  slate  of  16  ma.jc 


HOWS  THIS  fOR 
A  CONSULTING  BILL? 

AT&T's  regulated  businesses  spent  $347.  /  mil- 
lion on  "consulting  and  research  services"  last 
year,  nearly  three  tinnes  the  $137.5  million  it 
spent  in  1 990.  Ten  of  the  biggest  winners: 

mk  COMPANY  REPORIS 


Consulting 

Fees  from  AT&T 

Consulting 

Fees  from  AT&T 

firm 

1990-1993 

firm 

1990-1993 

McKINSEY 

$79.1 

GEOPARTNERS 

$10.1 

MONITOR 

76.5 

CSC  INDEX 

7.0 

ANDERSEN  CONSULTING 

56.7 

A.T.  KEARNEY 

5.0 

MERCER  MGT.  CONSULTING 

24.8 

BOOZ  ALLEN  &  HAMILTON 

4.3 

BOSTON  CONSULTING  GROUP 

22.9 

DELOITTE  &  TOUCHE 

4.0 
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rms,  eventuallj  narrowing  the  list  to  three  companies: 
'cKinsey,  Andersen,  and  Gemini.  Each  firm  was  asked  for  at 
ast  three  cHent  references. 

To  win  the  job,  Gemini  gave  the  company  10  references,  in- 
uding  companies  in  North  America,  Britain,  France,  Germa- 
7,  Italy,  and  Canada,  and  it  guaranteed  that  BT  could  hand- 
ick  the  consultant's  best  people  for  the  assignment.  The 
)mpany's  executives  visited  six  of  Gemini's  telecom  clients, 
icluding  Bell  Atlantic  Corp.,  before  signing  up  the  firm  in 
[ay  of  last  year. 

Starting  in  October,  teams  of  consultants  and  BT  managers 
egan  studying  all  the  company's  operations— from  its  basic 
xategic  business  objectives  and  overall  vision  to  the  efficien- 
f  of  its  communications  network.  "We're  now  designing  the 
langes,  piloting  them,  and  testing  them,"  says  James  A. 
tterbeck,  a  Gemini  consultant, 
'ver  the  course  of  what's  ex- 
acted to  be  a  two-year  assign- 
lent,  Otterbeck  says,  "we'll  in- 
o!ve  and  work  with  over  half 
f  the  client  organization,  or 
i),000  employees." 

The  importance  of  the  work 
I  clear.  "We  have  staked  our 
iture  on  the  work  of  our  joint 
3ams,"  says  Hepher,  who  be- 
eves the  massive  effort  will 
ssult  in  cost  savings  of  "hun- 
reds  of  millions  of  pounds"  and 
liange  the  company's  culture 
[)  that  it  will  become  more  re- 
ponsive  to  customers.  BT  won't 
ay  what  it's  paying  Gemini  for 
le  job,  but  consulting-industry 
ources  believe  the  assignment 
all  cost  tens  of  millions  of  dol- 
irs  and  involve  dozens  of  Gem- 
li  consultants. 

Some  observers  worry  that 
he  trend  toward  such  long- 
3rm  relationships  could  under- 
line some  of  the  benefits  of 


consulting.  After  all,  a  key 
strength  of  consultants  is  that 
they  can  bring  a  fresh  and 
impartial  eye  to  a  company's 
problems.  That  may  no  long- 
er be  the  case  if  they  work  in 
close-knit  teams  with  clients 
for  years  instead  of  months. 
"When  outsiders  become  de 
facto  members  of  manage- 
ment teams,  they  lose  per- 
spective," says  a  prominent 
consultant.  "They  start  to 
know  Bill  and  Harry  down 
the  hall.  Instead  of  helping  a 
company  gain  a  broader  per- 
spective, they  create  another 
room  full  of  mirrors." 

Many  insiders  say  that's 
exactly  what  happened  in  the 
1980s,  when  Boston's  Bain  & 
Co.  invented  the  idea  of  "rela- 
tionship consulting,"  in  which 
the  consultants  become  en- 
trenched as  quasi-insiders  for 
years.  At  Chicago-based  Bax- 
ter International  Inc.,  say  for- 
mer Baxter  executives.  Bain  grew  into  such  a  powerful  pres- 
ence that  the  consultants  became  virtual  line  executives  and 
were  embroiled  in  the  company's  internal  politics.  Some  of 
Baxter's  own  executives  grouse  that  they  could  not  gain  ap- 
proval from  top  management  without  first  vetting  their  ideas 
with  the  consultants.  Bain  still  works  for  Baxter,  but  its 
presence  has  been  drastically  reduced. 
FRONT-END  WORK.  Many  consultants  now  say  that  one  reason 
previous  long-term  relationships  failed  was  that  the  consul- 
tants sometimes  tried  to  usurp  the  role  of  the  managers. 
Still,  the  pressure  on  consultants  to  maintain  those  relation- 
ships may  cause  them  to  oversell  their  services.  "There  is  a 
concern  about  being  too  dependent  on  consulting  or  a  suspi- 
cion that  the  consultant  will  sell  things  the  client  doesn't 
need,"  concedes  Brian  Dickie,  president  of  Booz  Allen  &  Ham- 


2.  FIGHTING 
FEAR 

To  overcome  suspicion 
and  skepticism, 
consultants  are 
increasingly  working 

side  by  side  with 
managers  to  analyze 

operations,  draft 
recommendations,  and 
implement  changes.  The 
days  when  the  outside 
SWAT  team  worked  in 
isolation,  only  to  draft 
a  report  and  leave, 
are  over. 


3.  STEPPING 
INTO  THE 
BREACH 

To  fill  management 
gaps  created  by  down- 
sizings,  companies  are 
turning  to  consultants 
for  help  on  some 
projects  that  would 
once  have  been  done  by 
staffers.  Consultants 

then  act  as 
sophisticated  temps, 

replacing  axed 
execs  and  managers. 
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4.  ONGOING 
ASSIGNMENTS 

To  tackle  major  change 
efforts,  consultants  are 
increasingly  being 
engaged  not  just  for 
months  but  years. 
Projects  once  limited 
to  a  single  area  of 
focus  now  often  involve 
the  convergence  of 
strategy,  operations, 
organization,  and 
technology  issues. 


ilton  Inc.  "We've  exploited  these  vulnerabilities,  and  so  have 
other  firms." 

The  traditional  front-end  work  to  "diagnose"  a  company,  as 
consultants  put  it,  tends  to  be  relatively  cheap.  The  big  fees 
come  later,  as  they  swarm  over  the  company  for  the  design 
and  implementation  phases.  In  1991,  when  GTE  sought  Boston 
Consulting  Group's  help  to  reengineer  its  operations,  GTE 
handed  out  $2.4  million  to  its  consultant.  The  next  year,  as 
planning  and  early  implementation  was  rolled  out,  fees  jumped 
to  more  than  $10.9  million.  Last  year,  as  more  GTE  managers 
assumed  greater  responsibility  for  making  the  changes,  the 
sum  fell  to  $4.1  million. 

Critics  say  the  prospect  of 
such  hefty  fees  distorts  the  role 
of  the  consultant.  "The  job  of  a 
consultant  is  to  put  him-  or  her- 
self out  of  a  job,"  insists  Gerald 
Ross,  the  co-founder  of  Change 
Lab  International,  a  small  con- 
sulting firm.  "You  shouldn't 
build  a  dependency  with  the 
client  for  years.  But  most  of 
these  big  firms  now  want  to 
hook  you  in  and  get  on  the  gra- 
vy train."  The  process  seems  to 
work  best  when  the  consultants 
are  willing  to  transfer  what 
they  know  to  the  client.  "You 
don't  want  the  consultants  to 
do  all  the  thinking  and  the 
client  to  do  all  the  doing,"  says 
bcg's  Clarkeson.  "We're  ahead 
of  the  game  if  we  pass  on  as 
much  as  we  know  to  the  client, 
rather  than  saying  we'll  remain 
the  experts  and  do  it  for  you." 

That  view  is  endorsed  by  W. 
Sanford  Miller  Jr.,  chief  mar- 
keting officer  for  CIGNA  Corp. 


"What  consulting  firms  have 
do  today  is  look  at  an  assig 
ment  as  an  educational  expei 
ence  for  the  organization  thf 
are  working  for,"  says  Mille 
"After  having  a  consulting  fir 
in,  people  in  the  compar 
should  be  smarter  and  moi| 
familiar  with  the  key  issut 
raised  in  the  assignment." 

A  few  consultants,  howeve 
worry  that  sharing  too  muc 
of  their  knowledge  with  clieni  , 
will  take  some  of  the  mystiqi 
out  of  their  business.  "Becaus 
the  projects  are  bigger  an| 
longer,  you're  getting  so  clo.'-§ 
to  your  clients  that  they  coni 
to  know  all  your  tricks,"  sayi 
Fred  D.  Wiersema,  a  vice-pre;| 
ident  at  esc  Index.  "Familiarit'i 
can  breed  contempt.  You're  n., 
longer  the  guru  with  all  th 
clever  ideas." 

BOOZ  HOUNDS.  Some  comp; 
nies  have  indeed  decided  thf 
the  gurus  hold  few  secrets  an 
are  experimenting  with  forn 
ing  their  own  groups  of  internal  consultants  culled  from  insic 
ei-s  and  outside  hires.  "The  truth  is,  it's  not  difficult  to  go  int 
a  corporation  and  cut  money  out  of  it,"  says  Terry  M.  Enni; 
who  heads  up  an  internal  consulting  unit  with  50  staffers  a 
DuPont  Co.  "But  it's  damn  difficult  to  change  the  work  pn 
cesses  and  get  results  that  are  sustainable.  Very  few  consu 
tants  can  help  you  with  that." 

Most  consultants,  of  course,  bridle  at  such  ideas.  They  sa 
they  bring  objectivity,  experience,  expertise,  and  people  pow 
er  to  critical  management  issues  and  that  they're  giving  mar 
agement  its  money's  worth.  AT&T,  not  surprisingly,  defend 
the  $347.1  million  in  fees  it  paid  out  for  consulting  to  its  rep 
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5.  SOARING 
FEES 

As  assignments 
lengthen,  fees  are 
skyrocketing.  It's  not 
uncommon  for  large 
corporations  to  pay  tens 
of  millions  of  dollars 
a  year  in  consulting 
fees.  Some  large-scale 
projects  can  cost  as 
much  as  $30  million  to 
$50  million  over 
five  years. 
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ated  businesses  last  year.  Much  of  the  money  went  to  help 
spedite  our  movement  into  the  global  mai'ketplace,"  says  Pa- 
icia  Cox,  an  AT&T  director  who  buys  consulting  services 
r  its  communications  group.  "If  we  were  to  do  this  on  our 
vn,  it  would  have  taken  us  substantially  longer  to  capitalize 
I  the  different  business  opportunities  in  the  world." 
Procter  &  Gamble  takes  a  similar  view  of  its  recent  use  of 
nsultants  to  make  its  worldwide  operations  more  efficient, 
jcause  the  company  lacked  the  knowhow  to  systematically 
minate  layers  of  management  and  people,  it  brought  in  a 


team  from  Booz  Allen.  "They  knew  the  steps  and  the  process 
you  had  to  take,"  says  Gerald  V.  Dirvin,  an  executive  vice- 
president  at  P&G  who  headed  the  effort— and  retired  at  the 
end  of  it,  saying  it  was  a  way  to  cut  a  layer  of  management. 
"We  would  have  stumbled  along  trying  to  invent  some- 
thing." 

Some  35  to  40  consultants  from  Booz  worked  with  about 
120  P&G  executives  on  the  cost-reduction  effort,  which  was 
aimed  at  taking  out  $750  million  in  annual  overhead  costs.  To- 
gether, the  consultants  and  managers  combed  the  company. 


HOW  10  LEADING  CONSULTING  FIRMS  STACK  UP 


The  consulting  market  is  becoming 
ever  more  complex.  The  advice- 
B;iving  arms  of  the  Big  Six  accounting 
firms,  which  used  to  focus  on  informa- 
tion systems,  have  recently  made  sub- 
stantial investments  to  expand  into 
management  consulting— with  mixed 
results.  Mergers  among  several  prom- 
inent players,  such  as  United  Research 
Co.  and  MAC  Group,  similarly  reflect 
sfforts  to  build  the  ail-purpose  consult- 
ing firm. 


Although  some  firms  contend  that 
clients  want  so-called  end-to-end  pack- 
ages that  offer  everything  from  strate- 
gy to  information  systems,  the  market- 
place has  shown  otherwise.  One  of  the 
fastest-groviing  firms,  for  example,  is 
Boston  Consulting  Group  Inc.,  which 
has  stuck  to  its  roots  in  strategy  and 
organization. 

Nonetheless,  new  entrants  with  little 
expertise  in  management  consulting 
have  rushed  into  the  field.  Among  the 


fastest-growing  firms  are  IBM  and  Elec- 
tronic Data  Systems  Corp.  Rivals  sneer 
that  IBM  is  in  the  game  simply  to  sell 
its  hardware  and  that  EDS  is  using 
management  consulting  as  a  lure  to 
get  more  systems  work  and  outsourc- 
ing contracts.  Whether  drawn  to  the 
business  by  higher  profit  margins  or 
the  chance  to  sell  core  offerings,  they 
are  helping  to  shake  up  the  market- 
place. Here's  the  rundown  on  10  lead- 
ing players— by  size  and  influence. 


1993 
revenues 

Millions 


3-year 
growth 

Percent 


$2,876  53% 


Firm 

ANDERSEN 
CONSULTING 

Chicago 

COOPERS  & 

LYBRAND  1,351  50 

New  York 

McKINSEY 

New  York  1,300  31 

BOOZ  ALLEN  & 

HAMILTON  800  54 

New  York 

GEMIHI  COHSULTING 

Morristown,  N.J.  516  128 

CSC  CONSULTIHG 

Cambridge,  Mass.  470  96 

BOSTON  CONSULTING 

GROUP  340  114 

Boston 

A.T.  KEARNEY 

Chicago  278  84 

MERCER  MGT. 

COHSULTING  134  34 

New  York 

MONITOR 

Cambridge,  Moss.  90  80 


No.  of 
consultants 


22,500 
7,650 
3,100 
4,600 
1,700 
2,600 
1,250 
950 
600 
340 


Recent  clients 

Astra/Merck, 
Caterpillar,  Florida 
Power 

AlliedSignai, 
H.J.  Heinz, 
Quaker  Oats 

American  Express, 
AT&T,  Mellon  Bank 


P&G,  Volvo, 
Broken  Hill 
Proprietary 

DuPont,  Union 
Carbide, 
British  Telecom 

Agway,  Amoco, 
Hallmark,  PepsiCo 

Aetna,  GTE,  Nynex 


GM,  Sears,  Sony, 

Unilever, 

Warner-Lambert 

British  Rail,  Chemical 
Bank,  Sara  Lee, 
U  S  West 

AT&T,  Pacific  Telesis 
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Highlights 

Deploys  armies  of  consultants  on  jobs  around  the  world;  still 
trying  to  leverage  its  core  strength  in  info  systems  to  gain 
greoter  share  of  the  management  consulting  market 

After  Andersen,  the  No.  2  player  of  the  big  accounting  firms; 
one  in  four  jobs  involves  cost  reduction;  revenues  divided 
in  thirds  among  strategy,  reengineering,  and  systems  fields 

The  pricey  high  priest  of  strategic  consulting;  just  elected  first 
non-Westerner  to  lead  firm;  acquisition  of  info-tech  consul- 
tants IDG  dubbed  a  failure  because  of  mass  defections 

New  leadership  team  hoping  to  revitalize  this  sleeping  giant 
of  consulting  biz;  strategy  is  to  narrow  client  base  to  about 
200  of  1 ,500  companies  it  has  worked  for  in  past  five  years 

Fast-moving,  ambitious  firm  combining  shop-floor  operational 
strengths  of  United  Research  and  high-level  strategy  practice 
of  MAC  Group;  owned  by  French  holding  company  Sogeti 

Put  buzz  in  the  word  "reengineering,"  using  it  to  speed  up 
growth;  still  heavily  technology-based  but  trying  to  create 
next  hot  management  concept  to  sustain  growth 

Successfully  rode  idea  of  time-based  competition  into 
reengineering  hoopla;  player  behind  many  major  cost- 
reduction  efforts;  growing  rapidly  overseas 

One  of  the  fastest-growing  firms,  with  an  even  mix  of  strate- 
gy and  operations  work;  recently  won  public  kudos  from  GM 
chief  for  its  advice  on  auto  maker's  purchasing  operations 

Marsh  &  McLennan  unit  views  "grov/th"  as  the  next  hot  area; 
combo  of  former  Strategic  Planning  Associates  and  Temple 
Barker  &  Sloane;  strengths  in  strategy  and  change 

Results-driven  strategists  tap  B-school  profs  for  advice;  co- 
founded  by  Harvard  strategy  king  Michael  Porter;  now 
declining  new  clients  because  of  backlog 
urn 
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analyzing  operations  and  identifying  ways  to  reduce  costs 
and  speed  decision-making. 

Unlike  many  companies  today,  however,  P&G  decided  large- 
ly to  implement  the  recommendations  on  its  own.  Instead  of 
keeping  Booz  around  for  years,  P&G  kept  the  assignment  to 
roughly  12  months.  Using  consultants  is  "a  quick  crutch  that 
people  get  into,"  Dirvin  says.  "They  say,  'Gee,  I  haven't  got 
the  answer  right  now,  and  it  makes  my  head  hurt  to  think 
that  hard.'  So  they  hire  someone  to  think  for  them." 

In  the  booming  advice  game  these  days,  there's  certainly 


no  shortage  of  cogitating  and  conceptualizing  by  the  consu 
tants— especially  at  AT&T  and  other  companies  that  are  for 
ing  over  small  fortunes  on  outside  help.  Because  these  meg 
projects  are  such  a  recent  phenomenon,  it's  still  a  littl 
early  to  know  whether  the  new,  more  engaged  and  exparlj 
sive  style  of  consulting  will  pay  off  any  better  than  thj 
older,  more  superficial  model  did.  But  even  if  it  turns  out  t| 
be  another  disappointment,  rest  assured  that  the  consuj 
tants  will  cook  up  something  else. 

By  John  A.  Byrne  in  New  Yor\ 


KEEPING  COOL  IN  FRONT  OF  THE  CONSULTANTS 


The  arrival  of  consultants  can 
send  shock  waves  through  the 
ranks  of  any  corporation.  After 
all,  many  engagements  are  at  heart 
cost-cutting  exercises  that  may  force 
thousands  of  employees  to  start  scour- 
ing the  want  ads.  "Like  it  or  not,  con- 
sulting firms  are  used  by  companies 
to  make  ugly  decisions  executives 
don't  want  to  make  themselves,"  says 
W.  Sanford  Miller  Jr.,  chief  marketing 
officer  at  Cigna  Corp.  "That's  a  huge 
business  for  consulting,  and  it's  a  way 
for  management  not  to  get  blood  on 
its  hands." 

So  what's  a  manager  to  do  when  a 
consultant  comes  calling?  Is  it  the  op- 
portune time  to  trot  out  all  those 
ideas  that  your  boss  has  repeatedly 
rejected  over  the  years?  Should  you 
open  up  and  tell  all?  Or  should  you  be 
careful  not  to  criticize  the  company 
and  its  management? 

For  starters,  you  should  know  who 
you're  dealing  with.  Do  some  research 
on  the  firm  before  the  consultants  ar- 
rive. "Prepare  yourself  for  the  inter- 
view," advises  David  Lord,  editor  of 
Consultants  News,  which  covers  the 
business.  "Find  out  who  the  consul- 
tants are  and  what  they've  been 
asked  to  do.  Discover  what  they've 
done  in  similar  engagements  at  other 
companies,  and  then  you  can  make 
some  informed  decisions  about  what 
to  do."  It  also  pays  to  know  which 
senior  executive  was  responsible  for 
bringing  in  the  consulting  firm.  That 
could  tell  you  a  lot  about  their 
agenda. 

DONT  GO  OVERBOARD.  Otherwise,  ac- 
cording to  consultants,  the  best  ad- 
vice is  to  be  open  and  honest.  That's 
especially  true  if  the  consulting  firm's 
assignment  is  aimed  at  improving  the 
company's  operations  rather  than  out- 
right downsizing— or  "chain  saw  con- 
sulting," as  it  is  sometimes  referred 
to.  As  John  M.  Jacobs,  who  is  in 
charge  of  the  management-consulting 
practice  at  Coopers  &  Lybrand,  puts 


it:  "It's  hard  to  understand  why  any- 
one would  be  close-mouthed.  I  would 
want  to  be  linked  as  closely  as  pos- 
sible to  the  outside  consultant  because 
it  might  enhance  my  position  in  the 
company."  But  don't  go  overboard: 
You  shouldn't  be  too  candid  unless 
you  are  absolutely  sure  that  your 
comments  will  be  treated  confidential- 
ly and  that  they  cannot  be  traced 


WHAT  TO  DO  WHEN  THE 
EXPERTS  COME  CALUNG 

►  Think  carefully  about  who 
hired  the  consultants  and  why. 

►  Never  appear  defensive  or 
snide. 

►  Be  helpful  and  candid,  but  be 
careful  with  any  serious  criti- 
cisms of  your  superiors  or  the 
organization. 

►  Share  your  ideas  with  the  con- 
sultant, even  if  you've  had  trou- 
ble selling  them  to  your  boss. 

►  Volunteer  to  sign  up  for  client- 
consulting  teams.  That  way, 
you'll  play  a  role  in  the  "change 
effort."  You  might  even  avoid  be- 
coming a  victim  in  a  cost-reduc- 
tion drive. 
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back  to  you— and  that  isn't  easy  to 
guarantee. 

Even  if  you're  not  likely  to  com- 
pletely tell  it  like  it  is,  never  appear 
cynical  or  hostile.  Such  behavior  is 
likely  to  backfire.  "This  is  a  people 
business,  and  a  lot  of  middle  managers 
don't  understand  that,"  says  Tom 
Melcher,  a  former  McKinsey  &  Co. 
consultant.  "I've  seen  managers  who 
were  very  defensive,  and  they  really 
hurt  themselves." 

It  may,  in  fact,  take  a  bit  of  pa- 


tience to  keep  an  open  attitude.  Many 
times,  you'll  be  interviewed  by  young, 
newly  minted  mbas  who  know  little 
if  anything  about  your  industry  or 
your  organization.  Try  to  be  helpful  in 
educating  the  consultant  about  your 
operations  and  how  they  compare 
with  what  your  competitors  are  do- 
ing. The  more  knowledgeable  you  ap- 
pear, the  more  likely  you'll  be  viewed 
in  a  positive  light. 

THINKERS  AND  DOERS.  Be  open  to  the 
need  for  change  and  improvement. 
That's  why  most  consulting  firms  are 
brought  into  an  organization.  Manag- 
ers who  are  protective  of  the  status 
quo  are  likely  to  be  seen  as  "in  the 
way"  or  resistant  to  change  because 
they  fear  the  loss  of  their  own  person- 
al power  or  status. 

Most  consultants  agree  that  man- 
agers should  willingly  share  their 
ideas  about  speeding  decisions,  pro- 
ducing new  products,  or  increasing 
the  company's  profitability.  In  some 
cases,  consultants  can  give  a  boost  to 
that  idea  of  yours  that  you  could  nev- 
er get  off  the  ground. 

Worried  that  you'll  receive  no  cred- 
it for  your  views?  "I  don't  think  good 
people  should  be  overly  concerned 
about  having  their  ideas  stolen,  be- 
cause good  people  always  have  good 
ideas,"  says  Jacobs.  If  the  consultant 
agrees  with  your  opinions,  you'll  like- 
ly get  credit.  If  not,  you  may  very 
well  impress  the  consultant  as  a  think- 
er and  doer  who  is  valuable  to  the 
organization. 

If  the  project  calls  for  client-con- 
sulting teams,  you  should  volunteer 
to  become  part  of  the  "change  effort." 
For  one  thing,  say  consultants,  you'll 
probably  play  a  role  in  what  your  or- 
ganization is  trying  to  accomplish. 
And  at  the  very  least,  you  may  pick 
up  skills  from  the  consultant  that 
could  well  make  you  a  more  desirable 
candidate  on  the  job  market  if  you  fi- 
nally get  the  ax. 

By  John  A.  Byrne  in  New  York 
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^^Tttis  new  computer  RISC  chip  technology  is 
reaHy  something.  It  took  me  one  day  to  complete 

an  assignment  that  used  to  take  weeks. 
Now,  if  you  II  excuse  me, 

I  Fm  off  to  have  dinner  with  my family^  ^ 


In  an  increasingly  demanding  world  in  which  time  always  seems 
to  be  of  the  essence,  computer  chip  technology  is  allowing  us  to  be 
faster,  smarter... and  ultimately  more  productive.  And  leading  the 
way  is  NEC's  new  MIPS"  RISC  microprocessor.  Designed 
for  the  raw  speed  of  Windows  NT™  computing,  it  can  perform 
millions  of  advanced  commands  in  a  split  second-laster  than  just 
about  any  other  processor  today  Now,  people  can  complete  the 
most  complex  tasks  in  a  mere  fraction  of  the  time  it  took  just  a 
few  years  ago.  Whether  it's  processing  data.  Manipulating  spread- 
sheets. Or  analyzing  10  years  of  sales  figures.  Because  of  this  chip, 
millions  will  complete  projects  in  a  way  they  were  rarely  able  to 
before... ahead  of  schedule.  In  feet,  every  product  NEC  makes-from 
cellular  phones  to  high-resolution  color  monitors-is  designed  to 
enhance  human  potential.  And  they're  backed  by  the  expertise 
of  a  world  leader  in  computer  and  com- 
munications technology  In  public  and 
private  institutions.  In  businesses  large 
and  small.  In  homes  across  the 
country  NEC  is  a  part  of  people's  lives. 
For  more  information,  call  us  at  1-800-338-9549. 


Apart  of  people's  lives  everywhere. 

Windmrs  NTuiul  MIPS  arc  Inulcnuirks  a/  ihcir  ivx/wtivf  owncix 


NEC 


conomics 


INVESTMENT  I 


THIS  INVESTMENT  BOOM 

GIVES  THE  ECONOMY  RUNNING  ROOM 

Washington's  numbers  miss  $50  billion  that  business  is  pouring  into  telecom 


B: 


ruce  M.  Sieben  certainly  knows 
a  good  deal  when  he  sees  one.  As 
director  of  telecommunications  for 
financial-services  giant  Merrill  Lynch  & 
Co.,  Sieben  recently  replaced  Merrill's 
entire  New  York  voice,  data,  and  fax 
network  with  the  latest  technology.  The 
price:  one-third  of  what  the  original  net- 
work cost  five  years  earlier. 

Merrill  is  not  alone.  For  large  corpora- 
tions and  small  home  offices  alike,  fax 
machines,  modems,  and  computer  net- 
works are  becoming  faster,  more  power- 
ful, and  perhaps  most  important— cheap- 
er. Phone  companies  are  buying 
ever-increasing  amounts  of  central  of- 
fice switching  and  transmission  capac- 
ity for  ever-decreasing  prices.  Indeed, 


the  true  price  decline  was  about  35%. 

The  government's  overestimate  is 
leading  to  serious  errors  in  the  two  key 
elements  that  determine  the  inflation 
outlook.  First,  the  overall  rate  of  infla- 
tion over  the  past  year  is  far  lower  than 
what  the  government  is  reporting.  Sec- 
ond, and  no  less  important,  the  level  of 
private  investment  in  equipment  is  far 
higher  than  official  numbers  show.  High- 
er investment  makes  it  easier  for  the 
economy  to  grow  without  hitting  bot- 
tlenecks that  would  cause  inflation. 

According  to  the  government's 
numbers,  investment  in  communi- 
cations equipment  is  now  run- 
ning at  a  rate  of  $67  billion 
annually  in  1987  dollars. 


would  chop  three-tenths  of  a  percew 
age  point  off  inflation  over  the  past  yea| 
That  would  bring  the  rate  of  inflation,  4 
measured  by  the  gross  domestic  produJ' 
deflator,  down  to  only  1.6%,  the  lowe; 
level  since  1963.  With  numbers  such  ; 
these,  interest-rate  hikes  make  the  F& 
eral  Reserve  look  more  overzealous  thi 
ever. 

There's  ample  evidence  that  high-tec 
communications  gear  is 
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the  fast-dropping  price  of  communica- 
tions equipment  is  driving  the  Internet 
boom,  the  coming  expansion  of  two-way 
video  services  to  the  home,  and  the  en- 
tire web  of  new  services  and  connec- 
tions that  is  known  as  the  Information 
Superhighway. 

seAiOUS  ERRORS.  But  search  as  you  may, 
there's  no  trace  of  this  broad-based  price 
decline  in  the  government's  official  price 
numbers.  Instead,  unable  to  keep  up 
with  i:ipidly  changing  technology,  the 
government  is  reporting  that  the  price 
of  communications  equipment  has  actual- 
ly risen  by  some  7%  since  1989.  By  com- 
parison, BUSINESS  WEEK  estimates  that 


But  adjusting  for  the  true  decline  in 
prices  shows  that  companies  are,  in  fact, 
buying  far  more  telecommunications 
equipment  than  the  official  statistics  now 
indicate— $50  billion  worth  more  a  year. 
So  huge  is  the  outlay  for  telecom  equip- 
ment that  the  adjustment  would  boost 
the  economy's  total  spending  on  equip- 
ment by  about  10%  and  raise  net  equip- 
ment investment  from  2.8%  to  3.4%  of 
gross  domestic  product.  That's  by  far 
the  highest  level  in  the  last  40  years. 

Moreover,  the  new  analysis  shows  in- 
flation to  be  much  less  of  a  threat  than 
previously  believed.  Accounting  for  the 
drop  in  price  of  telecom  equipment 


getting  cheaper  by  an  average  of  aboi 
10%  a  year.  For  example,  take  digit; 
switches,  the  nerve  centers  of  today 
telephone  systems.  These  are  essentia 
ly  special-purpose  computers  that  a 
low  a  phone  company  to  connect  on 
phone  with  any  other  and  to  provid 
special  services  such  as  call  waiting 
Starting  around  1990,  regional  telephon 
companies  such  as  Ameritech  Corp.  b( 
gan  negotiating  more  effectively  fc 
lower  prices  from  switch  suppliers  sue 
as  AT&T  and  Northern  Telecom  Ltc 
"The  price  per  line  for  central-offic 
switching  dropped  very  substantially 
says  Howard  Wallace,  senior  consultar 
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•  Arthur  D.  Little  Inc.  in  Cambridge, 
iss. 

Northern  Business  Information,  a  unit 
McGraw-Hill  Inc.,  estimates  that  the 
ce  per  line  to  install  a  digital  switch 
)pped  from  $277  in  1989  to  $140  today, 
iO%  decline  over  five  years.  But  that's 
t  what  the  U.  S.  government  says: 
e  Bureau  of  Labor  Statistics  reports 
!  price  of  digital  switches  rose  by  3.1% 
iv  the  same  period, 
rhe  price  declines  are  even  more  dra- 
tic  for  fiber-optic  cables,  which  use 
ht  waves  to  provide  high-capacity, 
g-distance  links.  Just  a  few  years  ago, 
;  cost  of  a  mile  of  fiber  cable,  plus 
!  associated  electronics,  was  sky-high, 
t  the  price  per  unit  of  transmission 
)acity  for  fiber  optics  has  been  drop- 
ig  by  40%  a  year,  estimates  Nim  K. 
eung  of  Bellcore,  the  research  arm 
the  regional  telephone  companies, 
at's  as  fast  as  the  prices  of  computers 
!  falling.  "The  semiconductor  indus- 
'  and  the  light  wave  industry  are  on 
the  same  track,"  says 


flUHICATIOHS 


The  government  says 
telecom  equipment  prices 
rose  by  7%  over  five  years. 
They  actually  fell  by  35% 


ubiquitous  fax  machine,  which  has  be- 
come an  essential  part  of  almost  every 
business.  The  price  of  a  basic  fax  ma- 
chine has  dropped  75%  over  the  past 
five  years,  notes  Casey  Dworkin,  gener- 
al manager  of  Personal  Technology  Re- 
search, a  market-research  and  consult- 
ing firm  in  Waltham,  Mass.  Cellular 
telephones,  too,  have  been  plummeting 
in  price,  pulled  down  by  the  "same  sili- 
con improvements  that  have  been  driv- 
ing the  computer  industry,"  says  Rick 
Bean,  an  associate  partner  at  Ander- 
sen Consulting. 

And  consider  teleconferencing,  the 
rapidly  growing  technology  that  enables 
companies  to  hold  long-distance  meet- 
ings without  flying  people  around  the 
country.  In  1989,  a  teleconferencing 
system   capable   of  handling 
groups  of  8  to  12  people  cost 
about  $80,000.  Now,  a  com- 
MT  parable    system  costs 


communications  equipment  has  been 
dropping.  Even  the  humble  desk  tele- 
phone costs  10%  less  than  it  did  five 
years  ago.  "The  general  trend  has  been 
quite  a  continuous  reduction  in  price.  I 
can't  think  of  a  single  exception,"  says 
Eli  M.  Noam,  a  telecom  expert  at  Co- 
lumbia University's  Institute  for  Tele- 
Information.  Adds  Sieben  of  Merrill 
Lynch:  "The  unit  cost  of  telecom  equip- 
ment has  been  consistently  trending 
downward  at  about  10%  each  year." 

How  did  these  pervasive  price  de- 
clines evade  the  attention  of  the  price 
mavens  at  the  Bureau  of  Labor  Statis- 
tics, where  the  government's  price  num- 
bers originate?  The  reason,  in  part,  is 
that  the  BLS  has  trouble  tracking  prices 
in  industries  with  fast-changing  technol- 
ogies. "There  are  major  problems  with 
the  government's  ability  to  measure  the 
impact  of  new  products  and  quality  im- 
provements," says  Michael  J.  Boskin  of 
Stanford  University,  who  was  head  of 
the  Council  of  Economic  Advisers  un- 
der George  Bush.  "Our  statistical  system 
has  a  difficult  time  keeping  up." 

Still,  that's  not  the  whole  story  behind 
the  government's  oversight.  The  BLS 
does  in  fact  have  a  special  technique, 
"hedonic  pricing,"  that  allows  it  to  adjust 
price  numbers  to  take  account  of  im- 
provements in  the  quality  and  speed  of 
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nothy  J.  Regan,  director  of  public  pol- 
for  Coming  Corp.,  the  world's  largest 
iker  of  optical  fiber. 
The  upshot  of  these  price  declines  is 
it  telephone  companies,  cable-TV  com- 
mies, and  large  corporations  are  build- 
;  much  more  data,  voice,  and  picture 
insmission  capacity  at  a  lower  price, 
r  example,  Ameritech,  the  Chicago- 
5ed  regional  telephone  company,  boost- 
its  purchases  of  fiber-optic  cable  by 
/fc  in  1993  compared  with  1992,  while 
ying  only  10%  more. 
You  don't  have  to  be  a  telephone  com- 
ny  to  benefit  from  the  falling  price 
communications  equipment.  Take  the 


some  $40,000,  according  to  Personal 
Technology  Research. 

In  some  cases,  improvements  in  tech- 
nology mean  that  companies  can  buy 
much  more  transmission  capacity  for  the 
same  amount  of  money.  Modems  are  the 
devices  computers  use  to  pump  data 
through  telephone  lines.  Five  years  ago, 
a  modem  that  transmitted  data  at  2,400 
bits  per  second  cost  about  $200.  Today, 
it's  possible  for  the  same  money  or  less 
to  get  a  modem  that  transmits  at  9,600 
bits  per  second— four  times  the  capacity. 
This  translates  directly  into  substantial- 
ly lower  telephone  bills  for  businesses. 

The  price  of  almost  every  piece  of 


products.  Hedonic  pricing  has  been  used 
by  the  BLS  to  measure  computer  prices 
since  1985.  Indeed,  the  price  index  for 
computers  and  office  machinery  shows  a 
decline  of  about  12%  annually  over  the 
past  five  years. 

But  the  BLS  has  not  used  hedonic  pric- 
ing for  communications  equipment,  even 
though  telecom  gear  and  computers 
share  the  same  underlying  technology. 
Why  not?  The  reason,  in  part,  is  simply 
lack  of  money.  The  government's  statis- 
tical agencies  have  barely  enough  re- 
sources to  keep  up  with  the  current 
data,  much  less  mount  new  statistical 
initiatives.  Equally  important,  however. 


lOMICS 
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the  government's  statisticians  were  mis- 
led by  the  long-standing  torpor  of  the 
telecom  equipment  market,  where  prices 
didn't  start  dropping  in  earnest  until 
the  late  1980s.  That's  when  the  full  ef- 
fects of  deregulation  and  the  1984  AT&T 
breakup  were  felt.  In  effect,  the  gov- 
ernment was  right  seven  years  ago  to 
pay  little  attention  to  communications 
equipment,  but  it's  making  a  major  mis- 
take today. 

BUSINESS  week's  estimate  of  a  35% 
decline  in  prices  over  the  past  five  years 
may  be  conservative.  In  arriving  at  its 
figure,  BUSINESS  week  estimated  that 
60%  of  communications  investment  goes 
for  high-tech  gear,  which  is  dropping  in 
price  by  about  10%  annually,  or  roughly 
the  same  rate  of  decline  as  computers. 
The  othei-  40%  of  communications  equip- 
ment was  assumed  to  be  rising  in  price 
at  the  original  rate  the  government  re- 
ported. In  fact,  the  data  suggest  that 
an  even  larger  share  of  spending  was 
concentrated  in  high-tech  equipment. 

The  revised  numbers  have  profound 
consequences  for  the  most  important 
problem  facing  economic  policymakers 
today:  How  fast  can  the  economy  grow 
without  triggering  inflation?  Pessimistic 
economists  believe  that  over  the  lonij, 
run,  the  economy  can  sustain  only  a 
2.5%  growth  rate.  Optimistic  forecast- 
ers, by  contrast,  estimate  that  the  U.  S. 
can  manage  growth  rates  that  are  as 
high  as  3.5%.. 

NEW  OUTLOOK.  The  pessimists  argue 
that  net  investment  remains  at  histori- 
cally low  levels,  and  it  is  investment  in 
new  plants  and  equipment  that  ultimate- 
ly determines  growth.  The  published 
numbers  say  that  the  pessimists  have  a 
good  case:  Net  of  depreciation,  equip- 
ment investment  over  the  past  two 
years  has  averaged  only  1.6%  of  (!DP, 
according  to  the  government,  barely 
higher  than  the  postwar  average  of 
1.5%.  That's  not  enough  to  put  the  econ- 
omy onto  a  fast  growth  track. 

But  measure  the  price  of  communi- 
cations equipment  more  accurately,  and 
the  whole  outlook  for  the  economy 
changes.  Companies  are,  in  fact,  buying 
more  and  better  ecjuipment  for  the  same 
money,  so  net  investment  is  soaring. 
And  it's  investment  in  new  capacity  that 
increases  the  economy's  long-term 
growth  rate. 

It's  all  too  easy  to  accept  the  govern- 
ment's published  numbers  on  prices  and 
investment  as  holy  writ.  And  judging 
by  its  actions  in  boosting  interest  rates, 
the  F'ederal  Reserve  seems  to  be  doing 
just  that.  But  in  the  face  of  the  greatest 
telecommunications  boom  in  history,  the 
Fed  would  do  well  to  take  another  look 
at  what  .'\merican  business  is  actually 
doing. 

By  Michael  J.  Mandel  in  New  York 
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CAN  A  TUNE-UP  MAKE  CHEVY 
A  CONTENDER? 


A  revamped  lineup  will  help,  but  the  carmaker  is  far  behind  Fordii 


CHEVY  CHIEF  PERKINS  ATOP  A  NEW  MODEL  BLAZER:  HOLDING  THE  LINE  ON  PRICE 


You  might  think  Jim  Perkins 
would  be  sweating  profusely. 
Chevrolet's  general  manager  has 
watched  sales  wither  at  the  huge  Gener- 
al Motors  Corp.  division— while  the  rest 
of  the  industry  has  surged  ahead  at  its 
fastest  clip  since  1987.  Indeed,  Chevy's 
16.1%  U.  S.  market  share  in  June  was 
down  2  percentage  points  from  a  year 
ago.  Worse  yet,  the  number  has  fallen 
steadily  since  1990. 

Far  fi'om  being  spooked,  however,  the 
smooth-talking  Texas  native  is  the  most 
upbeat  he  has  been  since  taking  the 
helm  in  1989.  Three  new  high-volume 
models  due  in  showrooms  by  yearend— 
the  midsize  Lumina,  compact  Cavalier, 


Chevy's  Camaro  and 
S-10  pickup  are  sellouts, 
and  its  4,700  dealers  give  it 
great  marketing  reach 


and  Blazer  compact  sport-utility— shoul 
help  reverse  Chevy's  slide  and  contril 
ute  much  needed  earnings.  The  ne' 
models  "put  us  back  in  the  thick  of  th 
battle,"  says  Perkins,  who  predicts  the 
Chevy  will  overtake  archrival  Ford  1 
become  again  the  best-selling  brand  i 
America. 

BIG  LIFT.  Texas-size  hyperbole?  Perhap: 
Competition  in  the  heart  of  Chevy's  mai 
kets  is  fiercer  than  ever,  and  the  cai 
maker  has  been  hurt  by  slow  change 
overs  in  key  factories  that  are  tooling  u 
to  build  the  new  models  (BW— July  11 
Still,  the  new  products,  a  fresh  ad  can 
paign,  and  aggressive  pricing  could  boos 
Chevy's  sales  by  100,000  cars  and  ligh 
trucks  and  win  back  more  than  half 
point  of  market  share  by  the  end  c 
1995,  figures  Christopher  W.  Cedergrer 
an  analyst  with  AutoPacific  Group  In( 
in  Santa  Ana,  Calif.  And  Perkins  say 
that's  just  the  start  of  a  comeback. 

That  would  be  a  big  lift  for  paren 
GM.  Chevy  alone  still  sells  more  veh, 
cles  than  Chrysler  Corp.,  the  world'' 
No.  6  carmaker.  And  Chevy  must  b 
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•ong  if  GM  is  going  to  continue  turning 
3und  its  struggling  North  American 
eration,  which  is  edging  into  the  black 
er  years  of  losses.  The  revamped  1995 
imina  may  bring  in  $3,700  in  gross 
afits  per  vehicle,  says  Lehman  Broth- 
;  Inc.  analyst  Joseph  S.  Phillippi.  The 
1  model,  which  was  costly  to  build 
d  required  rebates  and  other  incen- 
'es,  lost  up  to  $2,000  apiece.  At 
0,000  cars  a  year,  that  difference 
mslates  to  as  much  as  a  $1.4  billion 
ing  in  gm's  gross  profits. 
Chevy's  new  iron  could  finally 
ike  the  division  competitive  in  cru- 
l1,  high-volume  segments.  Through 
ich  of  the  late  1980s,  Chevy's  new- 
)del  programs  were  delayed  as  parent 
diverted  cash  to  other  divisions.  That 
anged  a  couple  of  years  ago.  While 
3  1995  Lumina  won't  win  any  styling 
^ards,  it  finally  gets  dual  air  bags— 
latedly  matching  the  competition.  That 
dition  alone  might  add  60,000  an 
al  sales  to  coq^orate  fleets,  which 
quire  them.  The  Blazer's  tuned- 
interior  and  smoother  ride 
ould  attract  more  of  the  well 
eled  suburbanites  who  have  been 
apping  up  Jeep  Grand  Cherokees  and 
ird  Explorers.  And  the  entry-level 
ivalier  gets  a  zippier  engine  and  its 
st  major  face-lift  in  10  years,  both  es- 
ntial  for  luring  more  of  the  younger 
yers  Chevy  desperately  needs. 
Perhaps  these  cars'  most  attrac 
'e  feature  will  be  their  price, 
irkins  has  added  new  ecjuipment 
lile  trying  to  avoid  sticker 
ock.  Take  the  Lumina:  The  base  car, 
th  new  standard  air  bags,  starts  at 
5,995-or  just  $365  more  than  the  1994 
jdel.  And  all  Chevy  prices  include  the 
00  shipping  fee,  which  competitors 
ck  on  later. 

>ISY  MESSAGE.  Chevy  can  make  a  prof- 
at  such  aggi'essive  prices  because  the 
w  models  cost  less  to  manufacture, 
le  1995  Lumina  has  900  fewer  parts 
an  its  predecessor  and  takes  30%  less 
3or  to  assemble.  Such  efficiency  was 
hieved  partly  by  making  many  popular 
itures  standard  equipment  so  work- 
s  build  fewer  complicated  variations, 
levy  officials  figure  a  $16,500  Lumina 
th  a  few  options  such  as  air  condi- 
)ning  will  account  for  65%  of  the  mod- 
s  sales. 

Consumers  will  be  deluged  with 
levy's  "value  pricing"  message.  Ads 
uting  specific  models  will  begin  in  Au- 
ist,  and  with  Chevy's  mammoth  $600 
illion  annual  budget,  they'll  make  plen- 
of  noise.  Moreover,  Chevy  will  lend 
iminas  to  100  families  for  a  week,  give 
em  video  cameras,  and  ask  them  to 
cord  their  impressions.  Some  of  the 
otage  may  show  up  in  future  TV  spots. 
Revamped  products  aside,  Perkins 


A  TRIO  OF  NEW  MODELS... 

MODEL  BASE  PRICE 

LUMINA  SEDAN  4-door  midsize  $15,995 

MONTE  CARLO  COUPE  2-door  midsize    $  1 7,295 
Main  compefitors:  Ford  Taurus,  Chrysler's  LH 
sedans,  Honda  Accord,  Toyota  Camry, 
Nissan  Altima 


S-10  BLAZER  2-door,  2-wheel  drive       $  1 8,630 
4-door,  4-wheel  drive  $22,438 
Ford  Explorer,  Jeep  Cherokee/Grand  Cherokee 


CAVALIER  4-cylinder  compact 


$10,545 


Ford  Escort,  Chrysler's  Neon,  Saturn,  Toyota 
Corolla,  Nissan  Sentro,  Honda  Civic 


...COULD  REVERSE 
CHEVY'S  SALES  SKID 


FORD 


-J  L. 
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still  faces  some  rough  going.  "We 
haven't  won  any  wars,"  he  concedes. 
c;m's  factories  have  been  painfully  slow 
at  cranking  out  the  new  models:  The 
Oshawa  (Ont.)  factory  that  has  produced 
Luminas  since  Feb.  14  still  isn't  up  to 
full  speed.  Dealers  are  screaming,  but 
Perkins  says  the  factories  will  remain 
focused  on  quality,  not  volume. 

Chevy  also  faces  intense  competitive 
pressure.  Nemesis  Ford  Motor  Co.  has  a 


string  of  new  products  on  the  way.  The 
popular  Explorer  gets  a  makeover  this 
fall,  and  Ford's  marketing  gurus  are 
eyeing  a  less-expensive,  entry-level  ver- 
sion—precisely the  market  Chevy  tar- 
geted. The  critically  acclaimed  Contour 
sedan,  also  due  this  fall,  is  slightly  small- 
er than  the  Lumina  but  will  compete 
on  price.  Next  fall.  Ford  will  unveil  an 
all-new  version  of  its  best-selling  Taurus 
sedan,  and  analysts  who  have  seen  it 
say  the  car  should  be  a  smash.  "We 
don't  plan  to  give  up  [leadership] 
without  a  hell  of  a  fight,"  says 
Philip  M.  Novell,  Ford's  general 
sales  manager. 

nvMPERlNG.  Low  prices,  meanwhile,  may 
not  Ije  enough  to  pry  buyers  away  fi"om 
Japanese  brands.  Models  such  as  the 
Honda  Accord  and  Toyota  Camry  still 
have  a  more  finished  look  and  refined 
feel  than  Chevy's  models.  And  aggres- 
sive lease  deals  have  masked  the 
roughly  $2,000  price  advantage  of 
domestic  carmakers. 
Perhaps  most  daunting.  Chevy 
must  improve  the  way  it  treats  cus- 
tomers. Hard-sell  tactics  are  often  still 
the  rule  at  Chevy  dealers,  while  other 
carmakers  are  trying  a  kinder,  gentler 
approach.  The  division  ranked  below  the 
industry  average  in  the  most  recent  cus- 
tomer-satisfaction survey  by  J.  D.  Power 
&  Associates  Inc.,  the  Agoura  Hills 
Calif.)  market-research  company. 

To  boost  Chevy's  reputation,  Per- 
kins is  adopting  techniques  pioneered 
by  gm's  Saturn  Div.,  a  satisfaction 
leader.  To  make  customers  feel  pam- 
pered, he's  trying  to  give  service  a  more 
personal  touch.  When  Chevy  recalled 
45,000  S-10  pickups  recently  to  fix  a  po- 
tentially hazardous  gas  filler  pipe,  most 
customers  were  contacted  personally  by 
phone  and  offered  loaners.  The  trucks 
were  returned  washed— and  with  a  full 
tank  of  gas.  A  new  dealers'  training  pro- 
gi-am  to  encourage  less  aggressive  sales 
tactics,  however,  may  lack  the  teeth  to 
make  it  effective.  Although  rivals  such 
as  Chrysler  use  cash  incentives  to  en- 
force such  progT-ams,  Chevy's  is  strictly 
voluntary. 

Even  with  those  difficulties.  Chevy 
seems  back  on  track.  Spiffed-up  models 
already  in  showrooms— the  Camaro  and 
the  S-10  pickup— are  sellouts.  Moreover, 
Chevy's  4,700  dealers  give  it  marketing 
reach  rivaled  only  by  Ford.  And  if  vehi- 
cle sales  continue  to  grow  next  year,  as 
most  analysts  expect,  Perkins'  biggest 
problem  may  be  building  enough  cars 
and  trucks  to  meet  demand— not  the 
500,000  extra  needed  to  catch  Ford.  The 
comeback  can't  start  too  soon,  says  Alan 
Spitzer,  who  owns  three  Chevy  dealer- 
ships in  Ohio:  "They've  got  a  lot  of  re- 
couping to  do." 

By  David  Woodmff  in  Detroit 


:ORPORATION 


BUSINESS  WEEK/JULY  25,  1994  71 


Eil 


e  Corporation 


STRATEGIES! 


HOW  A  NEW  BOSS  GOT 
CONAGRA  COOKING  AGAIN 


Philip  Fletcher  has  costs  down,  while  sales  and  earnings  are  up 


Less  than  a  year  after  taking  over  as 
chief  executive  officer  of  ConAgra 
Inc.,  Philip  B.  Fletcher  faced  a  crit- 
ical dilemma.  To  soothe  anxious  share- 
holders, directors  had  asked  Fletcher's 
revered  [predecessor,  Charles  M.  Harper, 
to  stay  on  as  chairman.  But  while  in- 
vestors were  happy,  a  survey  of  manag- 
ers revealed  that  executives  at  the  Oma- 
ha-based food  giant  weren't  sure  who 


its  Healthy  Choice  and  Banquet  brands. 
He's  even  talking  of  borrowing  a  page 
fi'om  Harper's  expansionist  strategy,  us- 
ing ConAgra's  $800  million  in  annual 
cash  flow  for  new  acquisitions. 

Fletcher's  approach  is  producing  re- 
sults. In  an  era  of  declining  brand  loyal- 
ty, with  food  companies  battling  for  con- 
sumers, ConAgra  announced  on  July  6 
that  its  earnings  rose  12%  in  the  fiscal 


AS  CONAGRA'S 
PR  OriTS  IMPROVE... 


'91  '92  '93 

▲  BILLIONS  OF  DOOARS 


RELATIVE  STOCK  PERFORMANCE 


-OifAGRA  5T0CK 


WITH  DEBT  LOWERED, 
FLETCHER  IS  LOOKING 
FOR  A  "SIZABLE" 
ACQUISITION 


j&P  FOODS  GROUP 


was  in  charge.  Time  for  a  showdown? 
Not  exactly.  Harper  told  his  protege 
that  the  question  of  command  at  Con- 
Agra would  soon  be  moot:  "I'm  going 
to  be  chairman  and  CEO  of  RJR  Nabisco." 
Fletcher  stared  in  disbelief.  "I  kejjt  wait- 
ing for  the  punch  line,"  he  recalls. 

Nowadays,  there's  little  doubt  about 
who's  the  boss  at  ConAgi'a.  In  the  year 
since  Harper  left  to  run  R.JR,  the  61- 
year-old  Fletcher  is  applying  a  stricter 
regimen  of  top-down  cost  controls  to 
ConAgra's  HO-plus  operating  units,  while 
forcing  its  independent  fiefdoms  to  coop- 
erate on  everything  from  purchasing 
supplies  to  warehousing  products. 
Fletcher  is  also  reversing  the  slide  in 
ConAgra's  frozen-food  unit  with  new 
recipes  and  stepped-up  advertising  for 


year  ended  June  30,  to  $437  million. 
Sales  rose  9%,  to  $23.5  billion.  And  since 
Jan.  1,  ConAgra's  share  price  has 
climbed  13%,  to  about  30,  while  the 
Standard  &  Poor's  index  of  the  top  14 
food  companies  has  dropped  4%  (chart). 
Thanks  to  those  returns,  Fletcher  is  fi- 
nally out  of  Harper's  shadow.  "He's  lieen 
a  stronger  leader  than  I  thought  he 
would  be,"  says  former  Agriculture  Sec- 
retary Clayton  K.  Yeutter,  a  director 
since  1992. 

A  good  thing,  too.  Fletcher  reached 
the  top  just  as  ConAgra  was  sagging. 
Harper  had  spent  his  18-year  tenure  as 
CE(j  transforming  ConAgi'a  from  a  sorry 
collection  of  flour  mills  into  a  consumer- 
goods  powerhouse,  using  acquisitions 
such  as  the  $1.3  billion  purchase  of  Bea- 


trice Co.  in  1990.  But  he  insisted  thti 
each  unit  remain  independent  and  niw 
ble  enough  to  respond  to  competitii  («■ 
and  changing  consumer  tastes.  Th  (K' 
worked  fine  until  high  commodity  pric  ifli 
stung  ConAgra's  meat-processing  bui  ri? 
nesses,  which  account  for  almost  a  thi  0 
of  total  sales.  A  vicious  fi'ozen-food  pri  ili 
war  added  to  the  company's  wot  $> 
squeezing  margins.  In  fiscal  1993,  Co  i.I 
Agra's  operating  profits  were  unchang^  p's 
at  $979  million  on  a  paltry  1%  reven'  ite 
gain,  to  $22  billion.  r: 

After  Harper's  resignation  in  May 
1993,  Fletcher  stepped  up  his  campaidi,, 
to  wring  efficiencies  from  ConAgrmii 
companies.  A  veteran  of  Heinz,  CampbAal 
Soup,  and  Heublein,  F'letcher  joined  Copei 
Agra  as  president  of  its  Banquet  Food 
unit  in  1982.  As  a  front-line  manageii 
he  r-eveled  in  the  company's  loose,  entrji 
preneurial  culture.  But  as  CEO,  Fletchif/ 
saw  the  downside  ^ 
ConAgra's  organizji 
tional    chart:  po^ 
communication   ar  i, 
high  costs.  For  exar 
pie,  ConAgra's  tw 
popcorn  maker 
Golden   Valley  an 
Orville  Redenbache 
were  buying  plast 
packaging  from  th 
same    vendor.  Bi 
Golden  Valley  wj 
paying    15%  mori 
while    buying  foi 
times  as  much. 
NETWORKS.  Fletchc 
still  wants  ConAgra 
operating  units  to  r( 
main  independen 
But  he  has  also  crea 
ed  executive  council 
where  division  head 
meet  periodically  t 
discuss  how  they  ca 
pool  their  resource 
to  reduce  purchasing,  warehousing,  an 
transportation  costs.  He's  also  introdu< 
ing  a  computerized  network  that  show- 
how  much  suppliers  charge  each  Cor 
Agra  unit.  And  to  ensure  that  execi 
fives  fully  embrace  ConAgra's  new  etho 
of  cooperation  and  efficiency,  Fletche 
has  tied  25%  of  their  bonuses  directly  t 
savings  targets.  He  called  the  progran 
"Get  the  Family  Money"  to  encourag 
executives  to  act  as  a  single  family.  Div 
sion  heads  saved  $100  million  in  the  fis 
cal  year  just  ended.  Fletcher  hopes  to  d' 
even  better  this  year.  Thanks  in  par 
to  the  tighter  rein  on  costs,  NatWes 
Securities  Corp.  analyst  David  Nelsoi 
estimates  that  ConAgra's  operating  mar 
gin  could  widen  to  4.7%  this  year,  com 
pared  with  3.9%  in  1990. 
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Alonj^  with  improved  efficiencies, 
jtcher  is  also  restoring  ConAgra's 
npetitiveness  in  the  freezer  case.  As 
;  price  war  subsided  earlier  this  year, 
!  company  scrambled  to  broaden  its 
ire  of  the  frozen-entree  market.  Al- 
mgh  it  won't  provide  exact  figures, 
nAgra  says  it  boosted  frozen-food  ad- 
tising  by  a  third,  including  its  first  TV 
3  for  Banquet  in  seven  years.  Compa- 
cooks  also  came  up  with  tastier  reci- 
5.  The  result:  Healthy  Choice,  Con- 
ra's  biggest  brand,  expanded  its  share 
the  frozen  dinner  market  a  full  per- 
itage  point  last  year,  to  12.5%,  ac- 
■ding  to  Information  Resources  Inc. 
all,  Nat  West's  Nelson  estimates  that 
nAgra's  frozen-food  sales  rose  2%  in 
:a\  1994,  to  $1.2  billion,  after  a  12% 
le  in  1993. 

ConAgra  also  revamped  the  recipes 
some  of  the  dry  and  refrigerated 
Dds  that  carry  the  Healthy  Choice 
0.  A  year  ago,  analysts  felt  the  mega- 
md  Harper  launched  five  years  ago 
i  peaked.  But  last  year,  the  combined 
permarket  sales  for  the  200-odd 
lalthy  Choice  products  rose  16%,  to 
^9  million,  estimates  IRI. 
OBAL  UGKrwEiGHT.  Now  that  ConAgi'a 
5  finally  digested  Beatrice,  Fletcher 
searching  for  new  acquisitions.  Con- 
jas  long-term  debt  is  down  to  less 
m  30%  of  its  capital,  from  more  than 
%  just  after  the  huge  Beatrice  deal, 
ow,  it's  a  matter  of:  Where  is  there  a 
able  piece  that  makes  sense  from  an 
momic  point  of  view?"  Fletcher  says. 
He  may  find  the  answer  abroad.  Con- 
^a  remains  a  global  lightweight.  Just 
!'o  of  its  sales  come  from  overseas  op- 
itions,  vs.  63%  for  rival  CPC  Interna- 
nal  Inc.  To  build  foreign  sales,  Fleteh- 
has  closed  ConAgra  International,  the 
it  created  by  Harper  to  lead  the  com- 
ny's  push  abroad  through  joint  ven- 
ues. Instead,  he's  leaning  on  his  indi- 
lual  companies,  which  best  know  their 
'n  businesses,  to  expand  overseas. 
To  be  sure,  there's  still  work  to  be 
ne  at  home.  Hunt-Wesson  sales  will 
e  just  2%  to  3%  this  year— on  target 
•  a  grocery  unit  with  mature  brands 
ch  as  Peter  Pan  peanut  butter,  but 
rdly  exciting.  And  competitors  aren't 
mding  still.  Campbell  Soup  Co.,  for 
e,  has  slowed  Healthy  Choice's  new 
up  entries  with  its  Healthy  Request 
e. 

Still,  Fletcher  hasn't  given  sharehold- 
s  any  reason  to  miss  Harper.  Even 
irper  acknowledges  his  successor's 
w  stature.  "He's  making  more  money 
an  I  did  with  the  company,"  says 
inAgra's  ex-chief.  With  all  the  prob- 
ns  he  faces  at  rjr  Nabisco  these  days, 
irper  may  want  to  take  a  few  pointers 
)m  his  old  protege. 

By  Greg  Burns  in  Ornalia 


TRANSPORTATION  I 


THE  SUITORS 

AT  SABENA'S  GATE 


American  would  be  a  logical  fit,  but  Swissair  will  probably  prevail 


THE  SABENA-AIR  FRANCE  TEAMUP  HAS  HAD  LITTLE  SUCCESS 


In  late  May,  a  grim  man  strode  into 
the  Brussels  offices  of  Sabena,  Bel- 
gium's national  airline.  He  had  come 
to  talk  with  Pierre  Godfroid,  chairman  of 
the  money-losing  carrier.  It  wasn't  long 
before  employees  figured  out  that  the 
mystery  man  was  the  industry's  most 
ruthless  cost-cutter,  Robert  L.  Crandall, 
chairman  of  American  Airlines  Inc.  par- 
ent AMR  Corp. 

For  an  airline  struggling  to  transform 
itself  from  a  once  protected  monopoly 
into  a  competitive  enterprise,  the  bar- 
barians were  at  the  gate.  Crandall  said 
American  wanted  the  kind  of  capacity- 
sharing  deals  Sabena  has  with  Delta  Air 
Lines  Inc.— such  as  block  purchases  of 
seats— and  a  minority  stake.  And  right 
behind  Crandall  came  Swissair,  which 
opened  talks  with  Sabena  amid  reports 
that  it  wants  a  49.5%  stake.  The  bottom 
line:  "Sabena's  in  play,"  says  a  top  man- 
ager of  one  of  the  airlines  in  pursuit. 

Such  talks  aren't  new  to  Sabena.  In 
1991,  the  Belgian  government  offered  a 
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AMERICAN  a  partner  to  bolster 

its  position  in  Europe 

n CI TA  *°  preserve  its 

ULLIM  relationship  with  Sabena 
by  blocking  any  deal  with  American 

SWISSAIR  with  a  European 

Union  carrier  to  take  advantage  of  a 
deregulated  airline  market 
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37.5%  stake  to  out- 
siders. American, 
IJritish  Airways,  and 
KLM  Royal  Dutch 
Airlines  all  showed 
interest  but  were 
rejected.  The  Bel- 
gians feared  they 
would  demand  big 
cuts  in  Sabena's 
staff,  then  loaded 
with  patronage 
workers.  The  nod 
went  to  Air  France, 
run  by  a  sympathet- 
ic Sociahst  govern- 
ment. But  since  the 
$182  million  deal  was  sealed  in  April, 
1992,  neither  airline  has  benefited  much. 
Sabena  lost  $136  million  in  1993.  Air 
France  spilled  $1.5  billion  in  red  ink  last 
year  and  has  negative  cash  flow.  "On 
paper,"  says  Bertrand  d'Yvoire,  an  airline 
consultant  with  Paris-based  Consultair, 
"it's  bankrupt." 

Inevitably,  politics  will  play  a  role  in 
any  sale.  Air  France  is  not  rushing  to 
unload  its  Sabena  stake,  because  the 
proceeds  from  such  a  sale  would  hardly 
solve  its  financial  problems,  including 
$6.8  billion  in  debt.  Belgium,  which  fa- 
vors a  sale,  hopes  to  push  things  along 
by  tentatively  backing  a  French  plan 
before  the  European  Union  to  give  Air 
France  $3.5  billion  in  state  aid.  That's 
just  one  of  many  ways  to  gi'ease  a  deal. 

American  is  the  most  logical  buyer. 
It's  the  only  major  U.  S.  carrier  without 
a  European  partner.  And  Brussels'  un- 
congested  airport  would  make  a  good 
hub  for  the  Fort  Worth-based  carrier. 

A  European  buyer,  such  as  Swissair, 
would  be  more  palatable  to  France,  how- 
ever. Alarmed  about  Crandall's  ambi- 
tions. Delta  could  live  with  a  choice  of 
Swissair,  one  of  its  European  allies.  The 
Atlanta-based  airline  is  eager  to  avoid 
being  drawn  into  a  bidding  war  as  it 
tries  to  cut  $2  billion  in  costs  by  1997. 

Swissair  can't  benefit  from  deregula- 
tion of  the  EU  airline  industry  because 
Switzerland  isn't  an  EU  member.  But  a 
Sabena  stake  would  give  it  a  piece  of  na- 
tional carriers'  new  freedom  to  fly 
around  Europe.  Bob  Crandall  made  an 
impressive  entrance,  but  Swissair  could 
be  the  one  to  walk  away  with  the  prize. 

By  Patrick  Oster  in  Brussels 
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It  seems  yoii  can't  open  a  magazine  today  without  reading 
about  the  importance  of  understanding  your  customers. 

But  81%  of  CEO's  still  claim  they  don't  know  their 
customer  base.  And  55%  say  technology  hasn't  helped. 

What  good  is  infomiation  that's  stovepiped,  so  the 
people  who  need  it  can't  get  their  hands  on  it? 

Wliat  good  is  information  in  ten  different  databases? 

Our  Get  11^  Move  IT^  Use  IT™  solutions  recognize  both 
the  CEO's  need  for  customer  infomiation  and  the  CIO's 
need  for  integration  and  open  architecture. 

Because  of  all  the  infomiation  companies  out  there, 
we're  the  one  that  best  unites  the  strengths  of  both 
computing  and  communications  in  our  solutions. 

So,  for  a  major  retailer,  we  helped  them  discover  that 
70%  of  their  merchandise  was  not  productive.  And 
transformed  each  of  their  locations  into  a  customer-driven 
neigliborhood  store.  Where  vendors  knew  what  was 
moving,  not  in  75  days,  but  in  less  than  a  week. 

For  a  European  insurer  with  a  nightmare  claims 
process,  where  20  pages  per  claim  got  filed  and  re-filed, 
and  passed  througli  a  dozen  hands,  we  now  Get,  Move, 
and  Use  infomiation  electronically  Productivity  is  up  almost 
30%.  And  the  same  staff"  that  handled  4000  claims  a  month 
now  handles  6000. 

There's  a  Customer  Focused  Solution  that  can  help  you 
transfomi  your  company  into  a  taily  customer  intimate 
organization.  Call  1  800  579-5722.  We'll  tell  you  more. 


Customer 
Focused  Solutions. 
Tlirning  information 
into  understanding. 


Now  that  NCR  and  AT^  are  one,  computing 
and  communications  have  come  together  to  help  yon 
get,  move,  and  use  information. 


^ATSiT 


Global  Information 
Solutions 
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WHAT'S  A 
SECURITY  WORTH? 


With  today's  exotic  instruments,  it  can  be  anybody's  guess 


On  most  any  day,  an  individual 
investor— or  a  money  manager, 
for  that  matter— can  check  the 
price  of  IBM,  a  futures  contract  on  the 
Standard  &  Poor's  500,  or  a  30-year 
U.  S.  Treasury  bond  by  calling  a  broker 
or  punching  a  couple  of  keys  on  a  PC. 

But  what  al)out  the  price  of  an  inter- 
est-only collateralized  mortgage  obliga- 
tion (CMO)?  Or  a  bond  whose  interest 
payments  are  tied  to  the  price  of  cop- 
per? Or  a  municipal  bond  whose  yield 
floats  in  the  opposite  direction  of  inter- 
est rates?  That's  not  so  simple.  As  the 
markets  have  become  more  inventive 
and  have  devised  complex  and  often  es- 
oteric financial  instruments,  pricing  those 
securities  has  become  one  of  the  tough- 
est jobs  on  Wall  Street. 

But  it's  also  one  of  the  most  critical, 
one  that  can  make  the  difference  be- 


tween profit  and  loss  for  a  securities 
firm  such  as  Kidder,  Peabody  &  Co., 
which  has  a  $10  billion  inventory  of 
mortgage  securities,  and  even  for  nonfi- 
nancial  companies  such  as  Procter  & 
Gamble  Co.,  which  invested  in  complex 
securities. 

COMPUTER  ENHANCED.  How  securities 
are  priced  is  crucial  for  mutual  fund  in- 
vestors, too,  since  funds  must  price  their 
portfolio  at  the  end  of  every  business 
day.  That's  especially  challenging  for 
bond  funds  that  invest  in  some  of  the  un- 
usual, less-liquid  securities.  Mutual  fund 
maven  A.  Michael  Lipper  says  when  the 
auditors  come  in  to  review  funds'  semi- 
annual reports,  they're  on  alert  for  how 
the  fimds  are  pr'icing  their  derivative  in- 
struments. "It's  uncommon,  but  it  isn't 
unheard-of  for  auditors  to  make  funds 
write  down  securities,"  says  Lipper. 


What's  a  secui'ity  really  worth?  Whe 
there  are  lots  of  buyers  and  sellers,  t\ 
answer  is  simple.  It's  the  price  at  whic 
the  security  changes  hands.  But  whi 
about  when  markets  are  under  stres 
and  trading  almost  dries  up?  Und« 
those  conditions,  is  the  market  the  be? 
gauge  of  a  security's  value? 

The  Piper  Jaffi'ay  Institutional  Go^ 
ernment  Income  Fund  is  a  case  in  poin 
Its  portfolio  is  chock-full  of  such  exot 
mortgage  securities  as  interest-only  an 
principal-only  CMOS.  Using  the  markt 
as  a  pricer,  the  fund  is  down  a  numbin 
26.4%  so  far  this  year.  But  have  its  lonj 
term  shareholders  really  taken  that  ba 
a  hit?  No,  says  Edward  J.  Kohler,  pre: 
ident  of  Piper  Capital  Management  Ini 
He  contends  that  Piper's  computer  moc 
els— which  use  such  variables  as  intere; 
rates  and  prepayment  schedules— valu 
the  fund's  portfolio  way  above  its  cui 
rent  market  price.  If  the  fund  wer 
priced  by  its  models,  says  Kohler,  it 
losses  would  be  only  about  half  of  whg 
they  are.  If  he's  right,  the  fund  shoul 
rack  up  some  hefty  gains  when  the  mai 
ket  becomes  more  normal.  In  fact,  th 
fund  has  closed  its  doors  to  new  inves 
tors  to  preserve  those  expected  profit 
for  existing  shareholders. 

But  in  fact,  like  most  mutual  funds 
the  Piper  fund  prices  its  portfolio  b 
what's  going  on  in  the  market,  not  b, 
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lat  its  computers  spew 
t.  And  now,  says  Koh- 
,  mortgage-backed  se- 
rities  are  a  "dysfunc- 
nal  market."  William 
Powers,  a  managing 
ector  at  Pacific  Invest- 
int  Management  Co., 
"ees.  The  difference  in 
ces  from  dealer  to 
iler,  he  says,  "are  as 
le  as  I've  seen  in  my 
years  in  this  market," 
Heating  a  highly  illiq- 
i  situation. 

[ndeed,  some  investors 
nder  if  the  third-party  services  that 
her  m.arket  prices— such  as  Interactive 
ta  Corp.  or  Kenny  s&P  Evaluation 
-vices,  a  unit  of  McGraw-Hill  Inc.,  pub- 
ler  of  BUSINESS  week— are  up  to  the 
I  of  valuing  complex,  illiquid  secur- 
!S.  "The  absolute  truth  is  they  can't 
ce  these  things,"  says  George  Hall, 
3sident  of  Clinton  Group  Inc.,  who 
is  a  $700  million  mortgage  hedge  fund, 
know,  because  ihey've  asked  for  our 
p."  Hall  prices  his  own  portfolio. 
Executives  at  the  pricing  services  say 
;y've  got  a  good  handle  on  the  hard- 
price  securities.  They  gather  bid  pric- 
from  dealers  and  put  that  information 
0  their  own  computer  models  to  de- 
mine  a  fair  price.  "Our  evaluators  are 
5cialists.  They  come  from  trading 
sks,  and  they  know  how  to  make  a 
ce  judgment,"  says  James  Perry,  a 
e-president  at  Interactive  Data. 
LMOST  GENERIC."  The  mortgage  mar- 
;  may  be  illiquid  right  now,  but  illi- 
dity  in  itself  does  not  mean  you  can't 
t  a  reasonable  value  on  a  security, 
ke  corporate  and  municipal  bonds, 
ere's  no  "tape"  or  commonly  shared 
:ord  of  prices  in  either  of  those  mar- 
is, and  only  a  tiny  fraction  of  all 
ids  trade  on  any  day.  But  pricing  ser- 
es value  them  by  comparing  them 
;h  those  that  do  trade.  Muni  bonds 
a  certain  credit  quality,  maturity,  and 
ipon  tend  to  be  priced  similarly.  "Mu- 
are  almost  generic,"  says  Francis  H. 
liner  Jr.,  director  of  fixed-income  at 
iford  C.  Bernstein  &  Co.  "All  A-rated 
leral-obligation  bonds  of  medium-size 
and  maturity  will  be  priced  pretty 
ich  alike." 

Corporate  bonds,  too,  are  segmented 
e  munis  and  are  usually  priced  at 
ne  spread,  or  level,  above  the  yield  of 
iVeasury  bond  of  the  same  maturity, 
at  spread  can  vary  depending  on  the 
te  of  the  markets  and  the  state  of 
;  economy.  Even  customized  instru- 
nts,  such  as  a  bond  whose  interest 
^'ments  are  tied  to  the  price  of  a 
nmodity,  pose  no  great  difficulty  to 
:  pricing  services.  The  evaluators  look 
the  price  of  the  underlying  commod- 


HOW  DIFFERENT  SECURITIES  ARE  PRICED 


PUBLICLY  TRADED  STOCKS  Last  sale 
in  market  where  stock  trades 

U.S.  TREASURY  BONDS  Last  sale  in 
the  huge  over-the-counter  market 

CORPORATE  BONDS  By  comparison 
with  similar  bonds  and  with  U.S. 
Treasuries 

MUNICIPAL  BONDS  Matching  up 
with  similar  bonds  that  have  re- 
cently traded 


MORTGAGE-BACKED  SECURITIES 

By  comparison  with  similar  securi 
ties,  spreads  over  U.S.  Treasuries, 
changes  in  prepayment  rates, 
dealer  quotes,  and  computer 
models 

PRIVATE  EQUITY  At  cost,  adjusted 
up  or  down  when  investment  man- 
ager can  document  the  reason  for 
making  the  change 
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ity  and  how  the  interest  is  calculated. 

The  pricing  services  don't  have  the 
last  word,  either.  Money  managers  can 
challenge  the  pricing  of  a  particular  se- 
curity and  often  provide  information  that 
may  prompt  the  pricing  service  to  make 
a  revision.  Pension  fund  managers,  who 


may  report  only  monthly 
or  quarterly  to  investors, 
can  wait  for  the  market 
or  the  services  to  catch 
up  with  a  mispriced  se- 
curity. Mutual  funds,  too, 
can  change  the  price  a 
service  has  set  for  a  se- 
curity—if they  can  make 
a  good  case  for  it.  And 
in  fact,  in  cases  where 
even  a  pricing  service 
can't  help,  the  funds  do 
it  themselves. 

As  the  markets  have 
created  more  innovative 
and  unique  securities,  they've  given  in- 
vestors a  wide  range  of  opportunities. 
But  what  has  been  sacrificed  is  the  abil- 
ity to  get  a  price  that  everyone  will 
agree  on.  That  indeed  may  be  the  price 
of  financial  innovation. 

By  Jeffrey  M.  Laderman  in  New  York 


REAL  ESTATE  I 


THE  GERMAN  TYCOON  MAKING 
WAVES  IN  MIAMI  BEACH 

Thomas  Kramer  has  money,  property,  big  plans — and  enemies 


Visiting  friends  in  Miami  two 
years  ago,  German  stock-and- 
commodities  trader  Thomas  B. 
Kramer  was  astounded  by  what  he  saw. 
Just  blocks  south  of  Miami  Beach's 
trendy  Art  Deco  district  was  prime 
oceanfi'ont  property,  on  which  sat  most- 
ly boarded-up  hotels  and  seedy  apart- 
ments and  houses.  Earmarked  by  the 
City  of  Miami  Beach  for  redevelopment, 
the  blighted  South  Pointe  section  had 
been  largely  overlooked  by  builders  ea- 
ger to  capitalize  on  the  cachet  of  the 
revitalized  area  to  the  north.  And 
though  his  only  foray  into  real  estate— in 
Germany— ended  disastrously,  Kramer 
thought  he  knew  a  cheap  commodity 
when  he  saw  one. 

Within  48  hours  of  that  visit,  Kramer 
embarked  on  a  $100  million  real  estate 
buying  spree.  During  the  following  year. 

The  neophyte  developer  has 
emerged  as  the  premier 

player  in  one  of  the  hottest 
U.S.  real  estate  markets 


he  bought  45  acres  of  land  in  South 
Pointe  (undervalued,  at  least  in  his 
view),  plus  development  rights  for  more. 
He  also  gobbled  up  other  properties,  in- 
cluding mansions  in  Indian  Creek  and 
nearby  Star  Island,  where  he  is  now 
building  himself  a  palatial,  50,000-square- 
foot  home. 

PILES  OF  CASH.  Almost  overnight,  the 
rich  but  neophyte  developer  has 
emerged  as  the  key  player  in  what  is 
now  one  of  the  nation's  hottest  real  es- 
tate markets.  He  could  end  up  changing 
the  face  of  Miami  Beach.  As  the  major 
landowner  in  South  Pointe,  Kramer,  37, 
is  spending  heavily— about  $20  million 
thus  far— on  architects  and  lawyers  to 
help  him  realize  his  grand  vision  of  a 
playground,  a  la  St.  Tropez,  for  the  rich 
and  ultrarich.  His  blueprint  for  South 
Pointe  and  other  portions  of  Miami 
Beach  includes  luxury  high-rise  condo- 
miniums and  shopping  on  the  scale  of 
Rodeo  Drive  in  Beverly  Hills.  Betting 
that  Florida  voters  will  give  the  0.  K.  to 
casino  gambling  this  fall,  he's  also  team- 
ing up  with  Las  Vegas  casino  king  Ste- 
phen A.  Wynn  to  build  a  megaresort- 
cwm-gambling  casino  in  South  Pointe. 

Along  the  way,  however,  the  flam- 
boyant Kramer  has  stirred  up  a  torrent 
of  controversy,  not  just  about  his  build- 
ing plans  but  about  his  personal  behav- 
ior and  his  questionable  reputation  in 
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Germany.  He  faces  a  buzz  saw  of  opposi- 
tion from  vocal  Miami  Beach  residents, 
who  charge  that  his  high-rise  vision,  es- 
pecially a  casino,  will  obliterate  the 
area's  low-rise,  residential  character— in 
part  by  drawing  hordes  of  bus-riding 
gamblers. 

"He's  not  a  beloved  person  in  this 
city,"  explains  Miami  Beach  Mayor  Sey- 
mour Gelber.  "It's  difficult  for  a  develop- 
er who  wants  to  go  to  the  height  of  the 
sky  to  be  liked.  I  don't  look  on  him  as 
an  evil  person  invading  our  city  and  try- 
ing to  desti-oy  it,  but  I  don't  agree  with 
his  concepts,  and  people  in  the  area 
don't  either." 

Kramer-bashing,  in  fact,  has  become 
something  of  a  sport.  The  local  press 
details  at  length  the  battles  over  his 
plans,  wonders  at  his  seemingly  inex- 


he's  willing  to  .spend  millions  a  year  just 
on  overhead.  Even  so,  he  says,  "I'm  still 
in  very  cheap." 

But  Kramer  acknowledges  that  a  se- 
ries of  early  missteps  cost  him  time  and 
credibility.  In  October  of  1992,  for  in- 
stance, he  opened  a  nightclub  called 
Hell,  which  generated  a  hailstorm  of 
negative  publicity.  After  the  mobbed 
opening,  according  to  allegations  in  local 
press  reports,  Kramer  instructed  door- 
men not  to  admit  any  more  gays,  and 
the  club  closed  just  months  later.  Kram- 
er denies  the  charges. 

Kramer  says  he  now  realizes  that  he 
is  not  a  nightclub  operator  or  even  a 
developer.  "I'm  not  a  detail  guy,"  he  ad- 
mits. He  is  teaming  up  with  some  expe- 
rienced developers.  "I  think  the  only 
real  value  that  I  can  bring  to  the  table 


haustilile  supply  of  cash,  and  chronicles 
his  brushes  with  the  local  police.  Re- 
cent incidents  include  a  fistfight  in  a  lo- 
cal nightclul)  and  a  driving-while-intoxi- 
cated arrest  ,  which  will  be  challenged,  a 
Kramer  spokesman  says.  More  substan- 
tively, detractors  say  he  is  too  new  to 
the  real  estate  game  to  realize  his  plans. 

Brushing  off  the  criticism  as  mere 
jealousy  over  his  wealth,  Kramer  ap- 
pears undaunted  by  the  huge  legal,  fi- 
nancial, and  public-relations  obstacles  lie 
now  faces.  "Educated  developers  wei-e 
afraid  of  the  risks,"  says  Kramer.  "I'm  a 
double  Taurus."  That's  why,  he  says. 


is  a  very  good  sense  for 
timing,"  he  says. 

And  while  real  estate 
experts  regard  Kramer 
as  everything  from  naive  to  visionary, 
they  agree  that  his  timing  appears  im- 
peccable. After  decades  of  stagnation, 
condo  and  hotel  construction  is  boom- 
ing. The  city  commission  is  considering 
proposals  for  an  800-room  convention 
hotel,  the  first  major  hotel  to  be  built 
there  in  20  years.  Property  values  are 
rising,  with  the  South  Pointe  section  up 
nearly  37%. 

The  cachet  of  the  Art  Deco  district  is 


now  filtering  down  to  South  Pointe.  I 
Voile  Rouge,  a  jet-set  resort,  has 
ready  opened  a  site  in  South  Point 
The  stage  seems  set  for  Kramer,  b 
as  real  estate  expert  Martin  W.  Tapll 
puts  it,  "the  devil  is  in  the  execution.' 

That's  a  devil  Kramer  has  faced  b 
fore.  Son  of  a  German  stockbroke 
Kramer  vaulted  into  prominence  amor 
the  Eurorich  by  correctly  betting  th 
the  market  would  tank  in  October,  19^ 
and  pocketed  $30  million,  according 
German  press  reports.  In  1989,  he  star 
ed  a  fund  to  invest  in  real  estate 
what  was  then  East  Germany,  befoij 
unification  was  assured.  But  negati\| 
articles  about  the  riskiness  of  the  de| 
scared  away  investors,  and  the  compar| 
filed  for  bankraiptcy  in  April  1992,  owiri 
creditors  $1.1  million.  One  of  the  artick; 
was  in  the  Gerlach  Report,  a  respectei 
German  investment  newsletter.  Heir! 
Gerlach  says  Kramer  "lives  his  life  ; 
the  costs  of  others"  and  will  "never"  I  \ 
"a  success  in  real  estate."  j 
NO  DEBT.  Kramer  says  he  has  repaif 
creditors  every  penny.  He  blames  th; 
failure  of  the  venture  on  rumors  spreai 
by  his  father-in-law,  Franz  Burda,  mail 
aging  director  of  F&F  Burda,  an  industr 
al  holding  company.  Kramer  says  Burcl 
had  opposed  him  in  marrying  Burda 
r  J  daughter.  Catherine,  and  ha 

Site  of  proposed  47-  thj^^^^ened  to  destroy  him.  Burd 
unit  luxury  riotel  ,  " 

'  won  t  comment. 

With  real  estate  financing  hard  t 
come  by,  Kramer  has  had  to  use  mostl 
his  own  money,  made  largely  from  trac 
ing.  Relatives  and  Catherine's  stej 
father-in-law,  Siegfried  Otto,  majorit 
shareholder  of  banknote  printer  Git 
secke  &  Devrient,  have  also  given  hir 
undisclosed  sums.  With  no  debt  burdei 
he  says,  he  can  afford  to  spend  a  decad 
eveloping  his  investments. 
It  may  take  that  long— or  longer.  Tw 
proposed  projects  are  under  legal  al 
tack.  One,  a  25-story  oceanfront  cor 
dominium,  is  being  cha 
lenged  by  owners  of  a  neai 
by  hotel  that  has  sued  th 
city  and  Kramer's  compan 
over  the  way  the  projec 
was  approved. 

"Kramer  may  be  in  th 
right  spot  at  the  right  tim 
now,  but  by  the  time  his  projects  ge 
completed,  things  could  change,"  say 
Michael  Cannon,  an  appraisal  expert.  Ir 
deed,  Florida  history  is  replete  with  st( 
ries  of  developers  whose  visions  fell  vie 
tim  to  hurricanes  or  poor  planning 
Whether  Kramer  avoids  that  fate  wi 
dejjend,  among  other  things,  on  whethe 
his  sense  of  timing  remains  true. 

By  Gail  DeGeorge  in  Miami,  wit 
Peggy  Salz-Trautman  in  Bonn 


OTHER  HOLDINGS 
UNDER  CONSTRUCTION 

►  8-story  office/retail/ 
restaurant  complex 

►  Portofino  Tower,  45- 
story  condo 
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DING  PLACES  I 


ECURITIES  FIRMS  FIND  A 
lEW  HAVEN— IN  CONNECTICUT 


s  just  up  the  Infobahn  from  Wall  Street,  with  all  the  amenities 


>onald  E.  Weeden  has  always 
been  something  of  a  maverick. 
In  the  1970s,  he  led  the  crusade 
linst  fixed  brokerage  commissions  and 
/ocated  more  automation  on  Wall 
•eet.  Today,  Weeden  remains  ahead 
the  pack.  He  moved  his  institutional 
(kerage  firm,  Weeden  &  Co.,  out  of 
!  city  of  high  taxes  and  high  stress 
1  last  month  set  up  a  state-of-the-art 
ding  floor  in  Green- 
;h.  Conn.  Says 
ieden:  "The  sense 
feel  of  the  market 
as  good  here  as  it 
s  in  our  office  on 
iden  Lane." 
tVeeden's  recent 
ve  to  the  Nutmeg 
ite  is  being  dupli- 
ed  by  many  firms 
1  individuals  who 
i  that  modern  tech- 
ogy  can  replicate 
!  complex  trading 
i  research  opera- 
ns  they  once 
lught  could  exist 
y   in  Manhattan. 

3  exodus  is  making 
:  Greenwich-West - 
■t  rail  corridor  the 
gest  cluster  of  fi- 
ice  firms  outside  a 
jor  city  in  America— dozens  of  compa- 
s  located  in  quaint,  restored  houses 
1  shiny,  low-slung  office  buildings, 
d  it  may  help  explain  why  there's 
;n  a  glut  of  office  space  in  Manhat- 
's  financial  district. 

4  AMAZING  PLUS."  The  list  of  recent 
ivals  includes  some  heavyweights: 

$1  billion  hedge  fund  Ardsley  Part- 
's; Mutual  Life  of  Canada's  tmg  Fi- 
icial  Pi"oducts,  a  derivatives  shop;  for- 
r  Kidder  Peabody  investment  banking 
d  Scott  C.  Newquist,  whose  Advisory 
)ital  Partners  is  a  venture-capital  and 
;out  firm;  and  former  Federal  Re- 
ve  Board  Vice-Chairman  David  W. 
llins  Jr.,  who  joined  Long-Term  Cap- 
Management,  a  bond-trading  firm, 
day's  commimications  systems  are  so 
redible  you  don't  have  to  be  in  Man- 
tan,"  says  former  Citicorp  Chief  Econ- 
ist  Leif  H.  Olsen,  who  manages  about 
'  million  from  an  office  five  minutes 
m  his  New  Canaan  home. 


The  newcomers  join  a  plethora  of  tra- 
ditional corporate-finance  outfits  long  es- 
tablished in  the  area.  In  Stamford,  GE 
Capital  Services  Inc.,  with  $211  billion  in 
assets,  is  one  of  the  country's  largest 
financial-services  companies,  while  Gen- 
eral Re  Corp.,  with  $14  billion  in  assets, 
is  the  leader  among  several  Stamford- 
based  reinsurance  firms.  All  told,  em- 
ployment in  the  finance  sector  has  risen 


steadily  in  the  region,  fi'om  9,040  in  1982 
to  19,700  last  year.  Moving  to  Connecti- 
cut, says  Roger  Prichard,  chief  financial 
officer  of  TMG  Financial  Products,  has 
been  "an  amazing  plus"  in  luring  talented 
professionals. 

A  big  reason  for  Connecticut's 
growth  is  simply  financial.  The  com- 
bined federal  and  state  income  tax 
rates  for  top-bracket  taxpayers  is  38.9% 
in  Connecticut,  vs.  43.9%  in  New  York 
City.  By  moving  out,  partnerships  can 
also  avoid  New  York  City's  tax  on  unin- 
corporated businesses.  Wages  for  sup- 
port staff  are  also  lower,  as  are  most 
operating  expenses. 


Downside:  Suburbia  lacks  the 
vast  nexus  of  pros  who  swap 
the  latest  market  intelligence 


But  for  many  financial  types  fleeing 
the  city,  the  lures  are  less  tangible.  Alan 
H.  Dorsey,  research  director  for  Value 
Investing  Partners,  an  institutional  bro- 
kerage that  moved  to  Westpoil  in  1992, 
says  he  can  think  more  clearly  outside  of 
the  hubbub  of  Manhattan.  "Analytical- 
ly, it's  night  and  day,"  says  Dorsey.  Oth- 
ers report  that  with  less  time  commut- 
ing, there's  more  time  for  reading 
financial  statements,  poring  over  re- 
search reports,  and  just  pondering  the 
markets.  "I  think  I  am  more  efficient 
and  focused  than  I've  ever  been  in  a  12- 
year  Wall  Street  career,"  says  C.  Mi- 
chael Vaughn,  a  principal  in  Credit,  Re- 
search &  Tr-ading  Corp.,  which  spe- 
cializes in  junk  l)onds. 
GOLF  SHIRTS.  And  the  lifestyle  is  more 
leisurely.  Mike  P.  Goodbody,  executive 
vice-president  at  Greenwich  Partners 
Inc.,  which  trades  less- 
er-rated muni  bonds, 
says  that  on  a  recent 
afternoon,  one-third  of 
his  staff  was  out  play- 
ing golf.  "Believe  me, 
that  would  never  have 
happened  at  Morgan 
Stanley,"  he  says.  Of- 
fice attire  tends  to  be 
comfortably  casual: 
Traders  buy  and  sell 
millions  of  dollars  in 
securities  while  clad  in 
shorts  and  golf  shirts. 

Some  expats,  how- 
ever, miss  Wall 
Street's  vast,  tight- 
knit  nexus  of  financial 
professionals,  which 
provides  quick,  easy 
access  to  prospective 
customers  and  the  lat- 
est   market  intelli- 


gence. In  Connecticut,  everyone  general- 
ly heads  home  after  work  instead  of  to  a 
watering  hole.  But  a  closer  sense  of  com- 
munity is  developing.  Charles  L.  Glazer, 
whose  institutional  brokerage  was  an 
early  pioneer  when  it  set  up  shop  in 
Greenwich  in  1981,  organizes  occasional 
group  lunches.  "You  kind  of  have  a  quo- 
rum now,  if  you  will,"  he  says. 

So  far,  there's  been  no  move  to  Con- 
necticut by  a  big  Wall  Street  firm,  and 
the  exodus  of  the  boutiques  has  not 
caused  major  damage  to  Manhattan  real 
estate.  Two  years  ago,  Morgan  Stanley 
&  Co.  considered  moving  to  Stamford 
but  decided  to  stay  put  when  the  Big 
Apple  came  up  with  an  incentive  pack- 
age to  match  Connecticut's.  But  even  if 
the  major  firms  stay  in  Manhattan,  the 
steady  stream  of  Wall  Street  refugees  is 
expected  to  continue— and  help  secure 
a  place  for  southwestern  Connecticut  on 
the  map  of  the  world's  financial  centers. 
By  Tim  Smart  in  Greenwich,  Conn. 
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BY  GENE  G.  MARCIAL 

SliOT  MACHINES 
THAT  TAKE  BILLS: 
IGT'S  JACKPOT? 


Gambling  has  been  a  giant  loser 
this  year,  and  the  mother  of 
all  gaming  stocks— Internation- 
al Game  Technology,  the  world's 
largest  maker  of  slot  machines  and 
video  card  games— is  down  a  stagger- 
ing 40%,  to  19  a  share.  So  what  has 
management  done  about  the  first  ma- 
jor decline  in  years?  Buy  back  stock. 
So  far,  IGT  has  repurchased  3  million 
shares,  worth  $65  million. 

"It's  the  smartest  thing  to  do,  be- 
cause the  stock  has  been  so  unjustifi- 
ably mauled,"  says  a  money  manager 
at  a  major  New  York  hedge  fund,  who 
has  been  accumulating  IGT.  "Manage- 
ment knows  that  demand  for  slot  ma- 
chines, particularly  its  newest  ones 
that  feature  'embedded  bill  acceptors,' 
is  on  the  rise  and  that  earnings  will 
continue  to  grow  at  impressive  rates." 
These  bill  acceptors  take  in  dollar  de- 
nominations up  to  $100. 

Analyst  Steve  Eisenberg  of  Oppen- 
heimer  has  been  telling  clients  that 
IGT  is  the  "most  attractive  stock  in  our 
gaming  universe— a  pure-play  proxy 
for  the  worldwide  demand  for  gaming 
devices."  Eisenberg  figures  IGT  will  hit 
50  in  a  year  or  two,  based  on  several 
upbeat  factors  the  Street  hasn't  yet 
taken  into  account. 

One  is  the  rush  of  orders  for  the 
machines  from  casinos  in  Nevada  and 
Atlantic  City.  The  paper-money  fea- 
ture lets  machines  work  a  lot  faster 
and  cuts  overhead,  since  operators 
need  to  hire  fewer  money  changers. 
BRISK  TRADE.  IGT  Chairman  Charles 
Mathewson  figures  casinos  can  increase 
their  volume  by  10%  to  15%  with  the 
new  slots.  Even  though  operators  nor- 
mally replace  machines  only  after  sev- 
en years,  they  are  now  buying  new 
ones  as  fast  as  possible,  he  notes.  So 
far,  bill-acceptor  machines  make  up 
only  about  3%  of  casinos'  total.  Ma- 
thewson says  the  new  machines  cost 
$900  more  than  the  old  models.  Thus, 
both  the  casinos  and  IGT  benefit  from 
the  new  devices. 

Mathewson  Nelieves  IGT  will  suiprise 
analysts,  many  of  whom  think  gam- 
bling's growth  will  slow.  "The  pros- 
pects in  the  U.  S.  remain  great,  as  we 
expect  new  jurisdictions  to  allow  le- 
galized gambling  fairly  soon,"  he  says. 


IGT  WAS 
'UNJUSTIFIABLY  MAULED' 
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In  addition  to  the  lucrative  replace- 
ment market  for  slot  machines,  even 
more  alluring  new  products  are  being 
tested  in  Canada,  he  says. 

Eisenberg  thinks  at  least  four  more 
states  may  legalize  gambling  in  the 
next  nine  months:  Alabama,  Massa- 
chusetts, Pennsylvania,  and  Texas.  He 
believes  igt's  earnings  per  share  will 
continue  to  grow  at  a  30%  clip— hit- 
ting at  least  $1.10  this  year  and  $1.45 
in  1995,  up  from  84<P  in  1993. 


KNOGO  SETS  OFF 
ABUZZ 


There's  nothing  like  a  good  merger 
story  to  pull  a  stock  up  in  a  hur- 
ry. That's  what  happened  to  Kno- 
go  after  it  announced  in  late  June  that 
it  had  hired  Smith  Barney  to  seek  a 
buyer  or  a  strategic  partner  with  deep 
pockets.  Shares  of  the  maker  of 
antishoplifting  surveillance  systems  gal- 
loped from  10  in  early  June  to  15.  Is 
the  party  over  then  for  Knogo's  stock? 

"Far  from  it,"  says  Adam  Hutt,  head 
of  research  at  I.  A.  Rabinowitz,  a  New 
York  securities  firm.  He  thinks  Knogo 
has  just  started  to  roll.  He  puts  its 
buyout  value  at  $25.  "The  stock  would 
be  an  attractive  buy  at  12  times  its 
cash  flow  of  $2  a  share,"  says  Hutt. 
Trading  at  11  times  estimated  1995  net 
of  $1.35,  Knogo  has  a  book  value  of 
$12  a  share.  On  sales  of  $94  million,  it 
made  55<t  per  share  in  1993.  He  sees  a 
net  of  900  this  year. 

Rumors  are  that  Sensormatic  Elec- 
tronics, a  big  manufacturer  of  electron- 
ic and  video  surveillance  equipment, 
heads  the  list  of  companies  looking  to 


buy  Knogo.  Analysts  say  Sensormati 
wants  to  dominate  "source-tagging"- 
attaching  antitheft  labels  at  the  factor 
rather  than  the  stores.  Knogo  owns 
patented  "universal  source  imbedding 
technology  that  uses  its  minuscule  Su 
per  Strip  inserted  in  products  such  a; 
shoes,  clothes,  and  compact  disks.  Sen 
sormatic  Chairman  Ronald  Assaf  say; 
"we  are  always  looking  for  companie: 
with  niche  technology  or  products. 
But  he  declined  comment  on  Knogo 
Other  companies  rumored  to  be  inter 
ested  in  Knogo:  Checkpoint  Systems 
also  a  maker  of  electronic  surveillanc( 
systems;  3M;  and  a  European  electron 
ics  company.  Checkpoint  wouldn't  com 
ment,  and  3M  didn't  return  calls. 


USA  WASTE  MAY  BE 
ON  TOP  OF  THE  HEAP 


The  trash  business  is,  well,  in  th( 
dumps.  Environmental  stocks; 
very  much  the  in-group  of  th( 
1980s,  have  fallen  into  disfavor,  mainlji 
because  they  failed  to  measure  up  tc 
expectations.  But  not  all  of  them.  Ontj 
that  has  been  growing  fast— with  high! 
margins— is  USA  Waste  Ser-vices. 

Its  stock,  though,  has  not  escaped 
the  downdraft,  having  fallen  from  15  £ 
share  in  January  to  11  recently.  But  it 
is  one  of  the  few  antipollution  stock; 
that  is  gaining  fresh  support  from 
some  savvy  pros. 

"This  could  be  a  Browning-Ferris  in 
the  making,"  says  analyst  Ken  Leung 
of  Smith  Barney,  referring  to  the  $3.5 
billion  waste-management  company 
whose  stock  is  near  its  high  of  32.  He 
notes  that  John  Drury,  for  10  years 
the  president  and  chief  operating  offi- 
cer of  Browning-Ferris,  has  lately 
joined  USA  Waste  as  CEO. 

In  a  year,  Leung  expects  the  stock 
to  hit  20.  One  factor:  USA  Waste's  re- 
cent merger  with  Envirofil,  another 
solid-waste-products  company.  The 
combination  has  doubled  USA  Waste's 
$78  million  revenues,  to  a  projected 
$175  million  this  year.  By  yearend,  says 
Leung,  the  company  should  be  able  to 
grow  at  20%  or  better.  So  for  1995, 
earnings  are  expected  to  hit  $1.05,  up 
from  85<t  this  year,  he  figures.  Last 
year,  USA  Waste  made  36<t. 

Another  bull  on  the  stock  is  An- 
drew Barish  of  Robertson  Stephens,  a 
San  Francisco  investment  bank.  With 
its  "strengthened  management  team, 
USA  Waste  could  be  "one  of  the  most 
exciting  stocks"  in  the  tarnished  Indus 
try  over  the  next  year,  he  says. 
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Some  day,  one  of  us  may  need  the  latest  medical  information. 


Robust,  and  carefree  today,  we  seldom  think  about  the  time 
when  we  or  a  loved  one  will  face  a  health  problem. 
When  that  day  comes,  you  can  be  among  the  "healthinking" 
Americans  who  phone  Medical  Information  Service  to  learn  the 
latest  on  any  medical  subject. 

We  talk  with  you  to  identify  your  health  issue.  Then  we  access 
our  computer  databases,  including  the  National  Library  of 
Medicine's  "Medline."  From  more  than  5,000  medical  articles 
that  are  written  every  day  in  3,500  journals,  everything  about 
your  subject  is  selected.  For  a  nominal  charge,  our  summaries 
and  references  go  into  a  report,  mailed  to  you  within  24  hours. 


Current,  unbiased  and  accessible,  it's  your  own  second  opinion. 
Jwm  the  world's  experts. 

This  is  the  Information  Age.  And  it's  also  a  time  for  economical, 
intelligent  health  care.  So  phone  Medical  Infomiation  Service  to 
help  you  make  a  more  informed  decision  about  your  health,  or 
the  health  of  your  child,  spouse,  parent,  friend,  employee.  Or 
call  just  for  more  about  us,  so 
you'll  have  Medical  Information 
Service  on  file  for  the  day  you 
need  that  intellectual  control  of 
some  health  problem. 


MEDICAL 

INFORMATION 

SERVICE 


Medical  Inlorraation  Service  is  a  part  of  Uie  Palo  Alto  Medical  Foundation,  a  non-profil  organization  founded  60  years  ago,  dedicated  lo  medical  research,  education  and  patient  care.     PHONE  1-800-999-1999 
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PITY  NOT  THESE 
INK-STAINED  WRETCHES 


u 


sually,  it's  the  bur- 
glars who  are 
sneaky.  But  the  crime- 
busters  at  Britain's 
Forensic  Science  Ser- 
vice, or  FSS,  have  a 
tricky  new  weapon 
that's  striking  fear  in 
the  hearts  of  thieves:  in- 
\  isible  ink.  Trip  one  of 
the  latest  burglar  alarms 
from  Securicor  Alarms 
Ltd.  in  Walton-upon- 
Thames,  and  you  get 
spritzed  with  an  odor- 
less dye.  It's  harmless,  except  that  it  won't  wash  off  soon. 

Developed  by  Detective  Philip  Cleary  and  his  brother 
Michael,  a  chemist,  the  dye  serves  as  a  brand.  If  it  shows  up 
under  an  ultraviolet  light,  it  proves  the  wearer  was  at  one 
specific  place,  because  the  FSS  provides  a  unique  chemical 
formulation  for  each  store  or  home.  Although  the  new  Se- 
curicor alarms,  which  rent  for  about  $16  a  week,  have  been 
available  only  for  a  few  weeks  in  Bristol,  burglars  seem  to  be 
heading  for  safer  pickings.  Local  break-ins  are  down  75%, 
according  to  the  government's  Crime  Prevention  Center. 


SO  MUCH  FOR  DECLINING 
U.S.  COMPETITIVENESS 


Remember  all  the  hand-wringing  alxjut  how  the  faltering 
competitiveness  of  U.  S.  industry  would  create  a  nation  of 
l:)urger-flippers?  Well,  the  skeptics  may  have  to  eat  crow. 
The  latest  report  of  the  industry-backed  Council  on  Competi- 
tiveness "shows  a  number  of  areas  where  we've  had  real  im- 
provement," says  Paul  A.  Allaire,  CEO  of  Xerox  Corp.  and 
chairman  of  the  council.  In  1993,  for  instance,  the  bottom-line 
index  for  competitiveness— a  country's  standard  of  living- 
rose  1.9%  in  the  U.  S.,  compared  with  only  0.2%  in  Japan. 
Overall  productivity  climbed  1.5%,  while  Japan's  dropped 
0.1%.  And  investment  in  plants  and  equipment  jumped  11.8%, 
compared  with  a  plunge  of  8.5%  in  Japan. 

Not  all  the  gloom  has  been  swept  away,  though.  An  ac- 
companying survey  showed  that  CEOs,  university  presidents, 
and  lal)or  leaders  believe— by  a  margin  of  2  to  1— that  Amer- 
ica's most  difficult  competitiveness  challenges  are  still  ahead. 
Explains  Allaire:  "If  we  don't  address  longer-term  issues  like 
education  and  the  low  savings  rate,  we  will  not  l:)e  aljie  to  sus- 
tain the  improvement." 


A  KILLER  PROTEIN  STARTS 
LEAVING  SOME  CLUES 


A protein  dubbed  p5.3  is  among  the  body's  most  intriguing 
substances.  It  normally  helps  repair  DNA  and  prevents  the 
unchecked  gi'owth  of  cells.  But  mutated  versions— scientists 
have  found  more  than  1,000— have  been  implicated  in  dozens  of 
cancers.  And  now,  a  report  in  the  July  15  Science  shows  that 
p53's  normal  action  can  even  be  blocked  by  viruses. 

The  development  of  therapies  for  diseases  caused  when 


the  protein  goes  awry  has  been  hampered  by  lack  of  kno 
edge  about  how  the  molecule  works.  Part  of  the  puzzle  I 
been  solved  by  researchers  at  New  York's  Memorial-Sk 
Kettering  Cancer  Center.  By  shining  X-rays  onto  crystalli; 
p53  proteins,  they  determined  the  three-dimensional  str 
ture  of  a  key  I'egion  of  the  molecule.  The  results,  reported 
the  same  issue  of  Scieiice,  show  that  p53  binds  to  DNA's  c 
tours.  This  explains  why  mutations  that  change  p53's  sh£ 
prevent  correct  binding  and  thus  block  its  normal  acti' 
Now  the  bad  news:  The  molecule  is  so  complex  that  many 
the  drugs  being  tested  have  no  chance  of  working.  This 
covery,  says  Harvard  University  oncologist  Stephen  Friend 
an  accompanying  commentary,  "has  set  a  higher  hurdle 


THE  PENTAGON  PONIES  UP 
FOR  FIAT  PANELS 


The  Pentagon  took  a  big  step  in  early  July  to  nurture  a  (* 
mestic  flat-panel-display  industry.  The  brass-hat  gang  vif 
pick  up  half  the  cost  of  a  $100  million  factory  to  make  so-call^ 
active-matrix  liquid-crystal  displays  (LCDs)— the  most  commi 
type  of  flat  screen.  At  typical  prices  of  $1,000  or  so,  they  c*- 
the  most  expensive  component  in  laptop  computers.  The  $} 
million  will  go  into  a  plant  to  be  built  by  AT&T,  Xerox,  al 
Standish  Industries,  a  Lake  Mills  (Wis.)  manufacturer  of  LCi.,' 
Because  Japanese  suppliers  control  95%  of  the  fast-growij 
flat-panel  business— now  about  $5  billion  worldwide  and  he;;- 
ing  for  $40  billion  by  2000— the  Pentagon  in  April  announc 
plans  to  seed  a  U.  S.  industry  with  $580  million  over  t! 
next  five  years.  Industrial-policy  critics  jumped  on  the  schenj 
but  market  researcher  O'Mara  &  Associates  in  Palo  Al 
Calif.,  says  that  U.  S.  companies  are  outspending  the  govei 
ment  3  to  1,  after  belatedly  recognizing  the  market  potent 
of  flat  screens.  Eight  startups  have  raised  more  than  $200  rr 
lion  since  1990,  O'Mara  says,  while  established  compani 
have  invested  nearly  $500  million. 


LIHLE  FRIDGES 
FOR  THOSE  HOT  PCs 


As  microprocessors 
rev  up  to  ever- 
faster  speeds,  they  gen- 
erate more  heat— making 
it  hard  for  personal  com- 
puters to  stay  cool.  So 
Digital  Equipment  Corp. 
dreamed  up  a  little  pipe 
organ  that  sits  on  a  chip 
and  sucks  up  heat.  Its 
tiny  pipes  contain  alco- 
hol. At  the  bottom,  heat 
causes  the  liquid  to  boil. 
The  vapors  rise  to  the 
top  where,  cooled  by  the 
PC's  fan,  the  alcohol  reverts  to  a  liquid  and  flows  back  dow 
Could  such  an  intricate  device  be  produced  economicall 
DEC  put  it  to  Randall  M.  German,  a  professor  of  matei'ials  si 
ence  at  Pennsylvania  State  University.  He  succeeded  in  mol 
ing  prototypes  from  tungsten-copper  alloy.  That  got  the 
tention  of  Aavid  Engineering  Inc.  The  Laconia  (N.  H.)  compai 
is  making  its  own  little  fridge  for  computers  and  concedes  th 
dec's  design  is  clever,  but  pricier  than  the  plastic-and-copp 
system  Aavid  introduced  last  fall.  "It's  a  validation  of  oi 
approach,"  says  Ralph  Larson,  head  of  Aavid's  research  lab 
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GREEN  INDUSTRIAL 
OLICY  TAKES  ROOT 

e  Clintonites  are  pushing  a  new  enviro-tech  strategy 


Iw  1 


hen  a  nearby  hospital  spilled 
several  gallons  of  hazardous 
formaldehyde  four  years  ago, 
idy  M.  Skalla  smelled  opportunity. 
Ua,  \ace-president  of  s&s  Co.  of  Geor- 
Inc,  an  Albany  (Ga.)  maker  of  spe- 
ty  chemicals,  realized  that  hospitals 
■e  spending  plenty  to  haul  away 
nt  formaldehyde.  So  s&S  developed  a 
'  of  chemically  transforming  the  pre- 
/ative  to  render  it  harmless  enough 
pour  down  the  drain.  The  method 
5  disposal  costs  in  half,  but  selling  it 
;keptical  towns,  water  districts,  and 
;es  has  been  a  Herculean  task.  "The 
yest  block  has  been  federal,  state, 
local  government,"  Skalla  says. 
i.s  President  Clinton  might  say: 
idy,  the  White  House  feels  your  pain, 
m  the  moment  they  took  office,  Vice- 
sident  Al  Gore  and  Presidential  sci- 
e  adviser  John  H.  Gibbons  promised 
^een"  industrial  policy  to  promote 
development  and  adoption  of  innova- 
!  environmental  technologies.  Now, 
Administration  is  beginning  to  deliv- 
On  July  15,  Gore  was  scheduled  to 
eil  the  first  stage  of  the  long-awaited 
iative.  The  preliminary  plan  proposes 
sweep  away  rules  that  discourage 
r  technologies,  to  boost  export-promo- 
1  efforts,  and  to  have  Washington 
:ify  new  methods  that  work,  such  as 
[riendly  solvents,  bacteria  that  eat 
lution,  and  faster 
rs  of  identifying  con- 
linants  (table).  The 
Tiinistration  will  also 
jr  more  than  $100 
lion  over  the  next 
)  years  to  help  en- 
>businesses  bring 
V  technologies  to 
rket. 

['he  White  House 
les  the  program  will 
p  the  U.  S.  environ- 
ntal-technology  in- 
try  increase  employ- 
Qt.  The  government 
aid  also  be  a  direct 
leficiary,  gaining  the 
ans  to  clean  up  its 
1  befouled  bomb  lab- 


oratories and  military  in- 
stallations. "Our  vision  is 
of  long-term  economic 
growth  that  creates  jobs 
while  improving  and  sus- 
taining the  environment," 
says  Gibbons. 

Uncle  Sam's  helping 
hand  couldn't  come  at  a 
better  time.  The  $140  billion  environ- 
mental business  was  created  largely  by 
government  laws  and  regulations.  But 
after  double-digit  annual  growth  in  the 
1980s,  companies  were  hit  by  a  double 
whammy:  the  recession  and  a  slowdown 
in  federally  mandated  cleanup  progi'ams 
such  as  the  Superfund.  In  1993,  industry 
revenues  rose  only  2.7%.  "Green"  mu- 
tual funds  ranked  dead  last  among  the 
28  categories  tracked  by  Lipper  Ana- 
lytical Services  Inc.  Also  to  blame  are 
varying  requirements  among  states— 
which  administer  environmental  laws— 
for  technology  standards  and  permits. 
The  patchwork  system  makes  it  expen- 
sive and  hard  to  market  enviro-gear— es- 
pecially innovative  technologies. 
WEAPONS  MESS.  The  Administration's 
initiative  won't  bring  an  immediate  turn- 
around. The  surest  way  to  assist  envi- 
ronmental companies  would  be  to  force 
every  industry— and  government,  too— to 
spend  more  on  pollution  control.  But 
that  would  be  both  a  drag  on  the  econo- 


CARROTS  TO  BOOST  INNOVATION 


By  encouraging  the  development  and  adoption  of  innovative  environ- 
mental technologies,  the  Clinton  Administration  hopes  to  spur  the 
economy,  foster  pollution  prevention,  and  help  tackle  the  government's 
own  cleanup  problems.  Here's  how: 

►  Coordinate  green-technology     ►  Make  regulation  more  flex- 


programs  m  vanous  agencies 

►  Test  and  verify  technologies, 
offering  a  government  stamp  of 
approval  for  those  that  work 

►  Harmonize  conflicting  state 
and  local  regulations,  so  that 
green-tech  companies  won't 
have  to  get  individual  permits 
for  thousands  of  locales 


ible,  so  that  industry  can  buy 
riskier  but  potentially  more  ef- 
fective technologies 

►  Spend  $100  million  over  two 
years  helping  companies  com- 
mercialize new  technologies 

►  Step  up  efforts  to  sell  U.  S. 
green-tech  companies'  products 
overseas 


my  and  political  folly.  White  House  offi- 
cials say.  Beyond  that,  the  Administra- 
tion's more  modest  proposals  won't  aid 
all  4.5,000  U.  S.  enviro-corporations  equal- 
ly. The  traditional  part  of  the  business  is 
devoted  to  disposing  of  waste  or  clean- 
ing up  contaminated  sites  or  pollution-la- 
den factory  effluent.  But  more  compa- 
nies are  developing  processes  that 
produce  little  or  no  pollution  in  the  first 
place.  The  Administration's  focus  on  fos- 
tering such  prevention  could  undermine 
the  traditional  cleanup  artists.  And  En- 
ergy Dept.  officials  worry  that  the  new 
initiative  won't  sufficiently  encourage 
the  development  of  the  cleanup  technol- 
ogies needed  to  tackle  the  mess  at  the 
nation's  weapons  labs. 

White  House  officials  counter  that 
such  methods  won't  be  neglected.  Be- 
sides, Administration  officials  promise 
that,  long  before  the  U.  S.  is  pristine 
enough  to  put  cleanup  companies  out  of 
business,  export-promotion  efforts  will 
have  helped  open  up  new  markets  for 
them  overseas.  In  fact, 
the  most  difficult  task 
facing  the  Clintonites  is 
to  transform  the  White 
House's  lofty  pro- 
nouncements into  ac- 
tion at  the  regulatory 
agencies.  "It  takes  ex- 
traordinary effort  to 
get  the  message  down 
to  the  staff  level- 
where  the  chemicals 
meet  the  environment," 
says  Washington  envi- 
ronmental lawyer  Wil- 
liam J.  Walsh  of  Pep- 
per, Hamilton  & 
Scheetz. 

Witness  California's 
battle  with  the  Envi- 
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ronmental  Protection  Agency  over  car- 
emission  inspections.  California  wants 
to  try  a  new  approach  that  has  been 
successfully  tested— supplementing  tradi- 
tional smog-check  inspections  with  curb- 
side  remote-sensing  devices  to  detect' 
the  worst  polluting  vehicles.  But  the 
EPA  insists  that  the  traditional  approach 
of  using  central  facilities  to  do  biennial 
checks  on  cars  is  the  best  solution.  "The 
White  House  says:  'We  need  innovative 
technologies,'  but  their  own  bureaucrats 
are  doing  everything  they  can  to  block 
those,"  charges  Donald  H.  Stedman,  the 
University  of  Denver  chemist  who  devel- 
oped the  remote-sensing  device. 
OVER  THERE.  Despite  such  obstacles,  in- 
dustry executives  see  the  Clinton  initia- 
tive as  a  positive.  "We're  hopeful,"  says 
Brian  A.  Runkel,  executive  director  of 
the  California  Environmental  Business 
Council.  Since  foreign  markets  are  pre- 
dicted to  grow  faster  than  those  at 
home,  "we  especially  like  the  focus  on 
environmental-technology  export  promo- 
tion," he  says.  What's  more,  industry 
executives  have  proof  that  some  of 
Gore's  and  Gibbons'  suggested  strate- 
gies—notably, the  idea  of  a  governmental 
seal  of  approval  for  technologies  and 
products— can  give  the  industry  a  boost. 

Earlier  this  year,  California  started  a 
test  and  certification  program  that's  a 
model  for  what  the  Clintonites  propose 
nationwide.  And  the  first  five  technolo- 
gies to  win  a  state  seal  of  approval  are 
already  reaping  benefits.  On  Apr.  20, 
the  day  the  state  declared  its  intent  to 
certify  the  s&s  formaldehyde-disposal 
system.  Kaiser  Permanente,  a  giant 
health-maintenance  organization,  an- 
nounced it  would  use  the  product  in  all 
of  its  Northern  California  facilities.  The 
California  certification  "gives  us  a  shot  in 
the  arm,"  says  Skalla.  "It  will  open  doors 
as  far  away  as  Australia."  Similarly, 
Dwight  Denham,  Southwest  regional 
manager  for  EnSys  Inc.,  based  in  Re- 
search Triangle  Park,  N.  C,  predicts  that 
state  approval  for  its  technology— a  test 
that  spots  polychlorinated  biphenyls  in 
contaminated  soil— will  help  the  company 
doulile  its  sales  over  the  next  year. 

The  White  House  plan  probably  will 
not  create  such  striking  results  so  quick- 
ly. The  new  strategy  won't  be  complete 
before  yearend,  after  consultation  with 
industry.  After  that,  it  may  take  months, 
even  years,  to  set  up  federal  certification 
programs  or  make  the  morass  of  state 
and  local  rules  consistent.  What's  more, 
say  congressional  staffers,  some  of  the 
changes  will  require  legislation  or  may 
wither  for  lack  of  funding.  But  even 
skeptics  are  giving  Clinton  credit  for 
trying.  And  eventually,  the  plan  just 
might  lead  to  a  cleaner  and  more  pros- 
perous America. 

By  John  Carey  in  Washington 


GOLF  I 


LIFTING  THE 
GOLF  BAG  BURDEN 


How  T.  J.  Izzo's  little  idea  is  lightening  loads  on  the  links 


Scratch  golfer  T.  J.  Izzo  nearly  gave 
up  the  game  when  a  bad  back  left 
him  writhing  in  pain  after  lugging 
his  clubs  for  18  holes.  Real  golfei-s  don't 
ride  in  carts,  he  says.  Then,  one  night  in 
1988,  Izzo  awoke  from  a  dream  about  a 
harness-like  golf-bag  strap.  He  jumped 
out  of  bed  and  made  a  mock-up  from 
duct  tape  and  towels. 

Izzo's  brainstorm  was,  he  says,  "a  bet- 
ter mousetrap"— although  the  world  did- 
n't exactly  beat  a  path  to  his  door.  The 
Izzo  Dual  Strap  suc- 
cess story  proceeds 
step  by  plodding  step. 

First,  Izzo,  a  subur- 
ban Denver  home- 
builder,  persuaded  a 
friend  to  put  up 
$15,000  to  patent  the 
strap  in  exchange  for 
10%  of  any  future  roy- 
alties. The  patent  was 
issued  in  1991,  and 
Izzo  negotiated  a  li- 
censing agreement 
with  Wilson  Sporting 
Goods  Co.,  letting  it 
manufacture  the  strap 
under  its  name  in  re- 
turn for  help  in  de- 
fending the  patent 
against  knockoffs. 

Meanwhile,  Izzo  had 
produced  1,500  straps 
on  his  own  with  an- 
other $15,000  put  up  by  a  golfing  luiddy, 
a  surgeon  who  "loved  the  idea,  because 
he  tells  women  not  to  carry  purses  on 
one  shoulder,"  Izzo  says. 

Samples  were  sent  to  golf  publica- 
tions, which  endorsed  the  $29.95  strap. 
Doctors  recommended  it,  too.  "It  has 
real  orthopedic  benefits.  It's  a  simple 
concept  to  distribute  forces  evenly 
across  the  shoulders  and  spine,"  says 
David  A.  Haaland,  an  orthopedic  sur- 
geon in  La  Mesa,  Calif. 
GALLERY  SHOW.  Still,  sales  languished. 
Izzo  feels  that's  because  golfers  likened 
his  strap  to  a  backpack's,  which  can  be 
awkward  to  put  on  and  take  off.  The 
Izzo  is  different.  One  strap  is  lined  with 
velour  to  grip  the  shoulder;  the  other 


has  a  nylon  lining  to  slip  off  with  ea; 
To  show  professionals  the  strap  in 


a!i| 

i 


CADDIE  SUNESSON:  ONE  LOOP 
GRIPS  AS  THE  OTHER  SLIPS  OFF 


tion,  Izzo  attended  tournaments,  stai 
ing  in  the  gallery  with  his  bag  strapp 
on.  Among  the  first  to  notice:  J. 
chael  Carrick,  Tom  Kite's  caddie  and 
du'ector  of  the  Pi'ofessional  Tom-  Cadd 
Assn.  Carrick  wears  the  strap  to  easi 
sore  back  and  muscle  spasms.  But 
takes  some  ribbing.  "Tom  calls  it 
'geek  strap,'"  says  Carrick.  The  st: 
got  a  big  boost  when  well-known  cad 
Fanny  Sunesson  t( 
the  London  Daily  l\ 
press  she  almost  gai^ 
up  caddying  for  N 
Faklo  because  of  b 
pain.  The  strap  savl 
her  career,  she  tc 
the  newspaper.  Iz 
then  signed  her 
promote  his  baby 
the  Professional  Go 
ers  Assn.  Europe 
Tour 

In  April,  1992,  Iz 
formed  Izzo  Systei 
Inc.  He's  preside 
and  chief  executiv 
He  raised  $380,000  f 
operations  by  sellii 
10%  of  the  company 
a  group  of  Wyomii 
investors.  In  additio 
Izzo  brought  in  Jose] 
Louis  Barrow  Jr.,  S( 
of  late  heavyweight  champ  Joe  Lou 
as  senior  vice-president  for  marketin 
Barrow  signed  up  24  independent  re 
in  the  U.  S.  and  8  foreign  distributor 
Barrow  has  also  targeted  college  tean 
and  top  junior  players  because  "they' 
trend-setters,"  he  says. 

Izzo  predicts  revenues  of  $1.7  milli( 
this  year  on  the  sale  of  92,000  strap 
Last  year,  he  made  his  first  profit: 
net  of  $12,000  on  revenues  of  $1  milli( 
fi-om  75,000  straps.  He's  trying  to  rai; 
$5(X),000  for  an  assembly  plant  in  Whe 
Ridge,  Colo.  There's  just  one  divot 
this  venture  so  far:  Now  that  Izzc 
spending  all  his  time  on  the  strap,  h 
golf  handicap  has  gone  from  0  to  7. 
By  Sandra  D.  Atchison  in  Wheat  Rid 
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A  Message  On  The  Risk  Of  Moving  To 

Client/Server  Without  A  Complete 
Set  Of  Tools.  Brought  To  You  By  The 
Only  Company  To  Offer  One. 

Some  businesses  are  choosing  a  perilous  route  to 
:lient/server  technology.  By  partnering  with  companies 
hat  don't  offer  all  the  tools  necessary  to  make  this 
ransition,  they  risk  making  a  huge  investment  that 
ails  to  take  them  where  they  need  to  go. 

Which  is  why  you  should  know  about  Cognos'.  We 
ire  the  only  company  to  offer  a  complete  set  of  tools  to 
)uild  and  deploy  client/server  applications. 

At  the  forefront  of  our  product  line  are  our 
ipplication  development  tools,  PowerHouse'  and  Axiant 
3ur  second-generation  client/server  tool.  Both  enable 
developers  to  quickly  create  powerful  high-performance 
ipplications. 

We  also  offer  Impromptu'  and  PowerPlay*  our 


Windows-based  data  analysis  and  reporting  tools  that 
empower  everyone  in  your  organization  by  helping  them 
retrieve  and  analyze  the  information  they  need  to  make 
informed  business  decisions.  And  these  tools  support 
leading  databases  like  ORACLE,  Sybase,  and  InterBase. 

When  it  comes  to  client/server  technology,  it's 
not  simply  a  question  of  crossing  that  bridge  when  you 
come  to  it.  It's  a  question  of  finding  a  strong,  stable 
bridge.  Cognos. 

For  more  information  or  a  free  copy  of  our  extensive 
white  paper,  "Building  and  Deploying  Applications  in  the 
'90s,"  call  1-800-223-2321, 


extension  6302.  In  Canada,     ^__^.^%JJ  ^^'^ 


call  1-800-361-3163.  Tools  That  Build  Business 


©1994  Cognos.  Incorporated.  Cognos.  PowerHouse.  Impromptu,  PowerPlay.  Axiant  and  Tools  Thai  Build  Business  are  trademarks  of  Cognos.  jncorporaled.  Ail  others  are  the  property  of  their  respective  trademark  holder 
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SEATTLE,  A  MULTIMEDIA 
KIND  OF  TOWN 


Microsoft's  backyard  is  home  to  a  host  of  CD-ROM  upstarts 


The  names  are  tongue-in-cheek- 
Mammoth,  Humongous,  and  Hy- 
perljole— but  their  outsized  ambi- 
tions are  for  real.  These  startups  and  at 
least  a  dozen  others  clustered  in  and 
around  Seattle  are  determined  to  strike 
it  big  in  multimedia,  a  new  category  of 
software  combining  video,  sound,  and 
graphics.  In  the  process,  they're  putting 
Seattle  on  the  map,  right  next  to  cre- 
ative centers  such  as  Hollywood  and  San 
Francisco's  so-called  Multimedia  Gulch. 

Why  Seattle?  First  and  foremost, 
there's  Microsoft  Corp.  The  $4.5  billion 
software  giant,  located  on  a  265-acre 
campus  in  Redmond,  across  Lake  Wash- 
ington from  Seattle,  has  brought  an 
abundance  of  programming  whiz  kids  to 
the  area,  along  with  scores  of  software 
startups.  But  these  young  companies 
also  draw  on  Seattle's  right-brain  side: 
its  renowned  music  scene,  acclaimed  the- 
ater, and  a  surprising  array  of  creative 
talent  including  filmmakers,  animators, 
writers,  producers,  and  artists.  The  re- 
sult is  a  thriving  new  media  commu- 
nity—call it  Multimedia  Grove. 

All  told,  the  500  or  so  employees  of 
Seattle's  1(5  most  promising  multimedia 
outfits  could  fit  into  one  wing  of  Building 
25,  the  latest  addition  to  Microsoft's 
sprawling  campus.  But  because  the  lat- 
est startups  are  focusing  on  what  mar- 
ket researchers  say  will  be  close  to  a  $1 
billion  market  in  1995,  they're  attracting 
the  attention,  and  dollars,  of  venture 
capitalists  and  industry  watchers  from 
all  over.  "Seattle  is  really  coming  into  its 
own.  Only  recently  have  there  been  real- 
ly interesting,  backable  companies  out- 
side Microsoft  and  [desktop-publishing 
software  maker]  Aldus,"  says  Douglas 
-J.  Mackenzie  of  Kleiner  Perkins  Cau- 
field  &  Byers,  a  top  Silicon  Valley  ven- 
ture capital  firm. 

The  money  is  rolling  north.  In  Janu- 
ary, Redmond-based  Edmark  Corp.,  a 
maker  of  educational  software  lor  kids, 
raised  $5.5  million  from  Kleiner  Perkins 
and  two  other  venture  funds.  Brisk  sales 
of  "edutainment"  titles  such  as  a  series 
featuring  Putt  Putt,  an  animated  car, 
drew  an  unsolicited  investment  offer  for 
Humongous  Entertainment  from  Palo 


Alto-based  Hummer  Winblad  Venture 
Partners.  The  Woodinville  (Wash.)  start- 
up was  founded  in  1992  by  Shelley  Day 
and  Ron  Gilbeil,  former  game  producers 
at  LucasArts.  They  met  with  more  than 
10  investor  groups  l)efore  accepting  $1.2 
million  from  Hummer  Winblad  in  April. 
Says  Ann  Winljlad:  "We  pursued  them 
to  convince  them  that  venture  capital 
might  help  them." 

Seattle's  upstarts  are  also  drawing 
the  interest  of  newspaper  and  magazine 
publishers  rushing  to  grab  a  piece  of 
the  multimedia  pie.  In  May,  The  Wash- 
ington Post  bought  80%  of  CD-ROM  pro- 
ducer Mammoth  Micro  Productions, 
which  operates  out  of  Seattle.  And  on 
June  8,  Meredith  Corp.,  publisher  of  Bet- 
ter Homes  &  Gardens,  bought  a  minority 
stake  in  Seattle's  Multicom  Publishing,  a 
three-year-old  maker  of  home-oriented 
CD-ROM  programs. 

"CHOMPING  AT  THE  BIT."  Microsoft  mon- 
ey also  plays  a  big  role.  Microsoft  co- 
founders  Paul  G.  Allen  and  William  H. 
Gates  III  are  dipping  into  their  respec- 
tive personal  fortunes  to  finance  multi- 
media projects  at  companies  such  as 
Starwave  Corp.  and  Continuum  Produc- 
tions Corp.  And  Microsoft  employees 
regularly  turn  entrepreneur  overnight 
by  cashing  in  stock  options.  Patrick  Ford, 
for  example,  resigned  from  Microsoft's 
Multimedia  Systems  group 
where  he  was  a  manager  for 
interactive  TV  tools  in  February, 
one  week  after  he  became  fully 
vested,  to  start  Splash  Studios 
Inc.  "I  was  just  chomping  at  the 
bit  to  start  my  own  comi:)any," 
he  says.  With  his  $1  million  nest  egg 
Ford,  35,  plans  to  produce  four  multi- 
media CD-ROM  titles  for 
kids  this  year,  hopes  to 
move  into  interactive  TV. 
He  dreams  of  $100  mil- 
lion in  sales  in  10  years. 

Steve  Podradchik,  27, 
couldn't  wait  for  his  op- 
tions. He  quit  his  job  as  a  prod- 
uct manager  at  Microsoft  last 
August,  four  months  short  of 
vesting,  to  start  Medio  Multi- 
media Inc.  By  November,  Me- 


Some  Seaiile-area  mulfime 
hopefuls,  their  projected  1  ^ 
revenues,  key  products,  arn 
year  founded 


LONE  WOLF 


Networking  method  to 
improve  audio  systems 
Partly  owned  by  Microsoft  co- 
founder  Paul  Allen.  (1988) 


S6 

MILLION 


HYPERBOLE 


$2.5*   Interoctive  novels  and 
MILLION    films  on  CD-ROM, 
such  as  Madness  of  Roland, 
Quanhjm  Gate.  (1990] 


STARWAVE 
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NO 
SALfS 
YET 


Paul  Allen  startup  developing  sports 
and  outdoor  on-line  services,  and 
music  and  entertainment  CD-ROMs.  Also  ex- 
ploring broadband  technology.  (1993) 


OINVILLE 


tcmsoft 


REDMOND 


HUMONGOUS 


56 

MILLION 

the  characters  Putt-Putt,  Fatty  Bear, 
Freddi  Fish.  (1992) 


nteractive  entertainment 
software  for  kids,  featuring 


MIDI  SOFT 

Interactive  software  for 

/  MIIUON 

creating  music.  (1986) 

$]2     Educational  software  for  kids. 
MILLION     Titles  include  Bailey's  Book 
House,  Millie's  Math  House,  KidDesk, 
Sammy's  Science  House.  (1970) 


Interactive  CD-ROM  publisher 
J     of  informational  titles  explor- 
JFK  assassination,  architecture, 
world  music.  (1993) 


dio  had  published  three  CD-ROM  titles,  in- 
cluding an  attention-grabbing  disk  on 
the  JFK  assassination  that  uses  video 
clips,  animation,  and  book  excerpts.  Its 
22  employees,  crammed  into  three  rooms 
in  Redmond,  have  produced  six 
titles  and  generated  more 
than  $1  million  in  sales. 

Other  Microsoft  alums 
haven't  had  such  overnight 
success.  Raymond  Bily  left 
Microsoft  in  1986,  the  year 
it  went  public,  and  cashed 
in  his  shares  to  found  Midi- 
soft,  whose  software  lets  you 
create  electronic  music.  Bily, 
33,  struggled  until  1992,  when 
the  market  for  computer  sound 
cards  exploded  and  makers  of 
the  cards  began  "bundling"  Mid- 
isoft  software  with  their  prod- 
ucts. Sales  jumped  to  $1  million 
in  1992  and  $2.5  million  in  1993, 
when  the  company  went  public. 
DATA  GLOVES.  Money's  not  the 
only  advantage  proximity  to  Mi- 
crosoft brings.  While  the  San 
Francisco  area's  multimedia  indus- 
try grew  up  around  Apple  Com- 
puter Inc.  and  its  Macintosh,  Se- 
attle's developers  are  attuned  to 
Windows  and  are  now  riding  the 
success  of  that  software,  which  is  a 
far  bigger  market  than  Macintosh 
represents.  And  Seattle-area  devel- 
opers run  to  Redmond  when  they 
need  help.  Says  Humongous'  Day:  "It's 
very  advantageous  in  Windows  devel- 
opment to  have  Microsoft  here." 

But  it's  also  clear  Microsoft  will  be  an 
awesome  rival  for  Seattle's  multimedia 
hopefuls.  Its  rapidly  gi-owing  Consumer 
Div.  is  spending  hundreds  of  millions  to 
develop  multimedia  programs,  including 
edutainment  disks.  Says  Ford  of  Splash 
Studios:  "You  can't  be 
in  the  software  business 
and  not  compete  direct- 
ly with  Microsoft." 

Whether  Microsoft  is 
friend  or  foe,  Seattle  is 
likely  to  continue  to 
draw  multimedia  talent.  It  of- 
fers a  reasonable  cost  of  liv- 
ing—including no  state  income 
tax— plus  an  outdoorsy  lifestyle 
and  a  thriving  arts  community. 
It  was  Seattle's  lively  mu- 
sic scene,  foi-  example,  that 
attracted  Mark  Lacas,  co- 
founder  of  Lone  Wolf,  a 
maker  of  software  for  pro- 
fessional audio  equipment. 
Lacas  moved  Lone  Wolf  in 
February  from  Redondo  Beach,  Calif., 
to  a  new  office  next  door  to  The  Vogue, 
the  nightclub  where  the  rock  band  Nir- 
vana got  its  start. 

But  it  was  more  than  gnmge  that  at- 


tracted Lacas.  He  was  also  taken  by 
Seattle's  innovative  arts  scene.  One  ex- 
ample he  cites:  a  little  known  club  called 
the  Northwest  CyberArtists,  where 
members  combine  experimental  music, 
art,  dance,  and  technology  in  such  avant 
garde  shows  as  a  water  fountain  con- 
trolled by  music,  or  data  gloves  that 
can  point  to  a  spot  and  make  sound 
come  from  it.  "These  things  wouldn't 
happen  in  L.  A.  or  the  Bay  Area  be- 
cause there's  no  economic  incentive  to 
them,"  says  Lacas.  "The  Northwest  has 
a  better  ethic  for  the  creation  of  new 
media."  In  addition  to  artistic  fervor, 
Lacas  enjoys  the  funding  he  received 
from  billionaire  Paul  Allen. 

For  Greg  Roach,  Seattle's  strong  act- 
ing community  was  a  major  draw.  He 
moved  his  company,  Hyperbole  Studi- 
os, from  Houston  to  Bellevue  last  year. 
An  actor  himself,  he  used  30  live  ac- 
tors for  his  interactive  CD-ROM  adven- 
ture movie.  Quantum  Gate.  "Interactive 
media  is  a  potential  new  art  form,"  says 
Roach,  32.  He  prefers  the  countercul- 
ture image  but  is  learning  to  live  in 
the  world  of  business.  Because  of  finan- 
cial difficulties  at  his  distributor.  Me- 
dia Vision,  Roach  is  in  search  of  a  new 
partner,  preferably  one  with  $10  mil- 
hon  to  invest. 

Meanwhile,  Seattle  is  becoming  a  des- 
tination for  Hollywood  entertainment 
professionals.  Paul  Allen's  Starwave  is 
producing  CD-ROMs  in  collaboration  with 
big  names  such  as  British  rock  star  Pe- 
ter Gabriel  and  actor-director  Clint  East- 
wood. Even  Allen's  Asymetrix,  which 
started  out  by  making  software-develop- 
ment tools,  has  gotten  into  the  act.  The 
company's  new  entertainment  division 
has  worked  with  MCA  Inc.  and  Steven 
Spielberg's  Amblin  Entertainment  to 
produce  a  Jurassic  Park  screen  saver. 
Next  for  Asymetrix:  software  featuring 
cartoon  favorites  Rocky  and  Bullwinkle 
and  the  Pink  Panther. 

Other  Hollywood  transplants  include 
producer  Scott  Rosenfelt  {Home  Alone) 
and  actor  Tom  Skerritt  (Picket  Fences). 
Their  new  company,  Seattle-based  Shad- 
owCatcher  Entertainment,  has  plans  to 
develop  projects  to  meld  film  and  TV 
with  computing.  "Seattle  is  becoming  a 
hotbed  of  people  who  came  from  film, 
TV,  games,  computers,  and  music,"  says 
Lucie  Fjeldstad,  ShadowCatcher's  new 
chairman,  at  one  time  IBM's  multimedia 
chief. 

Even  if  today's  startups  don't  turn 
into  humongous  or  mammoth  successes, 
Seattle  could  still  become  the  multimedia 
mecca  of  the  '90s.  Why?  "It  has  a  very 
interesting  approach  to  blending  culture 
and  technology,  and  that's  what  multime- 
dia is  all  al)out,"  points  out  Mammoth  co- 
founder  Tom  Lopez.  Hollywood,  look  out. 

By  Don  Jones  Yang  in  Seattle 
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HEALTH  COSTS:  WEAVING 
YOUR  OWN  SAFETY  NET 


Lulled  into  a  false  sense 
of  security  by  years  of 
automatic  employer-spon- 
sored health  insurance,  many 
people  don't  give  enough 
thought  to  how  they're  going 
to  pay  medical  bills  after  they 
retire.  They  don't  realize  that 
the  good  old  days  of  lifetime 
health-care  benefits  are  gone 
and  that  many  companies  are 
either  asking  retirees  to  pick 
up  the  premiums  or  axing  the 
coverage  altogether. 

"People  have  to  wake  up 
and  realize  Corporate  America 
isn't  going  to  take  care  of 
them,"  says  Allen  Steinberg,  a 
benefits  consultant  at  Hewitt 
Associates  in  Lincolnshire,  111. 
According  to  a  poll  by  f^oster 
Higgins,  a  New  York  benefits 
consulting  firm,  35%  of  1,787 
large   employers  provided 


health-care  benefits  to  retir- 
ees last  year,  down  from  57% 
in  1987.  Among  smaller  com- 
panies, only  9%  offered  contin- 
uing coverage. 

Beople  can't  necessarily  de- 
pend on  Uncle  Sam  either,  de- 
spite talk  of  national  health 
reform.  Many  of  the 
Clinton  proposals  fa- 
voring retired  work- 
ers are  expensive 
and  may  not  pass. 
"You've  got  to  plan 
for  retirement 
health  care  as  if  the 
Clinton  plan  didn't  exist,"  cau- 
tions Joan  Cruller,  a  Dallas 
financial  plaimer. 

Yet  when  a  retiree  has  to 
pay  full  price,  the  cost  of 
health  care  can  be  stagger- 
ing. Until  65— when  govern- 
ment-run Medicare  benefits 


Life 


after 


WORK 


begin— an  early  retiree  can 
expect  to  spend  $2,500  to 
$5,000  a  year  for  a  traditional 
indemnity  insurance  policy, 
and  maybe  half  of  that  for  a 
health-maintenance  organiza- 
tion. (An  eai'ly-retirement  cou- 
ple will  pay  $5,000  to  $12,000 
for  indemnity  insur- 
ance.) At  65,  insur- 
ance to  supplement 
Medicare  coverage  is 
likely  to  cost  $600  to 
$2,500  annually.  And 
a  65-year-old  who 
worries  about  being 
wiped  out  by  a  nursing-home 
stay  will  pay  about  $1,800  a 
year  for  lifetime  long-term- 
care  insurance. 

If  you're  already  retired, 
there  may  be  little  you  can 
do  beyond  reaching  deeper 
into  your  wallet.  But  if  you're 


still  some  years  away,  y 
have  options.  First,  as  if  y 
needed  another  reason 
stash  away  the  maximum 
yom-  401(k)  plan,  keep  in  mi 
that  some  of  the  savings  w 
probably  have  to  fund  medi- 
expenses  as  well  as  day-1 
day  living  expenses  and  trt 
el.  The  sum  you'll  need  cov 
buy  a  vacation  condo.  Assu 
ing  costs  rise  10%  in  the  fii 
few  years  and  then  decli 
5%  as  reforms  kick  in,  a  m-c 
ried  45-year-old  would  ne^ 
$275,000  for  individual  medic 
and  dental  insurance  pren 
ums  from  retirement  at 
until  age  80,  according  to  A 
tuarial  Sciences  Associates, 
benefits  consultants  subsic 
ary  of  AT&T. 

Some  companies  are  expe 
menting  with  vebas,  a  sa 
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HEALTH-COST  FINANCING 
OPTIONS  FOR  RETIREMENT 


WHILE  YOU'RE  STILL  WORKING 


401  (ic)  plan  This  general  tax-deferred  account  can  help 
pay  for  medical  costs  and  everyday  living  expenses. 

VEBA  Lets  you  accumulate  aftertax  dollars  in  a  tax-free  ac- 
count to  pay  for  medical  bills  and  insurance  premiums.  But 
many  companies  still  don't  offer  it. 


IF  YOU  TAKE  EARLY  RETIREMENT 


Extended  company  medical  benefits  Many 
employers  are  either  asking  retirees  to  pick  up  a  Digger 
portion  of  the  premium  or  eliminating  the  coverage  entirely. 
If  your  company  now  offers  health  benefits  to  retirees, 
check  whether  it  can  alter  them  later. 

COBRA  benefits  If  your  company  health  insurance 
doesn't  continue,  you  can  purchase  the  coverage  for  at 
least  1 8  months  after  you  leave. 

Private  insurance  Explore  buying  group  insurance  from 
an  HMO  or  professional  association.  These  options  are  less 
expensive  than  individual  major  medical  plans. 


ONCE  YOU'VE  TURNED  65 


Medicare  Government  program  covers  only  the  most  ba- 
sic doctor  and  hospital  bills. 

Medigap  insurance  Choose  one  of  1 0  standard  plans 
to  supplement  Medicare  reimbursements,  varying  by  wheth- 
er they  cover  such  extras  as  prescriptions  and  preventive 
care.  Premiums  range  from  $600  to  $2,500  a  year  at  65. 

Long-term-care  insurance  Costing  about  $1 ,800  a 
year  for  lifetime  care  if  you  sign  up  at  age  65,  it  pays  for 
extended  nursing-home  stays  or  at-home  care. 

Medicaid  If  nursing  home  costs  shrivel  savings  to  $2,000, 
the  federal  health-care  program  will  pay  for  your  stay. 

DATA:  BUSINESS  WftK 


;  vehicle  designed  to 
ss  funds  for  medical  ex- 
3es.  Short  for  voluntary 
loyee-benefits  association, 
lows  you  to  invest  after- 
dollars  in  an  account  that 
Is  tax-free.  The  best  part 
ou  don't  owe  any  taxes 
n  you  take  out  money,  as 
;  as  you  use  it  to  pay 
ical  bills.  You  can  make 
drawals  at  any  age.  How- 
',  if  you  leave  the  compa- 
^ou  can  no  longer  contrib- 
to  the  account. 
rTEN  PROMISE.  Many  com- 
es offer  generous  benefits 
cages  to  coax  graying 
kers  to  depart.  Before  ac- 
ing  a  buyout,  get  in  writ- 
that  any  health  benefits 
nised  can't  be  changed  or 
ainated,  advises  Laurie 
!ann,  an  attorney  with  the 
jrican  Association  of  Re- 
1  Persons. 

you  want  to  retire  early 
don't  qualify  for  continu- 
health  coverage,  you  can 

buy  company  insurance 
it  least  18  months.  Under 

Consolidated  Omnibus 
get  Reconciliation  Act  of 
i,  or  COBRA,  companies 
!  20  employees  or  more 
t  offer  departing  workers 
option. 

nee  on  your  own,  buying 
ranee  at  a  group  rate 
ugh  a  trade  or  profession- 
isociation  is  usually  cheap- 
han  an  individual  policy, 
ou  can  tolerate  limits  on 
r  choice  of  doctors,  an 

may  be  the  cheapest  al- 
lative.  Douglas  Hyer,  a 
ihattan  insurance  consul- 
,  says  one  of  his  clients,  a 
ear-old  retired  executive 
I  two  dependent  children, 
3  $11,900  a  year  for  a  tra- 
mal  indemnity  policy  that 
;rs  80%  of  expenses  after 
,500  family  deductible.  If 

family  opted  for  Group 
1th  Inc.'s  HMO  coverage,  it 
Id  pay  a  flat  $6,996,  plus 
per  office  visit, 
or  retirees  65  or  older, 
iicare  supplies  very  basic 
;rage.  Prescription  drugs 
I't  covered,  and  health 
/iders  are  often  reim- 
ied  below  prevailing  rates. 
Iicare  Part  A,  which  pays 
hospitalization,  is  free  to 
3st  everyone,  while  Medi- 


care Pai't  B,  covering  doctors' 
visits,  is  $4L10  monthly.  Many 
benefits  consultants  believe 
affluent  retirees  will  eventual- 
ly be  charged  more  for  Medi- 
care, just  as  higher-income 
seniors  are  now  taxed  for  So- 
cial Security  benefits. 

Without  company  benefits 
to  supplement  Medicare, 
many  retirees  must  turn  to 
Medigap  coverage.  There  are 
10  plans  that  differ  by  wheth- 
er they  cover  such  extras  as 
prescription  drugs  and  skilled 
nurses.  For  more  details,  you 
can  obtain  a  free  booklet.  Con- 
sumer's Quids  to  Medicare 
Supplement  Insurance,  from 
the  Health  Insurance 
Association  of  America  (800 
942-4242). 

A  small  but  growing  num- 
ber of  HMOs  cater  to  Medi- 
care patients.  By  paying  an 
annual  flat  fee  of  about  $120 
plus  $5  per  office  visit,  pa- 
tients receive  broader  bene- 
fits than  under  traditional 
Medicare.  (In  some  competi- 
tive areas,  the  annual  fee  is 
waived.)  These  benefits  are 
usually  capped  and  include 
eye  exams  and  preventive- 
care  programs.  Call  the  HMOs 
near  you  to  see  if  they  accept 
Medicare  patients. 

Retirees  fear  that  a  seri- 
ous illness  will  wipe  out  their 
savings.  Given  that  the  aver- 
age cost  of  a  year's  stay  in  a 
nursing  home  is  $40,000,  well- 
off  retirees  should  consider  a 
long-term-care  policy  that  pro- 
tects assets.  Some  135  insur- 
ers sell  individual  policies,  but 
a  less  expensive  option— if 
available— is  to  buy  long-term- 


care  coverage  through  your 
employer  at  a  group  rate. 
Only  a  fraction  of  employers 
now  offer  such  insurance  to 
employees,  retirees,  and 
sometimes  their  parents,  but 
more  are  expected  to  do  so. 


When  shopping  for  long- 
term  care  insurance,  look  for 
financiaDy  sound  insurers  that 
offer  policies  with  broad 
coverage,  including  adult  day 
care.  Experts  advise  covering 


80%  to  100%  of  the  costs  of 
nursing  homes  in  your  area; 
daily  benefits  are  typically  $50 
to  $250.  If  you  don't  think 
you'll  need  long-term  care  for 
10  to  15  years,  consider  a 
more  expensive  policy  with  a 


clause  that  protects  against 
inflation. 

New  York,  Connecticut, 
and  Indiana  encourage  elderly 
residents  to  buy  long-term- 
care  insurance  by  promising 
that  when  coverage  is  ex- 
hausted, they  will  qualify  for 
Medicaid  without  having  to 
deplete  their  assets.  Tyi^ically, 
when  savings  shrivel  to 
$2,000,  people  become  eligible 
for  Medicaid— which,  unlike 
Medicare,  pays  for  extended 
nursing-home  stays.  Other 
states  are  expected  to  adopt 
such  programs. 

Nobody  wants  to  believe 
that  a  serious  illness  will  de- 
stroy a  much-anticipated  re- 
tirement. But  if  that  happens, 
knowing  that  you  weighed 
your  health-care  options  in  ad- 
vance should  give  you  some 
comfort.        Susan  Scherreik 


RETIREE,  INSURE  THYSELF 
Last  year,  only  35%  of  1,787  large 
companies  provided  health-care 
benefits  to  retirees,  down  from 
57%  as  recently  as  1987 
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etirement-funding 
shortfalls  lurk  every- 
.  where.  Sure,  the  magic 
of  tax-free  compounding  is 
great  if  you  begin  building 
your  401(k)  plan  at  age  25, 
but  what  if  you  don't  start 
until  40  or  50?  What  if  you 
switch  jobs  so  many  times 
you  never  get  fully  vested  in 
any  pension  program?  What 
if  you  take  off  for  seven  years 
to  raise  your  kids?  No  longer 
can  you  count  on  a  cushy  pen- 
sion or  Social  Security.  Still, 
you  can  find  options  that  help 
you  catch  up. 

The  first  step,  of  course,  is 
fully  funding  company  401(k)s 
and  any  of  your  individual  i"e- 
tirement  accounts,  even  if  you 
can't  defer  taxes  on  the  en- 
tire contribution.  If  you  work 
for  a  nonprofit  group  or  a 
government  agency,  says 
Houston  financial  planner 
Lorraine  Decker,  you  may 
be  surprised  to  learn  that 
you  can  make  up  for  a  lack 
of  past  contril^utions  with  a 
403(b)  plan— the  public  sec- 
tor's version  of  a  401(k).  If 
you're  a  school  teacher,  for 
example,  you  can  shelter 
huge  amounts  of  pretax 
salary  according  to  an 
Internal  Revenue  Service 
formula,  if  your  school  dis- 
trict has  a  403(b)  or  will 
set  one  up. 

YOUR  OWN  BOSS.  If  you 

are  self-employed  in  any 
manner,  even  as  a  silent 
partner  in  a  small  business, 
if  you  give  lectures,  or  sell 
batik  scai'ves  on  weekends, 
you  have  some  options  that 
may  be  even  better  than 
a  401(k).  You  can  contrib- 
ute up  to  25%,  to  a  maxi- 
mum of  $30,000  a  year,  of 
your  self-employment  earn- 
ings to  a  Keogh  plan,  and 
it's  all  tax-deferred.  There 
are  two  types  of  Keoghs: 
profit  sharing  and  money 
purchase. 

With  a  profit-sharing 
Keogh,  you  can  vary  the 


amount  you  contribute  each 
year.  But  you  pay  for  it  with 
a  lower  cap  on  contributions: 
15%  of  your  income.  With  a 
money-purchase  Keogh,  you 
can  put  away  up  to  25%  of 
your  earnings.  But  you  must 
contribute  a  fixed  amount 
each  year.  You  can  have  both 
plans  as  long  as  your  com- 
bined contributions  don't  ex- 
ceed 20%  of  your  net  income. 
Use  a  money-purchase  Keogh 
to  contribute  a  fixed  amount 
you  can  handle  each  year,  say 
6%,  and  a  profit-sharing  plan 
so  you  can  add  up  to  14% 
more  if  you  have  a  good  year. 
FEE  TRAP.  A  similar  kind  of 
savings  plan  available  to  the 
self-employed  is  a  simplified 
employee  pension  (SEP).  Since 
there  is  less  paperwork  in- 


volved, a  SEP  is  even  easier  to 
set  up  and  administer  than  a 
Keogh.  A  SEP  lets  you  defer 
15%  of  earnings  up  to  $30,000 
each  year,  and  there  are  no 
restrictions  on  how  much  you 
have  to  put  in  the  plan  during 
a  given  year. 

Even  if  you  have  maxed 
out  your  401(k),  IRAs,  and  a 
SEP  or  Keogh,  you  can  buy 
an  annuity  to  help  fund  your 
retirement.  Avoid 
fixed  annuities  "be- 
cause they  don't 
keep  up  with  infla- 
tion," says  financial 
planner  Ron  Roge. 
If  you're  playing 
catch-up,  you'll  do 
better  with  a  variable  annuity 
that  can  be  invested  in  a  va- 
riety of  equity  funds  for  high- 
er returns  that  will  compound 
tax-free.  But  beware  of  steep 
fees.  Shop  for  annuities  with 
low  expense  ratios,  such  as 
American  Skandia  Life's  Life- 
Vest  Personal  Security  Annu- 
ity or  Equitable's  Equi-Vest. 
Annuities   sold   by  mutual 


Life 
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funds  such  as  Vane 
Scudder,  Stevens  &  C| 
and  Fidelity  Investments! 
to  be  cheaper  also.  Or  cal 
dependent  Advantage  Fj 
cial  Services  (800  829-21 
an  annuity  shopping  ser\ 
MORTGAGE  ATTACK.  Therel 

place  like  home  for  a  so 
of  retirement  savings.  Prd 
ing  your  mortgage  evej 
tiny  increments  each  m| 
can  translate 
huge  savings 
interest  payml 
over  the  life  ofl 
loan.  If  a  coupl| 
their  40s  who 
bought  a  house 
a  30-year,  $100 
mortgage  at  10%  inte 
started  paying  $31  exti 
month    immediately,  t 
would  cut  back  their  inte 
payments  by  $43,300,  acc 
ing  to  Kiplinger's  12  Step 
a     Worry-free  Retiren 
($14.95,  Kiplinger  Books), 
money  that  would  have  g 
for  interest  is  then  freed  i 
and  the  couple  will  be  bi 
ing  more  equity  in  tl 
house.  The  Banker's  S& 
book  and  software  (8(X) 
0899)  can  help  you  cust< 
;:;e  a  prepayment  plan 
our  budget. 
Later  on,  if  you 
■ed  retirement  fimds, 
an  sell  your  house 
■love  to  a  smaller,  less 
t'nsive  residence.  Keep 
:nind  that  if  you  wait  ui 
i-e  55,  up  to  $125,000 
I'ofit  is  free  of  capi 
-;ains  tax. 

A  much  more  dra.s 
way  to  catch  up  at  the 
minute  would  be  to  pf 
up  and  move  to  a  cheai 
country.    If    you  wt 
abroad,  you  can  exempt 
to    $70,000  annually 
earned  income  from  U. 
taxes,  even  though  you 
have  to  file  returns.  And 
you're  forced  into  early 
rirement,  you  can  live  mc 
comfortably  on  less.  Gi 
dalajara,  Mexico,  has  a  pc 
ular  U.  S.  retirement  co 
ny,  for  example.  But, 
course,  that's  an  extrer 
solution:  You  can  find  mc 
<4  the  answers  to  retir 
aent  savings  much  clos 
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ENDING  SENIORS 
[TO  CYBERSPACE 


1  the  personal-computer 
ab  at  Manhattan's  Hud- 
lon  Guild-Fulton  Senior 
;er,  children's  author  Eva 
tsch-Costabel— who  says 
3  "deep  into  middle  age"— 
t  the  keyboard  pecking 
y  on  her  latest  story.  A 
)le  of  chairs  away,  com- 
ity activist  Katharine 
srts,  one  of  the  youngest 
lent,  at  68,  is  writing  a 
:ion  paper  on  health  care, 
rby  another  retiree  is 
ing  PC  solitaire, 
hese  relative  neophytes  to 
puters  are  all  members  of 
orNet,  a  nonprofit  organ- 
on  whose  main  mission  is 
each  computer  skills  to 
r  people.  Says  Oscar  Bo- 
a  septuagenarian  who 
hes  SeniorNet  classes: 
3  opportunity  to  learn 
puters  improves  their 
tional  and  mental  health." 
sniorNet  is  helping  dispel 
ereotype:  that  the  world 
ytes  and  electronic-mail 
•esses  is  beyond  the  reach 
ichnophobic  elders.  While 
e  older  adults  do  enter 
puterdom  with  trepida- 


tion, growing  numbers  of  sen- 
iors are  embracing  the  ma- 
chines with  the  passion  exhib- 
ited by  geeks  a  third  their 
age.  Some  use  software  to 
keep  tabs  on  their  finances  or 
trace  their  family  roots.  Oth- 
ers have  turned  to  PCs  so 
they  can  relate  better  to  their 
computer-generation  grand- 
children. "I  decided  I  was  be- 
coming a  couch  potato,  watch- 
ing TV  all  day,"  says  George 
Woolfson,  70,  of  Lowell,  Mich., 
who  retired  more  than  20 
years  ago  from  his  advertising 
job.  Now,  he  says,  "I  just 
about  spend  my  day  playing 
around  with  the  computer." 

REMOTE  SCRABBLE.  Woolfson's 

favorite  progi'am  is  Print  Art- 
ist from  Maxis,  which  lets  him 
create  greeting  cards,  ban- 
ners, and  menus,  some  of 
which  he  sells  to  local  restau- 
rants for  a  modest  profit. 
James  Barrow,  85,  of  Clayton, 
Mo.,  took  up  the  computer  to 
play  Scrabble  over  a  modem. 

Hudson  Guild  is  typical  of 
SeniorNet's  59  learning  cen- 
ters across  the  country.  The 
lab  contains  five  PS/1  PCs 


running  386  mi- 
croprocessors do- 
nated by  IBM, 
plus  a  pair  of 
Tandy  286s. 
Members  (all  55 
or  older)  pay  a 
$25  annual  fee; 
those  enrolled 
in  the  Ameri- 
can Express 
Senior  Mem- 
bership pro- 
gram (800 
282-1700)  get  a 
50%  discount. 
SeniorNet  claims 
13,300  members, 
with  nearly  60% 
stating  that  they 
joined  to  keep 
their  minds  ac- 
tive. A  six-week 
introductory 
course  costs  $15, 
as  do  other 
classes— in  data- 
base design,  spreadsheet  us- 
age, and  word  processing. 

Computer  classes  are  also 
offered  at  many  colleges,  but 
seniors  often  feel  intimidated 
sitting  with  18-year-olds.  Sil- 
ver Fox  Computer  Club  (800 
456-3574)  in  Louisville,  Ky., 
and  cities  in  three  other 
states  specializes  in  classes 
for  adults  over  50.  The  $200 
fee  covers  a  dozen  four-hour 
classes,  including  separate  E- 
mail  and  Internet  courses. 

Many  retirees  are  already 
hanging  around  the  virtual 
corridors  of  cyberspace.  Sen- 
iors who  have  been  widowed 

NOT  TOO  OLD 
TO  LEARN 

SENIORNET  (415  750-5030) 
Offers  computer  classes 
and  SeniorNet  Online, 
separately  through  the 
America  Online  network 
(800  827-6364). 

COMPUSERVE  (800  848-8199) 
Its  Retirement  Living  Fo- 
rum includes  on-line  dis- 
cussions about  Social 
Security  and  health. 

PRODIGY  (800  776-3449) 
Its  Seniors  Bulletin  Board 
lists  topics  on  coping,  re- 
tirement, and  travel. 
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or  become  less  mobile  are 
bonding  with  on-line  friends 
all  over  the  world.  In  the  Re- 
tirement Living  Forum  on 
CompuServe,  members  can 
exchange  messages  in  "The 
Town  Square."  Some  recent 
subject  headings:  Where  were 
you  on  Nov.  22,  1963?;  World 
War  II  memoirs;  and  grumpy 
old  men  and  ladies.  They  can 
also  download  files  from  the 
Social  Security  Administra- 
tion, including  a  factsheet  on 
how  benefits  are  figured. 
COCKTAIL  CHATTER.  SeniorNet 
Online,  available  through 
America  Online  ($9.95  per 
month),  contains  a  variety  of 
discussion  groups,  from  gar- 
dening and  genealogy  to 
health  and  retirement.  The 
Internet  is  the  topic  of  choice 
in  the  Getting  Into  Computers 
section,  where  some  450  mes- 
sages on  the  subject  were  re- 
cently posted.  Every  Wednes- 
day evening,  SeniorNet 
regulars  can  take  part  in  an 
on-line  "cocktail  party,"  chat- 
ting live  about  current  events. 
A  weekly  on-line  diet  group 
gathers  Saturday  mornings. 

SeniorNet  President  Mary 
Furlong  envisions  older  people 
serving  as  guides  to  the  Infor- 
mation Superhighway,  teach- 
ing people  in  schools  and  li- 
braries. "Seniors  have  the 
time,  talent,  patience,  and 
interest,"  she  says.  SeniorNet 
members  near  Puget  Sound 
in  Washington  are  becoming 
Internet  pen  pals  for  kids  at  a 
local  elementary  school.  As 
pupils  learn  about  World  War 
II,  for  example,  their  older 
on-line  buddies  regale  them 
with  firsthand  experiences 
about  D-Day  and  rationing. 

People  who  think  they're 
too  old  to  learn  computers 
may  reconsider  after  reading 
a  message  posted  by  one  Sen- 
iorNet member.  The  writer 
pointed  out  that  Grandma  Mo- 
ses began  to  paint  at  78, 
Winston  Churchill  took  on  the 
Nazis  in  his  mid-60s,  and  Ben- 
jamin Fi'ankhn  served  as  me- 
diator at  the  U.  S.  constitu- 
tional convention  in  his  early 
80s.  With  that  perspective, 
those  collecting  Social  Secur- 
ity checks  might  not  see  the 
computer  as  much  of  a  chal- 
lenge after  all.  Edward  Baig 
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THANKS  TO ACONCERT  PERFORMANCE,  j 
BUSINESSES  AROUND  THE  WORLD  WILL  COMMUNICATl 
MORE  EFFICIENTLY  THROUGH  ONE  NETWORK. 

:  \  ■  ■    \  ■        ■  '  - 

This  June,  British  Telecommunications  and  MCI  businesses  a  hassle-free  global  environment  in 
announced  that  for  the  very  first  time,  international ,  which  to  operate.  In  other  words,  no  more  mcom- 
businesses  will  be  able  to  communicate  through  patible  telecommunications  standards,  mconsistent 
one  totally  integrated,  network.  Data,  voice,  video,  service  and  incoherent  bills.  Instead  of  nonconfor- 
fax  artd  messaging-all  v.  "^it^'  there's  uniformity, 

through  the  courtesy  of;X  '  /-^>?S^rx  n/^f^r^  ^^'^^^^"^^^^ 


the  new  con%any  formed 
by  BTand  MCI,  proyicles 


Global  Communications  from  BTand  MCI 

1-800-333-3939  : 


to  communicate.  Concert 
The  performance  has  begun 


■  concert  is  a  mark  of  Concert  Communications  Company.  flT  is  a  registered  trademark  of  British  Telecommunications,  pic.  MCI  is  a  registered  service  mark  of  MCI  Communications  Corporation, 


SODUCTION 

ange  from  last  week,  0.6% 
jnge  from  last  year:  3.6% 


1967=100  (four-week  moving  average) 


July  2   

197.7 


LEADING 

change  from  last  week;  0% 
Change  from  lost  year:  7.1% 
240  


July  2 
238.0 


June  25 
196.5 


234. 


222  . 


July 
1993 


No», 
1993 


July 
1994 


216 


ll 


June  25 
2379r 


July 
1993 


Nov 
1993 


Mar 
1994 


July 
1994 


i  production  index  increased  during  the  week  ended  July  2.  Seasonolly 
jsted  output  of  outos,  trucks,  coal,  steel,  and  lumber,  as  well  as  rail-freight  traffic, 
e.  Crude-oil  refining  and  paper  production  levels  were  unchanged  from  the 
vious  week,  while  paperboard  and  electric  power  output  fell.  Before  calculation  of 
four-week  moving  average,  the  index  increased  to  199,1,  from  197,6.  The  index 
s  to  197  in  June,  from  Moy's  reading  of  194. 

BW  production  index  copyright  1994  by  McGraw-Hill  Inc 


The  leading  index  was  unchanged  during  the  week  ended  July  2.  Sharply  faster 
growth  in  reol  estote  loans  offset  lower  stock  prices,  higher  bond  yields,  and  slower 
growth  in  materiols  prices.  The  M2  growth  rate  was  unchanged,  while  data  for 
large-business  foilures  were  unavailable.  Before  calculation  of  the  four-week  moving 
average,  the  index  rose  to  238.3,  from  237,  For  the  month  of  June,  the  index 
increased  to  237.9,  from  236.3  in  May 

Leading  index  copyright  1 994  by  Center  for  International  Business  Cycle  Reseorch 


RODUaiON  INDICATORS 

1  LEADING  INDICATORS 

A 

Latest 

Week 

%  Change 

latest 

Week 

%  Change 

week 

ago 

year  ago 

week 

ago 

year  ago 

L  (7/9)thous.  of  nettons 

1,892 

1,914# 

1.9 

STOCK  PRICES  (7/8)S&P500 

447.61 

446.30 

0.5 

OS  (7/9)  units 

1 7,986 

127,030r# 

-71.3 

CORPORATE  BOND  YIELD,  Aao  (7/8) 

8.18% 

8.11% 

13.3 

CKS  (7/9)  units 

26,169 

1 12,501  r# 

-40.5 

INDUSTRIAL  MATERIALS  PRICES  (7/8) 

102.6 

102.2 

7.5 

TRIC  POWER  (7/9)  millions  of  kilowatt-hours 

68,544 

67,78 1# 

-0.6 

BUSINESS  FAILURES  (7/1) 

NA 

NA 

NA 

DE-OIL  REFINING  (7/9)  thous.  of  bbl./day 

14,200 

14,478# 

-1.1 

REAL  ESTATE  LOANS  (6/29)  billions 

$429.0 

$426.0r 

3.9 

L  (7/2)  thous.  of  nettons 

18,630# 

19,520 

6.6 

MONEY  SUPPLY,  M2  (6/27)  billions 

$3,547.3 

$3,545.6r 

2.1 

ERBOARD  (7/2)  thous.  of  tons 

871. 9# 

882.8r 

2.5 

INITIAL  CLAIMS,  UNEMPLOYMENT  (6/25)  thous 

353 

352r 

4.1 

ER  (7/2)  thous.  of  tons 


788.0# 


784.0r 


-3.0 


BER  (7/2)  millions  of  ft. 


461. 8# 


483.8 


8.3 


Sources:  Stondord  &  Poor's,  Moody's,  Journal  of  Commerce  (index;  1980=100),  Dun  &  Brad- 
street  (failures  of  large  companies),  Federal  Reserve,  Labor  Dept.  CIBCR  seasonally  adjusts  dato 
on  business  failures  and  real  estate  loons 


FREIGHT  (7/2)  billions  of  ton-miles 


22. 3# 


22.2 


8.3 


rces:  American  Iron  &  Steal  Institute,  Ward's  Automotive  Reports,  Edison  Electric  Institute, 
rican  Petroleum  Institute,  Energy  Dept.,  American  Paper  Institute,  WWPA  ,  SFPA^  Association 
nerican  Railroads 


MONTHLY  ECONOMIC  INDICATORS 


>REIGN  EXCHANGE 


latest 
week 

Week 
ago 

Year 
ago 

INESE  YEN  (7/13) 

98 

98 

108 

MAN  MARK  (7/i3) 

1.53 

1.57 

1.73 

riSH  POUND  (7/13) 

1.57 

1.55 

1.48 

m  FRANC  (7/13) 

5.25 

5.39 

5.90 

ADIAN  DOLLAR  (7/13) 

1.38 

1.38 

1.28 

SS  FRANC  (7/13) 

1.29 

1.32 

1.52 

ICAN  PESO  (7/13)= 

3.400 

3.397 

3.123 

rces:  Major  New  York  banks.  Currencies  expressed  in  units  per  U.S.  dollar,  exec 
d  expressed  in  dollars 

pt  for  British 

RICES 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

D  (7/13)$/troyoz. 

384.650 

385.500 

-2.5 

L  SCRAP  (7/12)  #1  heavy,  $/ton 

1 16.50 

1 1 1.50 

-1.7 

DSTUFFS  (7/1 2)  index,  1967=100 

21 1.2 

207.1 

2.6 

PER  (7/9)  C/lb 

114.3 

1 16.0 

24.2 

MINUM  (7/9)  e/lb. 

72.5 

70.0 

26.6 

EAT  (7/9)  #2  hard,  $/bu. 

3.38 

3.42 

7.6 

TON  (7/9)  strict  low  middling  11/16  in.,  </lb. 

71.47 

72.72 

29.9 

rces:  London  Wednesday  finol  setting,  Chicago  mc 
k,  Kansas  City  market,  Memphis  market 

rket.  Commodity  Research  Bureau,  Metals 

Latest 

Month 

%  Change 

month 

ago 

year  ago 

BUSINESS  WEEK  PRODUCTION  INDEX  (June) 

197.0 

194.0r 

3.7 

BUSINESS  WEEK  LEADING  INDEX  (June) 

237.9 

236.3r 

7.5 

EMPLOYMENT,  CIVILIAN  (June)  millions 

122.4 

122.9 

1.9 

UNEMPLOYMENT  RATE,  CIVILIAN  (June) 

6.0% 

6.0% 

-21.1 

Sources:  BW,  CIBCR,  BLS 

MOHETARY  IHDICATORS 

latest 

Week 

%  Change 

week 

ago 

year  ago 

MONEY  SUPPLY,  Ml  (6/27) 

$1,149.0 

$1,150  Or 

6.8 

BANKS'  BUSINESS  LOANS  (6/29) 

294.1 

295.2 

5.2 

FREE  RESERVES  (7/6) 

960 

635r 

-2.8 

NONFINANCIAL  COMMERCIAL  PAPER  (6/29) 

154.2 

156.5 

0.7 

Sources:  Federal  Reserve  (in  billions,  except  for  free 

reserves,  which 

are  expressec 

for  G  two- 

week  period  in  millions) 

MONEY  MARKET  RATES  » 

latest 

Week 

Vear 

week 

ago 

ago 

FEDERAL  FUNDS  (7/12) 

4.23% 

4.37% 

3.01% 

PRIME  (7/13) 

7.25 

7.25 

6.00 

COMMERCIAL  PAPER  3-MONTH  (7/i3) 

4.82 

4.80 

3.18 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (7/13) 

4.81 

4.80 

3.14 

EURODOLLAR  3-MONTH  (7/8) 

4.76 

4.71 

3.14 

Sources:  Federal  Reserve,  First  Boston 


w  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipment, 
/estem  Wood  Products  Assn.    2=Southern  Forest  Products  Assn.    3=Free  market  value    NA  =  Not  available    r= revised    NM  =  Not  meaningful 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feo- 
ture  with  o  significont  reference  to  a  company.  Most 
subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


YOU'VE  JUST  MISSED  THE 
FIRST  SIGN  OF  BREAST 
CANCER  IF  YOU  DIDN'T  SEE 
THAT  SMALL  DOT  IN  THE 
UPPER  LEFT  HAND  CORNER. 
Because  it  can  start  that  small 
inside  your  breast.  That's  why  a 
yearly  mammogram  is  a  must, 
especially  if  you're  over  50. 
Doctors  agree  that  as  you  get 
older,  the  risk  of  breast  cancer  is 
higher.  But  with  early  detection, 
you  increase  your  chance  of  suc- 
cessful treatment.  Even  though 
you  may  have  missed  the  first 
sign  of  breast  cancer,  a  mammo- 
gram won't.  For  information, 
please  call  the  American  Caincer 
Society  at  1-800-ACS-2345. 

A  MAMMOGRAM. 
EARLY  DETECTION  IS  THE 
BEST  PROTECTION. 


I  A  PuWic  Sefvice  ot 
I  This  Publication 


A/MBUOW 
VCANC» 
f  SOOETT 


Actuarial  Sciences 

Associates  88 
Advisory  Capital 

Partners  79 
Air  France  73 
Alcoa  40 
Allen  30 

Amblin  Entertainment  86 
American  Express  32,  61 
American  Personal 
Communications  41 
American  Airlines  73 
Ameritech  68 
AMR  32,  73 
Apple  Computer  1 1,  86 
Ardsley  Portners  79 
Arthur  Andersen  61,  68 
Arthur  D.  Little  68 
Asymetrix  86 
AT&T  57,  61,  68,  88 
AT.  Kearney  61 
Avon  Products  61 

B 


Bain  61 
Balfour  Howell 
International  37 
Bally  Entertainment  36 
Baxter  International  61 
Beatrice  72 
Bellcore  68 
Benetton  14 
Best  Buy  40 
Bethlehem  Steel  32 
Boeing  35 

Booz  Allen  &  Hamilton  61 
Boston  Consulting 
Group  61,  65 
British  Telecom  57,  61 
British  Airways  73 
Browning-Ferris  80 
Burger  King  61 


Coming  68 

Cox  Communications  41 
CPC  International  72 
Credit,  Research  & 
Trading  79 
CSC  Index  61 
Cummins  Engine  40 

D 


Caesar's  World  36 
Campbell  Soup  72 
Canadian  Imperial  Bonk  of 

Commerce  4 
Capitol  Cities/ABC  30 
Castle  Rock 

Entertainment  30 
Caterpillar  8 
CBS  28,  30 
Change  Lab 

Internotional  61 
Checkpoint  Systems  80 
Chrysler  14,  32,  40 
Cifro  48 
CIGNA  61,  66 
Circus  Circus  Enterprises  36 
Citicorp  44,  79 
Comcast  28,  30 
Compaq  40 
CompUSA  11,  40 
ConAgra  72 

Continuum  Productions  86 
Coopers  &  Lybrand  66 


Daewoo  42 
Dell  40 

Delta  Air  Lines  73 
Digital  Equipment  61 
Domino's  Pizza  31 
Dun  &  Brodstreet  14 
DuPont  32,  61 


Eastman  Kodak  14 
Edmork  86 

Electronic  Data  Systems  61, 
65 

Eli  Lilly  40 
EnSys  83 
Envirofil  80 
Ernst  &  Young  61 
Exxon  44 


F&F  Burda  77 
Ford  14 

Foster  Higgins  88 
Fox  28 


GE  Capital  Services  79 
Gemini  Consulting  61 
General  Mills  32 
General  Re  79 
General  Systems  61 
Giesecke  &  Devrient  77 
GM  14,  61 
Greenwich  Partners  79 
Gridcore  Systems 
International  6 
Grupo  Gigante  48 
GTE  61 

H 


Hoskel  International 
Brokerage  44 
Heinz  (H.J.)  61,  72 
Heritage 

Communications  28 
Heublein  72 
Hewitt  Associates  88 
Home  Shopping 

Network  28 
Honeywell  90E2 
Hummer  Winblad  86 
Hyperbole  Studios  86 
Hyundai  42 

I 


IBM  14,  40,  61,  65,  91 

Imagine  Entertainment  30 
Information  Resources  72 


Intel  11 

Interactive  Data  76 
International  Game 
Technology  80 
Izzo  Systems  84 


Johnson  &  Higgins  4 
K 


Kaiser  Permonente  83 
Kemper  Financial 
Services  36 
Kemper  Securities  20 
Kenny  S&P  76 
KFC  31 

Kidder  Peobody  76,  79 
KLM  73 
Kmart  48 
Knogo  80 
Kobe  Steel  40 


Lac  Minerals  37 
Lozard  Freres  28 
Liberty  Media  28 
Liggett  Group  44 
Upper  Analytical 
Services  83 

Little  Caesar  Enterprises  31 
Lockheed  35 
Lone  Wolf  86 
LongTerm  Capitol 
Management  79 
Lotus  Development  11 

M 


Maison  Placements 

Canada  37 
Mammoth  Micro 

Productions  86 
MCA  30,  86 
McDonald's  44 
McDonnell  Douglas  35 
McGraw-Hill  26,  68,  76 
McKesson  40 
McKinsey  61,  66 
Mead  32 

Medco  Contoinment  40 
Medio  Vision  86 
Medio  Multimedia  86 
Meredith  86 
Merrill  Lynch  68 
MGM  Grand  36 
Microsoft  11,  30,  86 
Midisoft  86 
Midland  Wolywn 
Capitol  37 

MMS  International  26 
Monitor  61 
Morgan  Stanley  79 
Morningstor  6 
Motorola  14,  61 
Multicom  Publishing  86 
Mutual  Life  of  Canada  79 

N 


NotWest  Securities  72 
Nike  14 

Northern  Business 
informotion  68 
Northern  Telecom  68 
Novell  11 


Olympio  &  Yori<  4 
Omnipoint  41  — 
Oppenheimer  28,  80 

P 


PaineWebber  31 
Paramount 

Communications  28 
PCS  Heolth  Services  4(|| 
Pepper,  Hamilton  &  I 

Scheetz  83  | 
PepsiCo  31,  32  i 
Personal  Technology  '\ 

Reseorch  68  '* 
Philip  Morris  31  ^ 
Piper  Joffroy  31 
Pizzo  Hut  31 
Price  Club  48 
Procter  &  Gamble  61, 

Q 


QVC  Network  28,  30 


Hi 


Radio  Shock  48 
RJR  Nabisco  72 
Robertson  Stephens  80 
Royal  Oak  Mines  37 

S 


Sobeno  73 
Salomon  Brothers  36 
S&S  Co.  ot  Georgia  R 
S&T  Hondels  44 
Sears  61 

Sensormatic  Electronics 
ShodowCatcher 

Entertainment  86 
Skyy  Spirits  6 
Smirnoff  6 
Smith  Barney  80 
Spectrum  Information 

Technologies  6 
Splosh  Studios  86 
Storwove  86 
Sullivan  &  Cromwell 
Sun  32 
Swissair  73 


I 


II 


1 


Toco  Bell  31 
Tandy  48,  91 
Tenneco  61 
Terra  Roofing  6 
Toyota  14 
Turner  Broadcasting  3( 

U 


Union  Carbide  61 
United  AiHines  40 
USA  Waste  Sevices  8C 


Value  Investing  Partner 
W 


Wal-Mart  48 
Weeden  79 
Wertheim  Schroder  36 
White  &  Cose  44 
Wilson  Sporting  Good: 

X 


Xerox  32,  61 


ivestment  Figures  of  the  Wee 


HENTARY 

and  bond  markets  suffered  a 
3se  ot  interest-rote  jitters  for 
jf  the  week.  Stocks  perked 
nidweek  as  anti-inflationary 
cs  piled  up  on  investors' 
NASDAQ  issues  soared,  tu- 
/the  16.7%  rally  in  QVC 
'fiicfi  had  its  merger  talks 
BS  Inc.  interrupted  by  an  un- 
sd  bid.  A  rally  in  the  doNar 
^  1 5  also  helped  calm  fears 
e  Federal  Reserve  would 
ates.  The  long  bond  reacted 
good  news  with  a  rally  that 

>  yield  down  to  7.67%  from 

>  earlier  in  the  week. 


STOCKS 

July  Jon 


BONDS 


THE  DOLUR 


July  7-13  July       Jon.       July        July  7-13  July       Jon        July        July  6-13 

455      1700  I   I   1420      llOl   |   100 


52-week  change 
-0.3% 


1 -week  ctionge  52-week  change 

+0.6%  -12.8% 


^  1375  3 
^ I        1370  90 


  1320  70 

1  -week  change  52-week  change 

-0.8%.  -4.T  %. 


1-week  change 
-1.0% 


LRKET  ANALYSIS 


%  <i 


STOCKS 

latest 

Week 

52-week 

ONES  INDUSTRIALS 

3704.3 

08 

4.6 

11  COMPANIES  (S&P  MIdCap  Index) 

168  7 

2  1 

0.6 

COMPANIES  (Russell  2000) 

243.6 

1.2 

2.4 

MPANIES  (Russell  3000) 

258.2 

0.8 

-0.6 

%  change  (Iota 

1  currency) 

ION  STOCKS 

latest 

Week 

52-week 

)N  (FINANCIAL  TIMES  100) 

3005.3 

2.0 

6.1 

(NIKKEI  INDEX)  20,540.4 

-0.4 

2  0 

ITO  (TSE  COMPOSITE) 

4140.6 

2.4 

5.0 

FUNDAMENTALS 

Latest 

Week  ago 

Year  ago 

90-DAY  TREASURY  BILL  YIELD 

4.50% 

4.34% 

3,06% 

30-YEAR  TREASURY  BOND  YIELD 

7.67% 

7.59% 

6.56% 

S&P  SOO  DIVIDEND  YIELD 

2.81% 

2.88% 

2.84% 

S&P  SOO  PRICE/EARNINGS  RAFIO 

19.9 

19.5 

21.3 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

S&P  500  200-day  moving  average 

461.0 

461.3 

Negative 

Stocks  above  200-day  moving  average 

29.0% 

29.0% 

Positive 

Speculative  sentiment:  Put/coll  ratio 

0.45 

0.52 

Positive 

Insider  sentiment:  Vickers  sell/buy  ratio 

1.10 

1.07 

Positive 

»ttSTRY  GROUPS 


MONTH  !.E*.OERS 


%  change 
1  -month  1 2-nionth 


BLOOMBERG  FINANCIAL  MARKETS,  BRIDGE  INFORMATION  SYSTEMS  INC 


Strongest  stock  in  group 


%  change 
1 -month  12-fflonth 


Price 


WELL  EQUIPMENT  AND  SERVICES   6.9  -5^ 

LINES   6.4  -2.5 

AND  GAS  DRILLING   5.9  -18.5 

IMINUM    5.1  14.6 

fOMOBILES  4.6  13.9 

%  change 

MONTH  LAGGARDS  1-month  12-month 

CHINE  TOOLS   -18.1  -20.1 

ICKING   -9.0  12.1 

LDING  MATERIALS   -8.0  -7.0 

iLTH-CARE  SERVICES   -8.0  0.4 

JG  CHAINS  -8  0             -5  9 


SCHLUMBERGER 

9.7 

-0.8 

62 'A 

UAL 

9.9 

3.7 

128'/8 

ROWAN 

7.7 

-9.1 

83/4 

ALCOA 

8.6 

10.8 

791/4 

FORD  MOTOR 

9.4 

19.9 

3T/4 

Weakest  stock  In  group 

%  change 
1 -month  12-month 

Price 

GIDDINGS&  LEWIS 

-26.8 

-25.6 

16^/4 
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$10,201 

+0.05% 
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$9,795 

-0.26% 
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Treasury  bonds 
$9,572 

-0.92% 
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DOH'T  PULL  THE  PLUG  ON  HEALTH  REFORM 


Last  year,  health-care  reform  seemed  so  desirable.  Amer- 
ica's patchwork  quilt  of  private  and  public  health-care 
systems  was  badly  in  need  of  repair,  and  support  for 
reform  pervasive.  Now,  the  drive  for  reform  may  be  on  the 
verge  of  breaking  down.  There  are  many  reasons— from  spe- 
cial-interest pressure  to  the  sheer  size  and  complexity  of  the 
problem.  But  the  biggest  challenge  is  President  Clinton's  in- 
sistence on  universal  coverage  as  part  of  any  acceptable  re- 
form package. 

There  is  reason  for  people  to  recoil  at  universal  coverage, 
and  it  can  be  expressed  in  a  word:  money.  Yes,  the  incre- 
mental cost  of  such  coverage  could  be  at  least  $30  billion  a 
year  just  to  cover  those  now  uninsured.  That,  plus  billions 
more  to  subsidize  small  businesses,  has  sobered  many  reform 
supporters,  such  as  business  leaders,  who  initially  enlisted 
in  the  cause  as  a  way  of  cutting  costs. 

Yet  arguments  for  spending  the  extra  money  to  insure 
everybody  are  strong.  Right  now,  most  of  the  37  million 
Americans  without  insurance  are  getting  their  health  care 
in  hospital  emergency  rooms.  But  hospitals  build  such  costs 
into  the  rates  they  charge  other  patients— an  inefficient  sys- 
tem, to  say  the  least.  Changing  the  system  would  also  allow 
people  to  seek  better  jobs  without  worrying  about  losing  cov- 
erage and  would  thereby  improve  labor-market  mobility.  So 
the  critical  test  for  universal  care  is  to  satisfy  medical  needs 
and  to  do  it  in  a  way  that  will  not  send  costs  spiraling. 

In  an  ideal  world,  all  companies  big  and  small  would  be 
required  to  offer  health  benefits  to  their  employees.  The  pro- 
gram would  not  need  to  be  prohibitively  expensive.  The  man- 
dated coverage  could  be  bare-bones,  perhaps  the  equivalent 
of  basic  hospital  insurance,  which  would  relieve  workers  of 
the  worry  that  heart  surgery  or  cancer  treatments  would 
plunge  them  into  bankruptcy.  If  employers  offered  their 
workers  more  generous  coverage  or  a  menu  of  choices  above 
the  cheapest  plan— as  most  would— employees  could  pay  tax- 
es on  the  excess  benefit  as  if  it  were  income.  Companies  would 
be  free  to  negotiate  discounts  directly  with  health  carriers. 


as  most  big  employers  do  now.  Smaller  companies  could  g 
the  clout  of  big  business  by  banding  together  in  health-j . 
chasing  cooperatives.  Such  an  employer  mandate  would  br',' 
into  the  system  the  workers  who  accoimt  for  75%  of  the  ui 
sured  adults.  For  the  poor  who  need  subsidies,  the  moi 
could  come  from  the  taxes  on  health  insurance  beyond  n 
imum  levels  or  by  raising  cigarette  and  other  sin  taxes.  / 
example,  hiking  the  federal  excise  tax  on  cigarettes  from  : 
to  $2  a  pack  would  bring  in  $23  billion  in  new  revenues. 

Given  current  political  realities,  an  employer  mandate  i; 
likely  to  happen.  A  second-best  solution  is  to  not  give  up 
universal  health  care  and  to  accept  that  the  transition  \ 
have  to  be  gradual. 

For  starters,  Washington  shouldn't  do  anything  that  int 
feres  with  the  private  sector's  stream  of  innovations  to  h 
costs  in  check  and  should  do  anything  it  can  to  bolster  C( 
petition  in  the  health-care  market.  Already,  employers  h. 
embraced  with  zeal  the  idea  of  "managed  competition"  : 
are  using  health-maintenance  organizations  and  preferred-j 
vider  oi'ganizations  to  lower  medical  bills  and  monitor  spe 
ing.  The  payoff  has  been  dramatic:  So  far  in  1994,  medi 
care  prices  have  risen  at  a  4.6%  annual  rate,  down  shar 
from  9.6%  in  1990. 

A  minimal  plan  would  require  ending  certain  comn 
health-insurance  practices.  Insiu'ance  companies  should  no  lo 
er  be  able  to  discriminate  against  anyone  with  a  preexist 
condition  or  a  propensity  to  get  sick.  Subsidies  for  the  p 
would  be  necessary,  but  the  costs  need  not  be  excessive 

Washington  always  has  difficulty  enacting  major  inst 
tional  reforms  without  the  spur  of  war  or  depression.  A 
reforming  the  $1  trillion  health -care  market  is  devilishly  c( 
plex.  President  Clinton  should  be  lauded  for  stimulating 
bate  that  may  lead  to  change.  Now  is  the  time  to  accept  m 
modest  reforms  and  declare  victory.  In  a  few  years,  poli 
makers  could  revisit  health  care  and  judge  how  well  ex 
ing  reforms  have  done.  By  then,  the  prospect  of  univei 
coverage  may  seem  less  intimidating. 


PROVIDING  A  STEADY  HAND  IN  THE  KOREAS 


The  Korean  peninsula  appears  headed  for  one  of  the 
more  decisive  periods  in  its  long,  tortured  history— one 
that  will  determine  whether  it  builds  a  strong,  unified 
nation  or  spirals  downward.  The  challenge  for  the  outside 
world,  now  that  North  Korea's  longtime  leader,  Kim  Il-Sung, 
is  dead  and  his  mysterious  son,  Kim  Jong-Il,  has  taken  the 
helm  of  this  xenophobic  country,  is  to  watch  North  Korea 
through  more  than  just  the  prism  of  Pyongyang's  nuclear 
program. 

Many  South  Koreans  in  government  and  business  believe 
the  overwhelming  priority  for  their  country  is  to  begin  build- 
ing trust  with  their  northern  neighbor  by  adopting  a  step- 


by-step  economic  engagement.  This  extremely  complex  p 
cess  will  be  fraught  with  peril  at  every  point.  The  near- 
versal  expectation  is  that  the  younger  Kim  will  not  be  a 
to  manage  his  country  ably.  Watch  for  mounting  pressu 
on  South  Korea  to  open  trade  and  investment  and  to  fos 
links  with  the  north  in  order  to  prevent  an  economic  m^ 
down  and  avoid  an  influx  of  hungry  northerners. 

During  this  delicate  period,  the  U.  S.  in  particular  sho 
continue  talks  with  the  north  about  its  nuclear  program  wl 
encouraging  the  south's  attempts  to  reach  out  economicij 
to  the  north.  It's  the  best  option  for  staving  off  chaos  in 
north  and  solving  the  nuclear  problem. 
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That  Taught  The  World 
How  To  Combine  Power 
And  Affordability:  ^ 


Lesson  Two. 


hen  we  introduced  the  Compaq  ProLinea, 
it  was  more  than  just  a  new  computer.  It 
was  a  whole  new  idea.  The  first  computer 
to  dehver  the  right  features  and  high  quahty  at  a 
price  that  was  affordable  for  everyone.  Il^^i 

And  now  we'd  like  to  build 
on  that  idea.  Introducing  our  newest 
ProLinea:  A  computer  that's  been 
designed  to  make  your  money  go  further  still. 

To  begin  with,  it's  fast.  Our  new  ProLinea 
offers  a  choice  of  Intel  processors,  right  up  to 
the  IntelDX4.  Video  is  up  to  27%  faster. 
With  support  for  a  128K  memory  cache,  you 
can  boost  speed  another  35%.  And,  should 
you  ever  thirst  lor  greater  speed, 
you  can  easily  upgrade  to 
a  Pentium  OverDrive. 
But  going  faster  is  only  part  of  our  story. 
True  to  the  Compaq  spirit,  we  made  ProLinea 
even  easier  to  use.  It  comes  pre-loaded  with 
the  latest  version  of  Microsoft  Windows,  along 
with  Tab  Works',"  which  graphically  simplifies 


the  way  you  view  and  organize  all  of  your  work 
It  also  comes  with  built-in  Plug  and  Play 
capabilities,  bringing  new  ease  to  the  process 
of  adding  add-on  devices  and  expansion  cards. 

And  while  we  made  the  ProLinea  easier  to 
work  with,  we  also  made  it  easier  to  own.  It 
meets  Energy  Star  standards,  to  save  money 
in  the  long  run.  Better  still,  it's  priced  to  keep 
your  costs  down  today— starting  at  only  $950.' 
That,  of  course,  includes  all  the  benefits 
of  owning  a  Compaq,  from  our 
free  three-year  warranty"  to 


our  free  24  hour  helpline. 

If  you'd  like  a  demonstration  of  aftbrdable, 
easy-to-use  power,  go  try  a  ProLinea  at  your 
nearest  authorized  Compaq  reseller.  If,  on  the 
other  hand,  you'd  like  to  receive  specifications 
via  fax,  just  call  1-800-345-1518,  choose  the 
PaqFax  option  and  request  document  #4032. 

It's  a  moment  in  computer  history  every- 
one can  savor  —  as  Compaq  raises  the  value  of 
a  dollar  once  again. 


COMPAa 


©  1994  Compaq  ComputtT  Corporation.  All  Rights  Kcservi-i!  Compaq  and  I'roLinea  Regis it-ri-d  U,S  Patent  and  Trademark  Offiie,  PaqFax  is  a  scrvict-  mark  of  Compaq  Computer  Corporation. 
Tab  Works  is  a  trademark  of  Xerox  Corporation  Windows  is  a  lra<lcmark  of  Microsoft  Corporation  Pentium  and  the  Intel  Inside  logo  are  registered  Ira.lemarks  of  Intel  Corporation.  •Cstimaled 
selling  pritc;  actual  pricing  may  var).  Price  quoted  reit  rs  to  the  ProLinea  4/33S  Model  I  (no  hard  drive  inclutlcti),  '"Certam  rt-slriclions  and  exclusions  may  apply.  Monitors,  battery  packs 
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TALK  SHOW 

We're  off  the  7'adar  screen.  The  analysts  are  100%  ] 
wrong.  \ 

—CBS  Chairman  Laurence  Tisch,  telling  reporters  on  July  19  thati 
CBS  is  not  for  sale 
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WHEELER-DEALERS 

TRUMP'S  JUNK  GAME 
IS  COMING  UP  CRAPS 


Donald  Trump  is  abandon- 
ing his  bid  to  peddle  $125 
million  in  new  junk  bonds  for 
his  Taj  Mahal  casino— a  big 
setback  in  his  plan  to  shed 
his  heart-stopping  debt.  The 
problem:  very  little  market 
interest  in  buying  the  bonds. 
A  person  close  to  Ti-ump  says 
he's  giving  up  be- 
cause selling  the 
deal  "is  like  bang- 
ing your  head 
against  the  wall." 

These  bonds 
were  offered 
three  months  ago 
to  help  raise 
enough  cash  to  al- 
low The  Donald 
to  buy  back  the 
50%  ownership  in 
the  Taj  Mahal 
that  he  surren- 
dered to  creditors 
following  the  1990 
near  collapse  of 
his  empire.  The  buyback 
would  let  him  float  a  planned 
initial  public  offering  of  stock 
in  the  Taj  and  his  two  other 
Atlantic  City  casinos.  The  IPO 
proceeds,  in  turn,  would  help 
him  pay  $235  million  in  other 
debt  he  has  personally  guar- 


anteed, which  his  SEC  filings 
say  is  due  in  mid- 1995. 

Why  ha.sn't  the  new  junk 
sold?  After  all,  the  plush  Taj, 
Atlantic  City's  largest  casino, 
is  doing  pretty  well.  For  one 
thing,  casino  debt  and  IPOs 
have  been  in  the  tank  since 
interest  rates  started  climb- 
ing five  months  ago.  For  an- 
other, there's  the  threat  of 
competition  from  proposed 
gambling  parlors  in  Philadel- 
phia and  elsewhere.  Finally, 


THE  DONALD  AND  THE  TAJ:  A  big  setback 


IN  THE  DOCK 


NOW,  HE'S  GAMBLING 
ON  THE  JUDGE 


Addiction  to  gambling 
shows  up  at  blackjack  ta- 
bles, horse  tracks,  and  sports 
pools.  So  why  not  in  the  com- 
modities pits?  That's  the  argu- 
ment of  convicted  felon  Roy 
William  Harris,  who  lost  $200 
million  of  his  company's  mon- 
ey trading  in  oil  com- 
modities in  1991.  As 
CEO  of  a  now-defunct 
Stamford  (Conn.)  oil 
trading  firm  called  Ar- 
ochem,  Harris  cooked 
the  books  to  cover  up 
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the  Taj  offering  is  disturbing- 
ly like  1980s  junk  deals:  The 
new  l)onds  don't  pay  interest 
until  1999.  Trump  now  must 
hope  the  market  will  improve 
so  he  can  try  another  offer. 
The  Trump  Organization 
wouldn't  comment.  □ 


his  losses,  prosecutors  say. 

Harris  is  asking  a  federal 
judge  for  a  lighter  term  than 
the  15  to  24  years  he  can  ex- 
pect for  bank  and  wire  fraud. 
At  his  sentencing  hearing 
July  18,  his  lawyer  argued 
that  Harris  traded  under  a 
"diminished  capacity"  due  to 
his  compulsion.  Defense  wit- 
ness Valerie  Lorenz,  execu- 
tive director  of  the  Compul- 
Gambling  Center, 
testified  that  Harris' 
trades  became  ri.skier 
as  he  tried  to  recoup. 
Example:  He  macle 
$60  million  in  one 
trade,  only  to  keep 
trading  and  lose.  □ 


sive 


TCrS  DIVIDE  AND 
CONQUER  PlOY 


John  Malone,  chief  of  cable 
giant  Tele-Communications 
Inc.,  loves  doing  deals.  So 
soon,  TCI  officials  say,  Malone 
will  restructure  his  $4.2  bil- 
lion company  into  four  dis- 
tinct units,  a  maneuver  that 
could  allow  him  to  raise  deal 
money  more  easily.  The  units: 
TCl's  10  million  cable  subscrib- 
ers, its  growing  overseas  op- 
erations, new  high-tech  ven- 
tures, and  programming  (such 
as  the  piece  of  Turner  Broad- 
casting that  TCI  owns).  It  all 
shows  that  Malone  is  raring 
to  go  after  TCl's  megamerger 
with  Bell  Atlantic  fell  apart 
earlier  this  year. 

This  isn't  just  box-shuffling. 
Analysts  believe  the  separ- 


ate, more  focused  operatji 
will  better  attract  investi- 
PaineWebber's  Christopjt 
Dixon  figures  TCI  could 
billions  by  selling  a  20 
30%  .stake  in  its  cable  systji 
to  AT&T  or  Microsoft.  Tlie 
test  buzz  is  that  Malone's 
gramming  unit  would  be 


More  deals  ahead? 


nancing  vehicle  to  1 
someone,  perhaps  Ted  Tui 
or  Barry  Diller,  buy  a  st 
in  CBS  or  another  broad( 
network.  As  usual,  Malon 
mum.  Ronald  Gn 


CAPITAL  OFFENSES 


HEALTH-CARE  BACKERS  FROM  THE  GRAVE 


President  Clinton  keeps 
hearing  that  small  busi- 
ness dislikes  his  health-care 
package.  So  on  July  19,  he 
proclaimed  the  support  of  a 
group  representing  legions  of 
small  companies. 

Some  executives 
listed  on  the  Small 
Business  Coalition 
for  Health  Care  Re- 
form's roster,  how- 
ever, turn  out  to  be 
opposed  to  the  Pres- 
ident's plan.  One  is 
even  dead:  Louis 
Slotnick  of  Chicago 
passed  away  19 
years  ago,  his  family 
says.  Another  Chica- 
go "member,"  Leo- 
na's  Pizzeria  co-own- 
er Lawi'ence  Suffre- 
din,  lobbies  for  the 
Illinois  Restaurant 
Assn.,  a  foe  of  Clinton-style 
employer  mandates. 

Audrey  Mullen,  a  Virginia 
conservative  activist,  called 
the  coalition  seeking  informa- 
tion to  use  against  the  Clin- 
tonites.  Now,  she's  a  member 
in  good  standing.  She  says 


she  has  since  found  dozens 
the  list  who  have  never  e 
heard  of  the  group. 

The  coalition's  orgapi 
notably  the  National  Ass<i)j| 
tion  of  Retail  Druggists,  dh" 
that  they  knowingly  infhi 


CLINTON-PLAN  BACKERS... 


Some  listed  members  of  pro-White  /■■« 
Small  Business  Coalition  for  Health  C 
Reform  who  don't  belong  on  the  rosi 


ELSTON  METAL 

Chicago 


Owner's  father,  listec 
as  coalition  member 
been  dead  for  1 9  ye 


LEONA'S 
PIZZERIA 

Chicago 


Co-owned  by  lobby! 
for  the  onti-Clinton-pr 
Illinois  Restaurant  Ast 


FABRIC  MAGIC  Owner  opposes  Clin 
Murfreesboro,  employer  mandate.  I 
Tenn.  lieves  friend  signed  i  ji 


their  list.  Of  the  300-plus  hv 
nesses  listed,  they  say  n 
were  picked  by  member.'- 
Congress  or  such  groupsaj 
the  Health  Care  Reform  P)i 
ect.  No  comment  from 
White   House.  Richard 
Dunham  and  Mike  McNaii 


UP 


What  rain? 


Michelin  MX4.  Most  tires  would  rather  Micheiin  mx4 

tay  in  the  garage  on  a  day  hke  this. 

But  the  MicheHn"  MX4'"  radial  can  han- 
le  a  downpour.  This  superb  wet-traction 
ire  has  an  advanced  tread  pattern  and  a 
pecially  formulated  rubber  compound  for 
xcellent  wet  grip. 

The  wet-road  superiority  of  the  MX4  was  verified  by  a 
lationally  recognized  independent  lab  that  tested  it  against  a 
/ell-known  center-groove  tire. 

In  the  first  test,  the  MX4  soundly  beat  the  center-groove 
ire  and  two  others  in  handling  and  control  on  wet  surfaces. 

In  the  second  test,  conducted  over  42,000  miles,  the  MX4 
leat  the  center-groove  tire  at  every  stage  of  head-to-head, 
/et-traction  competition.  The  test  found  that  as  the 


MICHELIN'S  THREE  GROOVES  ARE 
BETTER  THAN  ONE. 


competitor's  V-shaped  center  groove  wears 
down,  its  ability  to  disperse  water  decreases 
significantly.  But  the  three  grooves  of  the 
MX4  are  square,  not  V-shaped,  so  their 
ability  to  remove  water  doesn't  diminish  as 
rapidly  with  wear. 
The  tests  also  showed  that  the  MX4  is  more  apt  to  outlast 
the  center-groove  tire,  in  addition  to  providing  better  wet 
traction  over  its  lifetime.  Another  example  of  why  Michelin  is 
the  brand  of  tire  that  people  want  most. 

So  let  it  rain  cats  and  dogs.  Let  it  come  down  in  buckets. 
You're  driving  on 
Michelin's  superb  wet- 
traction  MX4  tires.  ....<>.^. 

BECAUSE  SO  MUCH  IS 

What  rain?  ]o    RIDING  ON  YOUR  TIRES' 


HOME  ECONOMICS 

A  BIG  HAND 

IROM  THE  LinLE  LADY? 


Two-earner  households  may 
rake  in  more  income— but 
the  husband  in  such  a  union 
pays  a  price.  A  new  study 
finds  that  top  male  managers 
in  dual-income  families  earned 
20%  less  over  five  years  than 


those  with  homebound  wives. 
Why?  To  researchers  Linda 
Stroh  of  Loyola  University 
Chicago  and  Jeanne  Brett  of 
Northwestern,  it's  "corporate 
prejudice"  against  guys  with 
employed  spouses. 

Their  reasoning:  The  two 


groups  of  men  are  the  same 
in  every  way,  so  tradition- 
minded  bias  is  the  logical  cul- 
prit. In  their  survey  of  348 
top  male  managers  at  big  cor- 
porations, the  subjects  were 
all  in  their  late  30s,  with  com- 
parable credentials,  tenure, 
and  job  commitment.  The  tra- 
ditional types,  for  instance, 
worked  only  slightly  longer 
hours:  an  average  of  53  hours 
weekly  vs.  5L  The  men  stud- 
ied all  had  been  transferred, 
so  it's  not  as  if  someone's  wife 
stopped  him  from  making  an 
important  move  for  the  sake 
of  her  career.  Stroh  says  the 
results  "should  be  sending  a 
message"    to  Corporate 
America  to  get  with  it. 
Perhaps.  But  Stroh  and 
.  ,,    Brett  didn't  study  wives. 
■f<i  And   they   admit  they 
didn't  examine  whether  a 
nonwoi'king  wife  serves  as 
a  resource  for  her  hus- 
band. Phyllis  Schlafly,  a 
leading  advocate  of  tradi- 
tional family  values,  says  the 
data  show  a  stay-at-home 
"wife  is  a  big  asset  to  a  man" 
by  relieving  him  of  housework 
and  child-care  distractions.  In 
any  case,  such  a  wife  is  a 
dwindling  asset:  Only  16%  of 
U.  S.  families  with  kids  now 
fit    the  Ozzie-and-Harriet 
stereotype.       Michcle  Galen 


NAME  GAME 


FLY  THE  BORING  SKIES 


Ordinary  triumphs  again. 
United  Airlines,  just  pur- 
chased by  its  employees,  ran 
a  contest  to  choose  a  name 
for  the  carrier's  soon-to-debut 
short-haul,  low-fare  subsidiary. 
United's  new  airline-within-an- 
•line  will  bat- 


suggestions  by  focus  groups 
of  frequent  travelers.  They 
overwhelmingly  picked  United 
Shuttle  as  the  one  describing 
the  airline's  "key  product  at- 
tributes," says  a  spokesman. 
Too  bad.  Among  the  pep- 


tle  such  feisty  rivals  as 
Southwest  Airlines.  But  of  the 
1,300  entries— many  of  them 
quite  jazzy— the  company  set- 
tled on  a  very  prosaic 
moniker:  United  Shuttle. 

What  happened  to  creativi- 
ty? Rather  than  take  a  big 
risk.  United  ran  the  name 


py  appella- 
tions  that   the  company 
spurned:  Lite  Flites,  United 
Delight,     United  Jr., 
U-Save,  and  Fare- 
Thee-Well  Airlines. 
One  employee  suggestion 
for  this  tail  end  of  United 
Air,  rejected  out  of  hand,  was 
a   saucy    play    on  words: 
Derriere.        Susan  Chandler 


DRAWN  AND  QUARTERED 


"/^  'Ut^e  SCOg  ANPNO  OP'XGtV  S«? " 


POLITICAL  CORRECTNESS 

THE  SCRAP  OVER 
SHAWMUrS  SYMBOL 


Is  Shawmut  National's  cor- 
porate logo  respectful  of 
Native  Americans  or  political- 
ly incorrect?  The  answer  isn't 
clear,  even  to  Indians,  who 
are  divided  on  the  subject. 
The  dustup  started  when 
New  England's  third-largest 
bank  recently  began  plac- 
ing its  82-year-old  logo— 
an  imposing  bust  of  Ob- 
batinewat,  who  was  chief 
of  the  Shawmut  tribe  in 
the  early  1600s— on  the  33 
branch  offices  of  its  newest 
acquisition.  New  Hampshire's 
New  Dartmouth  Bank. 

But  then  Indians  from 
Dartmouth  College  objected. 
"It's  a  stereotype  image  and 
does  not  reflect  the  reality  of 
the  native  people,"  says 
Michael  Hanitchak,  a  film  in- 


structor and  Choctaw  frJ 
Oklahoma  who  heads  Da| 
mouth's    Native  Amerid 
Council. 

Some  New  Hampshire 
dians  disagree.  Sharon  Hi 
a  representative  of  Drum  Ii| 
a  support  group  for  the 
tive  Western  Abenaki  tril 
backs  Shawmut  because  it 
nated  five  acres  of  land  I 
Drum  in  February.  "It  vj 
like  a  sign  to  us,"  she  sal 


Shawi 


"We're  very  appreciative." 
sides,  she  adds,  she  lill 
Shawmut's  Indian:  "We  th| 
he's  rather  handsome." 

Shawmut  is  taking  thiij 
slowly.  The  bank  won't  ]| 
up  the  Indian  logo  "until 
come  to  an  understand! 
with  all  sides,"  says  I 
spokesman.      Geoffrey  Sni 


THE  BIG  PICTURE 

WHERE 
NEXT? 


Americans  are  still  on  the  move,  and  they're  bourl 
for  places  with  lower  costs  of  living,  better  job 
opportunities,  and  lower  crime  rates.  A  survey  of  I 
inbound  vs.  outbound  residents  for  the  past  1 2 
months  showed  the  most  popular  destinations. 


PERSONS  MOVING  IN  PlI 
HUNDRED  MOVING  OUl 


DATA:  RYDER  SYSTEM  IN  J 

moaim  umi  i 


FOOTNOTES 


U.  S.  households  with  a  cellular  phone,  1990:  2.8%.  In  1993:  10.7% 
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UP 


The  erage  e:x-e- 

''^  A^e.  vvili  waive  iha.  :uri-  ■;;  "v  c- 

more  ^.cr,  piu-/  -rako 

:!!•■     ^  V  ■  )^      '  you 

iTvj  ,     under  stand 

•  o:.'  ^  something 

tCiSy     V''.  :-  1..- «.  J'  V  ;4  ■  a  *  1  _  ; 

<  1    <  ^  <  J  '  ^ 


o\  i\  the 
is.Ni  more 

era?  •  •  \  - 

r  ot  tho-  things 

tv  insur  ^  ^ 

0,1  equil  ~  -  .  you 

^  oUcy :/  can 
xi.  Lav  do 
i  a      .  •  with 

ured  /' 

of  lie-' ■  it. 


 ©■"■J^JSFtGCo^D 


Obvious,  right?  Yet  so  often  overlooked.  Particularly  when  it  comes  to  insurance.  It's  amazing  how 
/OUT  property,  casualty  and  life  coverage  can  work  for  you  once  you  understand  it.  That's  why  at  USF&G, 
Jverything  we're  doing  is  directed  toward  simplifying  and  clarifying  an  otherwise  confusing  process.  [In 
'act,  we're  out  to  change  the  very  nature  of  insurance.]  With  new  talents,  technologies  and  products  to 
Iraw  from,  our  agents  can  make  your  money  work  harder.  [So  you  can  get  what  you  need,  and  eliminate 
vhat  you  don't.]  Ask  an  independent  agent  about  USF&G.  and  find  out  just  II  C  I?  T 

low  we'd  handle  your  business  or  personal  insurance  needs  [hint:differently].  ^   U  S  r~^U 

fHE  DIFFERENCE  IS  UNDERSTANDING™  ^ 


E-MAIL  FOR  PEOPL 
PLACES  TO  GO  A 


In  other  words,  people  like 
you.  People  who  need  more  time. 


exiting  the  application  youVc  work- 
ing in.  And  send  faxes  right  from 


your  word 


Wilh  Sil}L'iliile+  Vdii'll  flH'ihl  las  time  nniiuiiiirj^  pcajilc  uj'  for  mcctiniis,  ht'Ciiiiie  Scheclulc+  lets 
vnii  sec  ivhcii  the  people  voii  need  are  jyee.  So  voii  ean  pick  a  Imie  thiit's  eoiirenieitt  for  evervo>ie. 


How  can  Microsoft  Mail  sa\ 
you  time?  Mail  has  smart,  sensible 
symbols  and  online  help  that  mal 

learnir 
to  senc 
and  receiv 
mail  easy.  Ai 
if  you  re  going  t( 
be  away  from  your  (^ffic 
Mails  Out  of  Office  feature  vvi 
automatically  forward  a  message 
to  everyone  who  tries  to  get  in 
tact  with  you  while  you're  out. 

You  can  save  even  more  tim 
by  adding  other  features  that  an 


And  fewer  headaches.  Microsoft 
Mail  lets  you  do  more,  while  keep- 
ing ycni  connected,  whether  you  re 
down  the  hall  or  down  under  on 
business.  No  wonder  Microsoft 
Mail  is  the  best-selling  LAN-based 
mail  product  in  the  world. 

For  a  start,  Microsoft  Mail 
works  perfectly  with  what 
you  already  have.  Whether 
youVe  in  MS-DOS,  the 
Wmdows"  operating  sys- 
tem, on  a  Mac,  or  OS/2  . 
And  you  can  send  mail  without 


processor.  Whether  you  re 
in  Microsoft  Word, 
Microsoft  Excel,  Lotus 
or  WordPerfect: 


W';//'  Mail  Remote,  von  don't  need  to  he 
m  vonr  office  to  keep  ni  toneli  And  ivith 
wneless  seri'ice  von  don't  eren  need  to  he 
near  d  pfjoiie.  Yon  can  /ot;  //;  anvii'here. 


( 


With  electronic  forms,  yo\ 
he  ahle  to  track  expense 
reports,  vacation  request 

and  otfjer  important 
forms  as  they  speed  safel 
thron^l)  vonr  conipd)iv 


just  as  easy  to  use  as  Mail.  Like 
Schedule+,  the  best-selling  scb.ec 
uler  {o\  Windows.  It  helps  you  ma  • 
age  yoLU"  calendar  and  reminds 
you  of  meetings  and  deac 
lines.  It  even  shows  you 
when  everyone  is  free.  S 
you  can  schedule  meetinj 
without  a  lot  of  legwork. 
Microsoft  electronic  forms  K 


ig'  IWMKnisoliC  orpouncn  All  rjKlii.  n«rn-.l  1)11,.,  K.".d"nK  in  iIk-  «1  I'niii-J  Sr.iuv  In  ihi-  ill  Uniial  Si.ia-»,  t.,11  IlillllU'b  tWI  Tur  moa- inl..riii.iti..n  ..nlv  In  (  an.ul.i.  i.ill  (Slllli  isiWMS.  oucsiji'  iht  Uniicd  Si.iit^  .inj  (  .inad.i,  >  .Jl 
lot.il  Microsoft  Mihsidi.uy  or  (2061  y^fvHhdl,  .Mit«,M,tt  .inil  MS  I  HIS  .Uf  ii.j;isri-rctl  {t.Kifiii.irks  and  Windows  is  a  rradtrnark  ol  Witrnsott  (  orporarion  [  oriis  and  1-2- *  arc  registered  trademarks  ot  I  otiis  development  Corporation  \XordPei 
IS  a  fc^istcred  Iradeliiatk  of  WordPerfect  t  orporarion  Mae  is  a  it  ^:isreted  trademark  of  Apple  Computer.  Ine  OS/l  is  a  te^iisiered  ttadematk  of  International  Business  Maellines  Corporation 


riTH  THINGS  TO  DO 
PEOPLE  TO  SEE. 


i  speed  expense  reports,  vaca- 
n  requests  and  other  important 
ms  through  your  office  at  the 
;ed  of  light.  And  with  electronic 
ms  you  can  track  them  easily. 


you're  on  the  road.  Not  only  that,  it 
can  also  save  you  money.  Just  read 
the  important  messages,  then  let 
Mail  Remote  respond  automatically 


121  messages  27  unread 


Microsoft  Mail  gives 
yon  an  infinite  number 

of  ways  to  he  more 
persnasii'e.  Send  words, 

grapljs,  pictures  and 
sound  as  mail  messages. 
There's  almost  no  limit 
to  what  von  can  send. 


Fmally,  with  Mail  Remote  you  when  transmission  rates  are  lowest. 
1  stay  connected  and  work  just  No  other  mail  system  is  easier 

e  you  do  in  your  office  when         to  use.  Or  engineered  like  Microsoft 

■ichedule+'s  alarm  clock  reminds  yon  of  meetings,  deadlines,  anything.  So  you'll  sUiy  orga)iized 
and  save  time.  Without  it,  we  might  have  forgotten  this  caption  entirely. 


Mail  to  evolve  into  information 
exchange  technologies. To  find  out 
more,  just  add  one  more  thing  to 
your  to-do  list:  Call  (800)  871-3271, 
Department  EAK  and  ask  for  our 
free  Microsoft  Mail  demo  disk. 

Microsoft  Mad  is  the  best-selling 
LAN-based  mail  product  in  the  world. 

Add  Schedule-^-  for  a  p/ersonal 
time-management  and  group  scheduling 

system.  And  electronic  forms  to  speed 
paperwork  through  your  office.  Take  them 
all  on  the  road  with  Mail  Remote. 
Together  they  'll  make  vour  whole 
organization  more  productive  than  yon 
ever  could  have  imagined. 
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VAGEIiOS  AND  THE  SEARCH  FOR 

HIS  SUCCESSOR  AT  MERCK  

■ read  with  interest  your  article  on  the 
Merck  CEO  search  (Top  of  the  News, 
June  27).  Unfortunately,  it  contained  a 
factual  error. 

The  statement  that  [outgoing  CEO] 
Roy  Vagelos'  role  in  the  search  was 
"carefully  limited"  by  the  board  is  not 
true.  In  fact,  his  involvement  was  an 
integral  and  extremely  important  part  of 
the  search  process.  He  participated  in  all 
of  the  relevant  meetings  and  was  fully 
involved  in  the  decision  process.  His  in- 
sight, wisdom,  and  participation  were 
most  important  to  the  successful  out- 
come of  the  search. 

Under  Roy  Vagelos,  Merck  has  had  a 
remarkable  and  unprecedented  record 
of  accomplishment.  Highly  effective  new 
drug  introductions  have  created  strong 
gr'owth.  New  strategies  to  deal  with  the 
changing  health-care  environment  have 
been  implemented,  including  the  acquisi- 
tion of  Medco  Containment  Services  and 
leadership  in  restraining  prescription 
drug  price  increases. 

Bruce  Atwater 
Director 
Merck  &  Co. 
Chairman  and  CEO 
General  Mills  Inc. 
Minneapolis 

AIRBUS  PROBLEMS: 

IMAGINED  OR  REAL?  

Your  article  on  aircraft  accidents, 
"That  sinking  feeling  at  Airbus" 
(International  Business,  July  18),  is  a 
rush  to  judgment  that  does  not  evaluate 
the  facts  or  reflect  reality.  BUSINESS 
week's  attempt  to  link  three  accidents 
to  fly-by- wire  (FBW)  flight-control  tech- 
nology is  incorrect  and  inappropriate. 
Citing  the  recent  crash  of  a  flight-test 
aircraft  performing  an  engine-out  take- 
off maneuver,  you  see  "ominous  similar- 
ities to  two  other  Airbus  crashes."  That 
flight,  well  beyond  the  range  of  normal 
airline  operations,  was  conducted  to  es- 
tablish safety  limits  as  part  of  the  certifi- 
cation process. 

One  of  the  two  other  incidents  refer- 


enced occurred  in  Nagoya  in  April:  Th; 
was  a  completely  different  type  of  ai 
craft— a  non-FBW  airplane.  We  await  tl 
report  of  the  official  investigation  tear 

Second,  you  point  to  an  aircraft  thi 
in  1988  "crashed  in  France  when  its  cor 
puters  were  unable  to  help  it  clear 
forest."  That  accident  resulted  fi'om  tl 
airline-operated  aircraft  being  flown  i 
30  feet  above  a  short  gi"ass  airstrip  in 
local  air  show  demonstration  and  into 
forest.  (Airbus  pilots  are  restricted  1 
300  feet  in  such  demonstrations.)  Cor 
puters  cannot  see  forests  or  mountain 
However,  because  of  the  aircraft's  lo' 
speed  and  high  angle  of  attack,  the  FB' 
system  maintained  the  aircraft  in  a  st; 
ble  wing-level  attitude,  avoiding  a  dea 
ly  stall,  that  saved  130  of  132  peopL 
The  captain  was  stripped  of  his  licensi 

Although  the  official  probable  cause 
the  third  accident  has  not  yet  been  n 
leased,  the  high  probability  may  res 
with  the  fact  that  the  Russian  captain 
15-year-old  son  was  permitted  to  sit  i 
the  left  seat  with  the  aircraft  flying 
cruise  altitude  above  Siberia. 

And  your  unidentified  airline  execi 
five  can  be  assured  that  the  airline  an 
aircraft  industries  will  be  fully  apprise 
of  all  investigation  results,  just  as  w 
study  other  manufacturers'  accidents  t 
maximize  the  safety  of  our  airplanes 

Every  accident  is  a  tragedy  felt  deej 
ly  by  the  aircraft  manufacturer  and  th 
airline.  But  your  article's  headline  n 
fleets  more  of  an  attempt  to  be  cleve 
than  a  clear  understanding  of  the  att 
tude  at  Airbus  and  the  full  belief  w 
have  in  our  aircraft. 

David  C.  Ven 
Vice-President,  Communication 
Airbus  Industrie  of  North  America  In( 
Herndon,  Yi 

While  Airbus  is  quick  to  conver 
iently  dismiss  their  rash  of  crasl 
es  as  "pilot  error,"  they  seem  reluctan 
to  ask  themselves  the  obvious  question 
Why  are  Airbus  aircraft  so  prone  to  pi 
lot  error? 

Patrick  Palazzo! 
Communications  Chairmai 
San  Francisco  Council  3 
Air  Line  Pilots  Assr 
Fremont,  Calii 
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Lincoln  MarkVm 

When  you're  in  your  Mark,  you  know  you're  in  for  more  than  just  your 
standard  driving  experience. 


Inlibur  Mark.  Get  Set.  Go. 


Inside  Mark  VIII's  ergonomically  designed  cockpit,  you'll  notice 

something  not 
available  on  any 
other  luxury  sport 
coupe:  Autoglide 
front  seats  that 
move  forward  to 
make  room  for 
easy  entry  and  exit 
when  the  seatbacks 
are  tipped  fully 
ahead.  When 
returned  to  their 
normal  upright 
position,  the  seats 
automatically  glide 
back  to  their 
original  location. 
Now  fasten  your  seat  belt. 

The  280-hp  32-valve  engine  will  rocket  you  to  wherever  you  need  to  go. 
There's  also  standard  dual  air  bags*  and  ABS  brakes,  and  an 
exclusive  computer-managed  suspension  that  automatically 
lowers  the  car  at  55  mph  for  better  handling  and  less  wind 
resistance.  And  all  Lincolns  are  backed  by  the  Lincoln 
Commitment,  a  comprehensive  ownership  benefits  pro- 
gram that  includes  24-hour  Roadside  Service  Assistance. 

So  get  in  your  Mark.  And  get  set  for  a  truly 

unique  driving  experience.  Attractive  lease  rates  now  make 

it  even  easier  to  get  into  Mark  VIII.  For  more  information    ^  ,   .     ,  , 

Exclusive  dual 

, ,     _  Autoglide  seating 

call  I  800  255-5433.  system. 

LINCOLN 

'What   A    Luxury    Car    Should  Be 


COLN-MERCURY  DIVISION  C^T'   Buckle  up-togethcr  we  cm  save  lives.  -Driver  ind  front  passenger  Supplementjl  Restraint  System,  Always  wear  your  safety  belt. 


The  Burning  Must  Stop. 

NOW! 


Rain  forests  occupy  just  2%  of  the  earth's  surface. 
Yet,  these  rain  forests  are  home  to  half  of  the  planet's 
tree,  plant  and  wildlife  species.  Tragically,  96,000        ;  / 
acres  of  rain  forest  are  burned  every  day  '  ' 

You  can  help  stop  this  senseless  destruction.  Right  now 
you  can  join  The  National  Arbor  Day  Foundation,  the  world's 
largest  tree-planting  environmental  organization,  and  support 
Rain  Forest  Rescue. 

When  you  join,  you  will  help  establish  natural  rain  forest  barri- 
ers to  stop  further  burning  and  support  on-site  conservation 
management  plans  to  protect  threatened  forests. 

\ou'd  better  call  now. 


Call  Rain  Forest  Rescue. 
1-800-255-5500 


The  National 

Arbor  Day  Foundation 


ea 

THE  DRAW  ! 
OF  THE  HEARTIAND 

As  an  executive -search  consultant, 
is  a  pleasure  to  work  with  clients  i 
the  Midwest  ("America's  heartland,"  Ca\ 
er  Story,  July  11).  Finding  candidate 
willing  to  relocate  is  rarely  an  issu( 
But  trying  to  convince  candidates  to  r^ 
locate  to  either  of  the  coasts  is  anothe 
story.  What  a  difference  a  few  year 
can  make. 

Stanley  Her 
Princip: 
Stanley  Herz  &  C( 
Somers,  N."5 

IH  DEFEHSE 

OF  DEVEIOPMEHT  BANKS 


Your  article  "Development  Banks:  ai 
idea  whose  time  has  gone"  (Econora 
ic  Viewpoint,  July  11)  makes  a  numbe. 
of  very  questionable  assertions  abou 
the  contributions  of  institutions  such  a 
the  Inter-American  Development  Bank 
In  fact,  our  record  of  accomplishmen 
is  one  in  which  all  of  our  46  membe: 
countries  take  great  pride. 

Far  from  teetering  on  the  edge  of  de 
fault,  the  Inter-American  Developmem 
Bank  has  few  peers  when  it  comes  to  fi 
nancial  soundness.  Defaults  on  loan; 
made  by  IDB  have  been  virtually  nonex 
istent,  and  our  rate  of  arrearages  i 
very  low.  Our  bonds  enjoy  an  enviabk 
triple-A  rating. 

Similarly  sound  is  the  IDB's  portfolio 
according  to  findings  by  recent  interna 
and  outside  evaluations.  Projects  fi 
nanced  by  the  Inter-American  Develop- 
ment Bank  are  helping  to  modernize  th( 
economies  and  institutions  of  Latir 
America  and  the  Caribbean  and  bring 
this  important  part  of  the  world  intc 
the  21st  century. 

Muni  Figueres  de  Jimenez 
External  Relations  Advisor 
Inter-American  Development  Banh 
Washington 
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T  TAKES  MONEY  f"  MAKE  MONEY. 


{yours 


IJ  yon  have  big  plans  jor  your  snuill  business,  wed  like  to 
help.  Co)i/e  to  First  Interstate  Bank.  We'll  irork  with  you. 
not  against  you.  and  we  have  a  variety  of  loans  and  lines  of 


credit  designed  to  help  a  business  grow.  Yours,  that  is. 


^'mall  business  loans /«r temporarily  small  businesses. 


©  1994  l-irsl  InkTsl.ili'  H.im  otp 


First  Interstate  Bank 
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ORE  AND  MORE  HEALTH  BENEFITS  MANAGERS  IN 
/CONSIDERING  EARLY  RETIREMENT.  TAKE  THIS  3! 


.L 
A 


Wheyi  yau  look  at  th-e  way  things  are  today,  its  no  small 
wonder.  On  one  side,  management  is  screaming  for  cost 
control.  On  tfie  otlwr,  employees  are  demanding  quality 
and  convenience  from  their  coverage,  v  Leaving  benefits 
managers,  you  lucky  souls,  stuck  between  th^  proverbial 
rock  and  a  hard  place.     Fortunately,  Blue  Cross  of 


California  can  help.  •/  Last  year  alone,  we  were  able  j 
to  save  our  customers  more  than  $900  million  through 
case  management  ami  d^ep  discounts.  In  fact,  lue  were 
able  to  save  a  leading  department  store  chain  more  than 
$760,000  during  only  nine  months.  -/  And  while  those 
numbers  are  sure  to  please  even  the  stingiest  of  the  higfier- 


♦CaliforniaCarc  Hcallh  I'l.iijs  .mil  Bin.  (.ross  i.l  Califonii.i  .iti-  Iiidi  peiiilt  nl  l.i<  ciis<-e»  ol  llu-  Blue  Criiss  Assoi  ialioii-  ®  is  a  rcgisliicii       k  i.l  ilii  Blu.'  Cross  Assr>. 


sa  ifgistfifd  mark  of  tlif  WellPoint  Health  Netwoi 


LIFORNIA  ARE 

\R-OLD,  FOR  INSTANCE. 


r 

¥ 
I 


.ps,  lue  understand  they  don't  really  mean  a  whole  lot  to 
mployees  looking  for  good,  quality  coverage,  v  Thats 
jhere  our  other  programs  come  in.  -/  Programs  like  our 
dedical  Group  Score  Card.  More  than  just  a  qucdity 
leasurement,  its  an  individualized  revieiu  of  more  than 
23  medical  groups  and  15,000 physicians  affecting  more 


than  two  million  patients.     So  call  your  broker  or  a 
Blue  Cross  Group  Sales  office.  We'll  be  happy  to  show  you 
hoiv  our  quality  coverage  can  help  your  company  save 
quite  a  bit  of  money.     And,  in  turn,  help  you  avoid,  a 

few  gray  hairs.     CalifomiaCare'Health  Plans 
#  Blue  Cross  of  California 


^^^^ 


In  a  country  that  celebrates  a  first  birthday 
Uke  this,  a  600th  is  worth  attending. 

It's  Seoul's  600th  anniversary  as  the  capital  of  Korea.  And  to  celebrate  this  historic 
milestone,  events  have  been  planned  on  a  grand  scale,  throughout  the  year. 

Walk  backwards  across  an  ancient  bridge  to  ensure  good  health  at  the  King  Sejong 
Festival.  Participate  in  the  decorating  of  floats,  lantern  parades,  and  folk  dances  at  the 
Halla  Festival.  It's  Oktoberfest,  St.  Patrick's  Day  and  The  Museum  of  Modern  Art  rolled 
into  one.  With  authentic  Korean  parades,  foods,  art  shows,  and  games. 

1  he  most  convenient  way  to  the  celebration  is  on  Korean  Air.  We  have  more  nonstop 
flights  to  Seoul  than  anyone  else,  with  over  100  weekly  connections  throughout  the  Orient. 
And  fly  you  there  in  relaxing  comfort,  with  impeccable  service.  For  more  information, 
call  213-4(S4-578().  But  do  it  soon.  The  next  one's  not  for  100  years. 

KSREAIVAIR 

Fly  the  spirit  of  dedication." 


120-CA 


ITED  TRUTH:  THE  MANIPULATION  OF  FACT  IN  AMERICA 

!ynthia  Crossen 

)n  &  Schuster  •  272pp  •  $23 


lES,  DAMN  LIES, 

ND  PRODUCT  RESEARCH 


:i  the  late  1980s,  few  environmental- 
ly concerned  parents  could  use  dis- 
posable diapers  without  feeling 
ty.  Just  imagine  all  that  plastic,  pa- 

and  chemical  goo— not  to  mention 
contents  of  the  soiled  diapers— sitting 
egraded  in  landfills  for  untold  years! 
hen,  in  1990,  Procter  &  Gamble  Co. 
,  we  could  relax.  According  to  a 
ly  funded  by  the  maker  of  Pampers 

Luvs,  when  one  evaluates  all  the 
ironmental  costs  of  making,  using, 

discarding  disposable  and  reusable 
•ers,  the  disposables  are  no  worse 
1  their  cotton  ri- 
.  The  same  year,  a 
ly  sponsored  by  the 
posable-f  riendly 
grican  Paper  Insti- 
— which  factored  in 
1  variables  as  the 
rgy  impact  of  ex- 
ing  cotton  to  China 

make  diapers— 
;hed  the  same  con- 
ion.  The  two  stud- 
neatly  parried 
i'ious  disposable- 
ming  research— 
:h  had  been  backed 
;loth-diaper  makers, 
.s  Cynthia  Crossen 
2atedly  says  in 
ited  Truth:  The  Ma- 
ilation  of  Fact  in 


"the  more  the  study  defies  common  wis- 
dom, the  more  likely  it  is  to  enjoy  wide 
acclaim."  Among  the  examples  she  cites: 

■  Eating  white  bread  won't  make  you 
gain  weight.  This  was  the  finding  of  a 
study  in  which  some  subjects  added 
eight  slices  of  bread  to  their  daily  diet 
for  eight  weeks.  The  sponsor  of  this 
revelation?  Wonder  Bread. 

■  Chocolate  may  inhibit  cavities,  said 
the  Princeton  Dental  Resource  Center, 
citing  a  study  indicating  tannins  in  cocoa 
inhibit  plaque  formation.  Who  funds  the 
center?  M&M/Mars  Inc. 


rossen  shows  how 
impressive  numbers 
can  put  whatever 
spin  is  desired  on 
a  sales  pitch 


Ci/nthia  Crossen 


erica,  a  shrewdly  concocted  study 
prove  virtually  anything.  The  pro- 
osable  studies,  she  reports,  helped 
legislation  nationwide  that  would 
i  imposed  bans,  taxes,  or  warning  la- 
.  Says  a  policy  analyst  she  quotes: 
vent  fi-om  being  one  of  the  most  ob- 
is examples  of  a  choice  where  one 
clearly  right  and  one  was  wrong  to 
completely  muddled  argument." 
•issecting  studies  done  by  and  for 
ironmentalists  and  the  makers  of 
gs,  breast  implants,  and  foods, 
ssen  shows  how  often  self-interest 
ns  to  dictate  the  outcome.  The  pa- 
eters  of  research  are  malleable,  even 
lin  ethical  limits,  she  notes,  and  buy- 
of  research  need  publicize  only  fa- 
ible  findings.  A  Wall  Street  Journal 
or,  Crossen  also  lambastes  the  media 
uncritically  reporting  studies.  When 
)mes  to  nutrition  research,  she  notes. 


■  Almonds,  walnuts,  rice  bran,  and  cit- 
rus all  aid  the  cardiovascular  system. 
So  say  separate  studies  touted  by  the 
Almond  Board  of  California,  the  Califor- 
nia Walnut  Commission,  the  Rice  Coun- 
cil, and  the  Florida  Citrus  Commission. 

Crossen  also  explores  cases  in  which 
dueling  studies  have  weighty  policy  or 
public  health  implications.  Consider  the 
tobacco  industry's  research  gi'oup,  which 
since  1954  has  doled  out  more  than  $165 
million  to  800  scientists  who  overwhelm- 
ingly tended  to  reassure  smokers.  The 
flood  of  data  helped  delay  for  years  the 
reckoning  tobacco  merchants  now  face. 

Drugmakers  are  another  of  Crossen's 
targets.  In  one  case,  she  reports,  feuding 
University  of  Pittsburgh  researchers 
reached  opposite  conclusions  about  the 
treatment  of  children's  middle-ear  infec- 
tions. Reviewing  the  same  data,  one  pro- 
nounced the  antibiotic  amoxicillin  effec- 


tive. The  other  disagreed.  The  first  sci- 
entist's lab  had  collected  $1.6  million  in 
grants  from  drugmakers,  while  the  crit- 
ic had  refused  such  money.  The  opposite 
findings  hinged  on  different  study  dura- 
tions, different  testing  instruments,  and 
different  interpretations  of  results. 

The  study  endorsing  the  drug's  effec- 
tiveness was  accepted  by  the  prestig- 
ious New  England  Journal  of  Medicine  as 
the  version  "authorized"  by  the  univer- 
sity—itself a  recipient  of  much  money 
from  drugmakers,  according  to  Crossen. 
The  critic's  study  wasn't  published  for 
nearly  five  years,  until  1991,  when  the 
Journal  of  the  American  Medical  Associ- 
atimi  ran  it.  As  it  turned  out,  its  findings 
were  bolstered  by  a  broad,  3,600-child 
study  that  found  higher  rates  of  recov- 
ery in  those  who  didn't  get  antibiotics. 

Slicing  data  differently  can  make  the 
truth  remarkably  pliable— and  money 
makes  such  recasting  all  too  alluring, 
Crossen  persuasively  warns.  Onetime 
biotech  star  Centocor,  she 
notes,  saw  the  fortunes  of 
its  $3,500-a-dose  medicine  for 
septic  shock  fade  when  it 
couldn't  show  effectiveness 
14  days  after  treatment. 
When  marginal  improvement 
seemed  to  show  up  28  days 
after  treatment,  it  asked  reg- 
ulators to  change  the  study's 
endpoint.  The  Food  &  Drug 
Administration  declined,  and 
in  January,  1993,  a  new  trial 
vanquished  the  drug:  More 
patients  died  using  it  than 
died  on  a  placebo. 

Some  studies  are  more 
valid  than  others,  of  course, 
just  as  some  researchers  are 
more  honest  or  more  com- 
petent than  others.  Yet  Cros- 


sen is  frustratingly  reluctant  to  choose 
between  opposite  findings.  True,  a  de- 
tailed examination  of  the  dozens  of  stud- 
ies she  refers  to— on  everything  from 
the  role  of  milk  in  juvenile  diabetes  to 
the  rate  of  heart  attacks  among  bald 
men— might  be  impractical  and  would 
make  an  already  dry  book  downright 
arid.  But  her  noncommittal  .stance  is 
also  a  cop-out,  since  she  asks  the  media 
to  more  aggressively  separate  the  wheat 
from  the  chaff. 

Still,  Tainted  Truth  amply  illustrates 
how  easy  it  is  to  dress  up  a  one-sided 
sales  pitch  with  good-looking  numbers 
and  spin  a  story  whichever  way  is  con- 
venient. No  matter  how  impressive  a 
new  study  seems,  clearly  caveat  emptor- 
must  be  the  rule. 

BY  JOSEPH  WEBER 

Weber,  who  covers  drugmakers,  is  often 
awash  in  data 
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EDITED  BY  STEPHEN  H.  WILDSTROM 


NETWORKING  FOR 
THE  REST  OF  US 


In  recent  years,  the  local- 
area  network  has  become 
a  commonplace  of  corpo- 
rate life.  Whether  it  uses  a 
powerful  computer  called  a 
server  as  the  focal  point  or 
simply  lets  computers  talk  di- 
rectly to  each  other,  a  net  is  a 
potent  tool.  Workers  who 
once  used  typewriters  or 
mainframe  terminals  now  log 
in  to  the  LAN  to  exchange  E- 
mail,  retrieve  information 
from  corporate  databases,  or 
send  files  to  a  networked  la- 
ser printer. 

But  networks  remain  rare 
in  some  locations,  from  the 
increasingly  common  two-com- 
puter home  to  small  busi- 
nesses, even  to  small 
branch  offices  of  ma- 
jor corporations. 
According  to  in- 
dustry analyst 
International 
Data  Corp.,  87% 
U.  S.  enterprises  with 
more  than  1,000  em- 
ployees have  LANs. 
That  drops  to  51%  for 
establishments  with 
50  to  99  workers  and 
32%  for  those  with  10 
to  19.  The  reason  is 
simple:  Most  networks  are 
too  expensive  and  complicat- 
ed, demanding  more  in  hard- 
ware and,  especially,  skilled 
administration  than  tiny  or- 
ganizations can  afford. 
PAIN-FREE.  A  new  version  of 
Artisoft's  LANtastic  network- 
ing system  should  change  the 
small-office  landscape  by 
bringing  the  ability  to  hook 
up  computers  and  share  data, 
programs,  and  printers  within 
the  reach  of  everyone.  Sim- 
ply LANtastic,  the  latest  ad- 
dition to  a  product  line  that 
has  dominated  the  low  end  of 
the  personal-computer  market 
since  its  introduction  in  1987, 
approaches  the  sort  of  pain- 
less networking  that  has  long 
been  built  into  Apple  Com- 


puter's Macintosh  hardware 
and  software. 

Unlike  Novell's  NetWare, 
which  claims  two-thirds  of  the 
worldwide  LAN  market,  LAN- 
tastic does  not  require  that  a 
computer  be  set  aside  to  act 
as  a  central  file  server— not 
to  mention  $700  for  a  mini- 
mum five-user  software  li- 
cense and  at  least  $100  apiece 
for  network  adapters.  Simpler 
networks,  such  as  Microsoft's 
Windows  for  Workgroups, 


Forget  the  file-server 
computer — and  the 
$700  software  license 


usually  require  users  to  make 
confusing  configuration  deci- 
sions and  work  with  fussy  co- 
axial cal)les. 

Simply  LANtastic's  startup 
kit  ($299  list)  comes  with  net- 
work adapters  for  two  com- 
puters, a  connecting  cable, 
and  software.  You  have  to 
open  your  computers  to  plug 
in  the  adapters  (external 
adapters  are  available  for  an 
extra  $50  each,  but  they  may 
leave  you  with  no  place  to  at- 
tach a  printer).  Simply  LAN- 


tastic can  handle  up  to  30 
computers. 

Because  I  have  considerable 
experience  in  setting  up  net- 
works, I  handicapped  myself 
by  attempting  to  set  up  a 
Simply  LANtastic  network 
without  looking  at  the  slen- 
der instruction  manual.  The 
hardest  part  of  the  job  was 
getting  the  covers  off  the  ma- 
chines. The  adapter  cards  pop 
in  with  no  fuss.  And  don't 
worry  about  those  specialized 
and  often  difficult  cables  used 
to  hook  up  other  networks- 
including  regular  LANtastic. 
Simply  LANtastic  uses  mini- 
ature phono  plugs,  such  as 
those  on  a  Walkman.  Within 
five  minutes,  the  two  comput- 
ers were  set  up  so  that  they 
could  read  each  other's  hard 
disks  from  both  Windows  and 
DOS,  send  messages  using  a 
basic  E-mail  program,  and 
send  documents  to  a  printer 
connected  to  one  machine. 
INSECURE.  The  idiot-proof 
nature  of  this  setup 
comes  at  some  cost. 
It's  a  bit  too  easy 
to  knock  out 
the  network 
by  acciden- 
tally disconnecting  a 
cable.  Remote  print- 
ing can  be  painfully 
slow,  especially  when 
producing  graphic 
images  from  Win- 
dows. And  LANtastic 
lacks  the  security 
features  of  more  so- 
phisticated systems,  basically 
assuming  the  network  is  be- 
ing used  by  honest  folks. 

Linking  computers  should 
continue  to  get  simpler.  Net- 
working software  is  built  into 
Chicago,  Microsoft's  upcoming 
replacement  for  Windows. 
The  new  "plug  and  play"  stan- 
dard should  eliminate  the 
guesswork  and  frustration  of 
configuring  network  cards. 
Some  computer  makers  are 
even  following  the  Mac  lead 
and  shipping  machines  with 
built-in  networking  hardware. 
But  you  needn't  wait.  Simply 
LANtastic  links  even  the  small- 
est two-computer  office— or 
just  the  kids  who  want  easy 
access  to  the  laser  printer  on 
mom's  computer.  S.  W. 


BULLETIN  BOARD 


SECURITY 

CHARGE  IT— WITHOUT  WORR 


The  use  of  wireless  commun 
cations  technology  is  makinc 
it  safer  for  diners  to  pay  with 
credit  cards  in  restaurants. 
The  new  Folio  device  from 
VeriFone,  a  manufacturer  of 
credit-card-verification  gear 
in  Redwood  City,  Calif., 


makes  it  possible  for  you  to 
settle  your  bill  without  ever  \ 
letting  go  of  your  card.  The  { 
waiter  brings  the  calculator- 
size  Folio  to  your  table  with 
the  check.  You  run  your  card 
through  a  swipe  reader,  veri 
fy  the  bill,  and  punch  in  a  tip 
and  total. 

The  waiter  takes  the  Folio 
to  a  VeriFone  terminal  and 
dumps  the  information  over 
an  infrared  link.  The  terminal 
gets  authorization  from  the 
credit-card  company  and 
spits  out  a  receipt.  In  additior 
to  providing  greater  security, 
the  device  allows  use  of  banl 
ATM  cards  because  the  user 
can  punch  in  a  personal  iden 
tification  number. 

COMMUNICATIONS 

NEW,  IMPROVED  E-MAILBOXES 


E-mail  could  get  easier  for  us 
ers  of  Internet  moil  or  other 
programs  based  on  the  Unix 
operating  system.  Pronto  for 
Windows  ($99)  by  Comm- 
Touch  in  San  Mateo,  Calif., 
brings  to  Unix  the  sort  of  mail 
box  management  that's  ovai 
able  on  CompuServe  and  oth 
er  commercial  services.  The 
program  lets  users  download 
their  mail  and  read,  sort,  and 
compose  messages  while 
off-line. 


Questions?  Comments?  techandu@mgh.com  on  Internet  or  fax  (202)  383-2125 
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Now  the  card  that's  everywhere  you  want  to  be 
lets  you  call  once  you  get  there. 


Introducing  the  VisaPhone" 
Calling  Card  Service  from  Sprint! 


Now  traveling  is  even  easier  because  you  can 
consolidate  all  your  travel  expenses  onto  your  Visa® 
statement  and,  in  the  U.S.,  enjoy  a  25%*  savings 
compared  to  AT&T  calls. 

It's  the  new  VisaPhone  calling  card  service.  And 
it's  easy  to  use  because  your  VisaPhONE  number  can 
be  your  phone  number  plus  a  four-digit  code. 

All  Visa  cards  have  VisaPhone.  You  can  activate 
yours  immediately  by  calling  1-800-240-VISA  today. 


Sprint  \  VISA 


It's  everywhere  you  want  to  be! 


*Save  25%  compared  to  AT&T  per-minute  standard  interstate  calling  card  rates  when  you  select  the  Visa  billing  option. 
As  with  most  calling  cards,  a  standard  calling  card  surcharge  applies  to  all  calls  made  using  the  VisaPhone  calling  card  service.  ©Visa  U.S.A.  Inc.  1994 


Economic  Viewpoint 


THE  BIG  SNAG 

IN  THE  GIOBAL  ECONOMY 


BY  ROBERT  KUTTNER 


Alas,  GATT  won't  give 
nations  the  tools 
they  really  need  for 
economic 
management. 
Whether  it  be  to 
help  a  weak  dollar  or 
a  recovering 
industry,  a  little 
national  autonomy  is 
not  a  bad  thing 


ROBERT  KUTTNER  IS  CO  EDITOR  OF  THE 
AMERICAN  PROSPECT  AND  AUTHOR 
OF  THE  END  OF  LAISSEZ-FAIRE 


What  to  do  about  the  dollar?  If  the 
Federal  Reserve  raises  interest 
rates  to  support  the  dollar,  we 
undermine  economic  recovery.  But  a  policy  of 
benign  neglect  only  invites  the  speculation 
against  the  dollar  to  feed  on  itself. 

The  dollar  dilemma  is  part  of  a  deeper  con- 
fusion. How  can  we  reconcile  increased  global 
economic  integration  with  coherent  rules  for 
the  system?  When  a  California  manufacturer 
"exports"  product  to  New  York,  there  is  no 
exchange-rate  risk.  When  a  Massachusetts 
high-tech  company  manufactures  in  Vermont, 
there  is  no  worry  that  weaker  patent  laws 
invite  piracy.  But  foreign  trade  remains  a 
game  played  by  inconsistent  rules.  Many  na- 
tions consider  piracy  a  normal  tool  of  tech- 
nology transfer.  Currency  swings  wreak  havoc 
with  investment  plans.  Thus,  the  ambiguous 
l)lessing  of  globalism. 

The  latest  attempt  at  coherent  rules,  the 
General  Agi-eement  on  Tariffs  &  Trade  (gatt) 
now  awaiting  ratification,  envisions  a  global 
economy  largely  under  laissez-faire  terms.  The 
accord  cuts  tariffs,  discoiu'ages  subsidies  for-  ec- 
onomic development,  and  prohibits  national 
retaliation  against  the  mercantilism  of  others. 
It  makes  modest  headway  on  a  framework  of 
intellectual-property  protection.  But  it  does 
nothing  to  bring  about  a  more  predictable 
monetary  or  macroeconomic  environment,  let 
alone  labor  or  environmental  standards. 

We  have  backed  into  a  brand  of  global  inte- 
gration dramatically  different  from  the  kind 
imagined  40  years  ago  this  summer,  when  the 
Bretton  Woods  system  was  launched.  The  ar- 
chitects of  the  postwar  system  believed  in  a 
mixed  economy.  They  believed  stable  and  man- 
aged exchange  rates  would  allow  nations  to 
maximize  macroeconomic  management  and  ec- 
onomic growth.  They  were  committed  to  full 
employment.  They  wanted  to  restore  normal 
flows  of  private  commerce,  but  with  the  lais- 
sez-faire of  the  1920s  and  the  ensuing  havoc  of 
the  1930s  fresh  in  their  minds. 
DANGER  ZONE.  The  present  design  of  the  glo- 
Ijal  economy  increasingly  denies  individual  na- 
tions the  tools  of  economic  management  with- 
out offering  a  substitute  set  of  global  tools.  It 
thus  portends  a  dangerous  interregnum.  And 
in  some  respects,  policies  are  marching  in  op- 
posite directions. 

The  Clinton  Administration  wants  to  subsi- 
dize development  of  a  domestic  flat-panel  dis- 
play industry.  With  the  cold  war  over,  this  is  a 
civilian  technology  initiative.  But  ironically, 
under  the  GATT  accord,  sponsored  by  the  same 
Administration,  such  technology  subsidies  are 
permissible  only  for  national  security. 


Mary  Ellen  Kelley,  visiting  professor  c 
technology  policy  at  the  Massachusetts  Inst: 
tute  of  Technology,  observes  that  tightenin; 
global  patent  protection  but  giving  up  domes 
tic  technology  subsidies  is  a  de  facto  industr 
al  policy.  It  favors  some  industries— chemical; 
pharmaceuticals,  software— at  the  expense  o 
others.  In  the  1980s,  the  U.  S.  used  domesti 
trade  law  to  protect  such  industries  as  semi 
conductors  against  Japanese  mercantilism  am 
used  temporary  import  restraints  to  give  oth 
er  industries,  such  as  autos,  a  respite  in  whic 
to  reinvest  and  recover.  These  measures  wil 
soon  be  GATT-illegal. 
NO  NETS.  By  laissez-faire  lights,  such  govern 
ment  intervention  always  backfires.  But  a 
Alan  Tonelson  of  the  Economic  Strategy  Insti 
tute  notes  in  the  July-August  issue  of  Fo7 
eign  Affairs,  the  auto,  steel,  semiconductor 
machine-tool,  and  textile  industries  all  use( 
temporary  protection  in  the  1980s  to  inves 
and  restructure  to  become  more  efficient  an( 
competitive  in  1990s.  These  are  the  tools  of  na 
tional  economic  development  we  are  givinj 
up  in  the  new  global  trading  order. 

Moreover,  with  freer  commerce  in  goods 
services,  technology,  and  finance,  but  withou 
global  labor  standards,  we  invite  a  system  o' 
development  built  on  cheap  wages.  Yet  de, 
spite  the  cheaper  labor,  the  primacy  of  th' 
money  markets  denies  us  full  employment. 

In  principle,  we  should  just  let  the  dollar  gc 
trusting  that  markets  will  eventually  get  it; 
value  right.  But  currency  markets  often  over 
shoot.  Just  as  the  dollar  was  disasti'ously  over 
valued  in  the  early  1980s,  it  could  becom 
dangerously  undervalued  in  the  1990s.  A  fall 
ing  dollar  makes  foreigners  reluctant  to  hole 
U.  S.  debt.  It  means  cheaper  U.  S.  exports— bu 
also  cheaper  U.  S.  assets  and  lower  real  U.  S 
wages.  It  is  bearish  news  for  domestic  stocl 
and  bond  markets,  which  suspect  the  Fe( 
must  raise  rates  sooner  or  later. 

The  solution  to  the  Hobson's  choice  of 
plummeting  currency  vs.  an  aborted  recover; 
is  a  different  global  monetary  system,  on( 
that  restores  some  national  autonomy.  Wi 
need  to  go  back,  at  least  partway,  to  the  Bret 
ton  Woods  model:  adjustable  target  zones  fo: 
currencies,  concerted  management  of  exchangi 
rates,  discouragement  of  purely  speculativi 
currency  trades. 

More  broadly,  a  different  monetary  systen 
implies  revision  of  first  principles.  We  need  U 
temper  our  faith  in  pure  markets  and  to  re 
claim  a  realm  for  policy.  This  century's  histor; 
shows  that  the  sustainable  brand  of  capitalisn 
is  built  on  mixed  economies,  not  Utopian  one; 
viable  only  in  textbooks. 
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Wick  Simmons,  CEO  Prudential  Securities 


 ?  

We  provide  training  for  all  of  our  brokers,  from  our  hand-picked  recruits,  to  our  seasoned  veterans. 


We  train  them  in  everything  from  retirement  planning  to  growth  investing. 


 ?  

The  title  financial  advisor  must  be  earned.  It's  not  just  businesscard  decor. 


 ?  

We  tell  our  FA's,  "Have  the  guts  to  admit  when  you  don't  have  an  answer,  then  go  get  it." 


9 

With  a  support  team  of  analysts,  researchers,  and 

other  experts,  our  FA's  can  find  an  answer. 

 ?  

As  a  broker,  I  learned  to  put  clients  before  commissions.  That's  the  cornerstone  of  our  training  program. 


  P  

At  this  firm,  we  believe  that  training  isn't  just  a  seminar  or  two.  Training  is  a  way  of  life. 


Prudential  Securities 


Prudential  Securities  today.  It  starts  with  straight  talk. 


Relationship  marketing.  Frequent  customer  programs. 
Companies  spending  millions  building  customer  loyalty 

A  lot  of  which  they  could  be  saving.  If  only  they  knew 
more  about  the  people  they're  marketing  to. 

For  instance,  if  an  airline  knew  that  15%  of  its  best 
aistomers  racked  up  twice  as  many  miles  on  another  carrier, 
think  how  it  could  change  the  way  they  market  to  them. 

If  a  soft  drink  company  knew  which  customers  in 
specific  neigliborhoods  of  every  city  wanted  wliich  product, 
tliink  how  it  could  impact  distribution  and  promotions. 

There's  no  doubt  about  it.  Customer  information  can 
be  the  most  powerful  tool  a  company  has. 

And  of  all  the  information  companies  out  there,  we're 
the  one  that  best  unites  the  strengths  of  both  computing 
and  communications  in  our  solutions. 

Our  Get  IT,  Move  11^  Use  IT™  Customer  Focused 
Solutions  are  already  at  work.  Helping  one  of  the  world's 
largest  retailers  understand  customer  buying  habits  by  store. 
So  they  can  stock  wliat  people  want  most,  wliile  reducing 
out-of-stock  occurrences  and  markdowns. 

Helping  banks  minimize  the  time  and  expense  of  loan 
approvals.  Reducing  processing  time  to  as  little  as  15  minutes, 
while  cutting  out  up  to  25%  of  the  cost.  Helping  phone 
companies  aoss-sell  services  and  identify  new  opporainities. 

There's  a  Customer  Focused  Solution  tailored  to  your 
industry  And  your  company 

Call  1  800  579-5722.  We'll  tell  you  more. 


AK^  Customer 
Focused  Solutions. 
Turning  information 
into  understanding. 


Now  that  NCR  and  AT&T  are  one,  computing 
and  communications  have  come  together  to  help  you 
get,  move,  and  use  information. 


^AT&T 


Global  Information 
Snlutinn.q 
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conotnic  Trends 


BY  DEAN  FOUST 


WOULD  MUTUAU 
FUND  HOLDERS  PANIC  IF 
STOCKS  PLUNGED? 


With  millions  of  individuals  still 
pouring  money  into  mutual  funds 
despite  the  market's  recent  gyrations, 
some  seers  fear  that  a  nasty  spill  in 
the  stock  market  could  easily  spiral  out 
of  control  if  novices  panic.  And  the 
plunge  could  affect  the  real  economy, 
as  battered  investors  rein  in  their 
spending.  To  prevent  such  a  chain  reac- 
tion, economist  Henry  Kaufman  sug- 
gests a  cooling-off  period,  perhaps  up 
to  90  days  after  investors  put  in  their 
sell  order,  before  they  can  take  their 
money  out  of  the  fund.  "There  is  a  pos- 
sibility that  mass  liquidations  will  cause 
significant  price  declines  in  the  equity 


AN  AGING  WORKFORCE 
INVESTS  IN  THE  MARKETS 


55  h  WORKFORCE  35  YEARS 
OF  AGE  AND  OLDER 
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DATA:  FEDERAL  RESERVE  BANK  OF  KANSAS  CITY 


markets,"  says  Kaufman.  "This  is  a  risk 
that  has  not  yet  been  tested  in  the  post- 
war period." 

But  the  fears  may  be  overblown.  Yes, 
the  share  of  household  financial  assets 
now  held  in  stocks  and  bonds  is  at  7.5%, 
the  highest  level  since  196L  But  most  in- 
dividuals are  investing  for  the  long  haul, 
namely  retirement,  says  Donald  P.  Mor- 
gan, a  senior  economist  at  the  Federal 
Reserve  Bank  of  Kansas  City.  Writing  in 
the  bank's  latest  Economic  Review,  Mor- 
gan notes  that  the  stock  and  bond  in- 
vesting boom  closely  parallels  another 
trend:  the  aging  of  the  workforce.  Since 
1978,  the  percentage  of  all  workers  35 
and  older— the  age  at  which  most  indi- 
viduals begin  to  plan  for  retirement- 
has  grown  from  56%  to  nearly  63% 
(chart).  To  Morgan,  that  explains  a  good 
part  of  the  move  into  financial  assets. 

Morgan  also  disputes  the  idea  that  a 


sharp  market  decline  will  wreck  consu- 
mer spending.  The  markets  suffered 
some  sharp  downturns  during  the  1950s 
and  1960s,  when  households  held  as 
much  in  stocks  and  bonds  as  they  do 
now,  yet  consumer  spending  growth  re- 
mained relatively  stable.  Citing  other 
Fed  research  that  suggests  households 
reduce  consumption  by  5<t  for  every  $1 
decline  in  their  wealth,  Morgan  calcu- 
lates that  a  1987-scale  market  crash 
would  cut  consumer  spending  by  no 
more  than  $66  billion— or  1%  of  gross 
domestic  product. 


DUMPING:  IN  THE  U.S., 
A  ClAIM  IS  ALMOST  AS 
GOOD  AS  A  CONYiaiON 


any  U.  S.  industries  feeling  the 
I  pinch  from  foreign  rivals  have 
turned  to  Uncle  Sam  for  relief.  They 
ask  the  Commerce  Dept.  to  investigate 
whether  foreign  companies  are  dump- 
ing imports  at  prices  below  market  val- 
ue—presumably in  an  attempt  to  drive 
their  U.  S.  competitors  out  of  business. 

On  occasion,  the  government  rules  in 
favor  of  the  domestic  industry.  But  it 
turns  out  that  the  mere  filing  of  an  anti- 
dumping suit  is  often  enough  to  provide 
relief  for  domestic  producers.  That's  the 
finding  of  a  study  by  Robert  W.  Staiger 
of  the  University  of  Wisconsin  and 
Frank  A.  Wolak  of  Stanford  University. 
The  researchers,  writing  in  the  Brook- 
ings Papers  on  Economic  Activity,  con- 
tend that  investigations— and  the  threat 
of  duties— often  prompt  importers  to  re- 
duce shipments,  raise  prices,  or  do  both. 
Using  data  on  U.  S.  antidumping  peti- 
tions filed  from  1980  to  1985,  the  econo- 
mists estimate  imports  fell  while  the 
U.  S.  government  was  investigating  the 
dumping  charge  by  roughly  half  the 
amount  that  would  be  expected  if  duties 
had  been  imposed  from  the  start  of  the 
investigation. 

And  don't  think  the  preemptive  ef- 
fect of  these  suits  is  lost  on  U.  S.  produc- 
ers. Staiger  and  Wolak  say  some  cases 
seem  "driven  largely  by  a  desire  to  se- 
cure the  trade-restricting  effects  gener- 
ated by  the  investigative  process  itself." 


BOOSTING  TAXES 

ON  FOREIGN  COMPANIES 

CAN  BACKFIRE 


To  mitigate  against  currency  swings 
and  dumping  suits,  many  foreign 
companies  have  shifted  production  to 
the  U.  S.  But  that  move  opens  the  for- 


eign company  to  another  attack— that 
underpays  taxes,  thanks  to  some  a( 
counting  legerdemain  that  inflates  it 
production  costs  here.  During  his  ele( 
tion  campaign.  President  Clinton  vowe 
to  crack  down  on  these  scofflaw  corpon 
tions,  and  the  Administration  may  soo 
seek  to  boost  tax  collections  from  foreig 
transplants.  At  the  same  time,  multins 
tional  corporations  face  similar  pressuri 
elsewhere:  Japan,  for  example,  recentl; 
slapped  large  tax  assessments  on  Coe 
Cola,  Ciba-Geigy,  and  Roche  to  end  wh; 
Japan  perceived  as  "transfer-pricing 
abuses. 

Yet  a  new  study  by  two  Columbi, 
University  researchers,  Jason  Cummin 
and  R.  Glenn  Hubbard,  suggests  tha 
the  costs  from  governments'  looking  U 
crack  down  on  multinational  companie; 
could  outweigh  the  benefits  of  any  incre 
mental  revenue  gains.  Specifically,  multi 
nationals  facing  the  prospect  of  sharph 
higher  taxes  in  foreign  markets  are  ver^ 
likely  to  reduce  capital  investment  i 
those  locales.  By  looking  at  reports  file(|jf 
by  several  hundred  subsidiaries  of  U.  S 
multinational  corporations  from  1980  U 
1991,  the  pair  discovered  that  each  perj 
centage-point  increase  in  the  tax-adjust  j 
ed  cost  of  capital  led  to  a  1  to  2  percent- 
age-point decrease  in  the  annual  rate  o 
investment.  "There  had  been  an  opin 
ion  among  some  economists  that  taxei 
didn't  matter  in  foreign  direct  invest 
ment,"  says  Hubbard.  "But  we  foum 
that  taxes  were  a  very  big  determinan' 
of  FDI." 


AMERICA'S  WAR 

ON  POVERTY  HAS  BEEN 

GOING  BROKE 


The  Clinton  Administration  has  mod 
estly  increased  funding  for  low-in^ 
come  programs.  But  over  the  pasIpP' 
decade,  the  federal  government's  anti 
poverty  campaign  has  suffered  majoi 
losses  during  this  era  of  fiscal  conserva- 
tism and  nagging  inflation,  according  tc 
Washington-based  Center  on  Budget  & 
Policy  Priorities.  The  center  calculates 
that  in  the  current  fiscal  year,  federal  ap-  ji 
propriations  for  nonentitlement  programs 
for  the  poor  will  run  40%  lower  in  infla- 
tion-adjusted  dollars  than  in  fiscal  1981 
The  biggest  cutbacks  have  come  in  sub 
sidized  housing  programs,  which— adjust-t « 
ed  for  inflation— have  been  slashed  62%  t. 
since  1981.  Other  cutbacks,  after  taking 
inflation  into  account,  include  employ- 
ment  and  training  programs,  down  59%; 
community-development  block  grants^" 
down  29%;  energy  assistance,  down  54%; 
and  legal  services,  down  26%. 


or; 


20  BUSINESS  WEEK/AUGUST  1,  1994 


ECONOMIC  TRENI 


usiness  Outloo 


'GUST  I,  1994 


BY  JAMES  C  COOPER  AND  KATHLEEN  MADIGAN 


HY  SHOPPERS,  CROWDED  SHELVES 
PELL  SLOWER  GROWTH 


RETAIL  SALES 
HAVE  COOLED  OF! 


arket  players  are  always  more  interested  in 
where  the  economy  is  going  than  where  it  has 
been.  But  when  the  Commerce  Dept.  takes  a 
)k  back  at  last  quarter's  gross  domestic  product  on 
ly  29,  including  three  years'  worth  of  revisions,  there 
ght  be  a  message  about  the  future  as  well. 
In  general,  economists  expect  growth  to  have  been  a 
ade  faster  in  the  second  quarter  than  the  3.4%  annual 
te  of  the  first  quarter.  But  when  the  number  comes  out, 
eck  the  mix.  The  monthly  data  show  that  overall  de- 
ind,  especially  consumer  spending,  slowed  sharply  last 
arter  (chart),  and  the  huge  widening  in  the  May  trade 
ficit  indicates  tliat  foreign  trade  also  was  a  drag.  At  the 
me  time,  inventories  piled  up,  accounting  for  a  big 
unk  of  the  quarter's  growth. 

That  combination  could  de- 
press third-quarter  GDP,  as  busi- 
nesses cut  back  on  ordering  and 
output  in  order  to  whittle  down 
stock  levels.  Also,  last  quarter's 
big  bounce  back  in  construction 
from  the  first  quarter's  weath- 
er-depressed levels  is  not  sus- 
tainable in  the  third  quarter,  in 
the  face  of  rising  interest  rates. 

No  kidding.  Housing  starts 
plunged  9.8%  in  June,  to  an  an- 
al rate  of  1.35  million,  the  lowest  level  since  February, 
lile  permits  to  begin  new  construction  fell  for  the  second 
)nth  in  a  row.  In  July,  builder  surveys  noted  declining 
les  activity,  and  mortgage  applications  to  buy  a  home 
oped  to  their  lowest  level  in  a  year  and  a  half. 

GREENSPAN  The  apparent  mix  of  the  second-quarter 
HINTS  AT  GDP,  especially  the  slippage  in  demand, 
ANOTHER  is  further  evidence  that  inflation  will  re- 
RATE  HIKE  main  subdued.  Any  immediate  rate  hike 
fore  the  Federal  Reserve's  Aug.  16  policy  meeting,  as 
me  Fed  watchers  expect,  would  be  difficult  to  justify. 
Indeed,  Fed  Chairman  Alan  Greenspan  suggested  during 
5  semiannual  congressional  testimony  on  monetary  pol- 
j  on  July  20  that  another  rate  increase  was  not  immi- 
nt.  He  said  that  "considerable  uncertainty"  about  future 
owth  and  price  pressures  was  voiced  at  the  July  5-6  pol- 
meeting— a  reason  why  the  Fed  kept  rates  steady, 
jwever,  he  also  said  that  the  Fed's  near-term  inflation- 
ntrol  efforts  may  not  be  complete,  leaving  the  door 
en  for  another  hike  later  on. 
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But  if  the  central  bank's  latest  forecast  is  on  the  mark, 
there  will  be  little  need  for  further  tightening.  The  Fed 
sees  the  economy  settling  into  "more  moderate  rates  of 
growth"  through  1995,  with  inflation  remaining  "relatively 
subdued"  (table).  In  fact,  if  second-quarter  growth  is 
about  as  expected,  the  Fed's  projections  imply  that  real 
GDP  growth  in  the  second  half  will  slow  somewhere  be- 
tween 2.6%  and  3%. 

I CONSUMERS  Consumer  spending— two-thirds  of  GDP— 
TAKE  A  led  last  quarter's  falloff  in  demand.  Retail 
SPRING  sales  rose  0.6%  in  June,  after  dechnes  in 
VACATION  both  April  and  May.  For  the  quarter,  in- 
flation-adjusted sales  posted  only  a  slim  gain,  part  of  a 
progressive  slowing  since  their  fourth-quarter  free-for- 
all.  Based  on  the  retail  data,  consumer  spending  strained 
to  rise  at  a  1%  annual  rate  last  quarter,  the  weakest  ad- 
vance in  five  quarters. 

Consumers  appear  to  be  constrained  by  a  lack  of  sav- 
ings, especially  now  that  the  refinancing  windfall  has 
played  itself  out.  During  the  past  three  quarters,  real 
consumer  spending  has  risen  at  a  4.7%  annual  rate,  while 
real  income  is  up  only  3.4%,  causing  a  big  drop  in  the  sav- 
ings rate.  The  record  surge  in  consumer  installment  debt 
since  February  might  be  reflecting  consumers'  increased 
tendency  to  borrow  in  order  to  make  up  the  difference. 

The  problem:  Last  quarter's 
consumer  retrenchment  fueled  a 
steep  buildup  of  inventories. 
Stock  levels  of  manufacturers, 
wholesalers,  and  retailers  jumped 
1.1%  in  May,  the  biggest  increase 
in  five  and  a  half  years.  Some 
43%  of  that  surge  occurred  at 
retailers,  with  an  additional  37% 
at  wholesalers  (chart,  page  22). 
Retail  inventories  soared  by  L5% 
in  May,  the  largest  increase  in 
six  and  a  half  years. 

Not  only  were  June  retail  sales  too  tepid  to  pare  down 
the  problem,  but  July  receipts  also  look  weak.  Sales  at  de- 
partment and  chain  stores  in  the  first  two  weeks  of  the 
month  fell  0.9%  from  June,  says  Johnson  Redbook  Report. 

ManvifactTirers  continue  to  keep  their  stocks  imder  tight 
control,  but  the  inventory  backup  in  retailing  and  whole- 
saling already  appears  to  be  curtailing  some  industrial  ac- 
tivity. Industrial  production  at  the  nation's  factories, 
mines,  and  utilities  rose  0.5%  in  June,  but  that  mainly  re- 
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ilecLeci  a  5.4%  jump  in  utility  output  as  air  conditioners 
woi'ked  overtime  in  the  unseasonably  hot  weather. 

Output  in  manufacturing  alone  rose  only  0.2%  in  June, 
about  the  same  pace  as  in  April  and  May,  and  for  the 
quarter,  production  slowed  considerably.  Second-quarter 
output  rose  at  an  annual  rate  of  5.3%,  down  from  a  7.8% 
pace  in  the  first  quarter. 

A  drop-off  in  auto  and  truck 
production  accounted  for  much 
of  that  slowdown,  but  even  ex- 
cluding motor  vehicles,  .June  out- 
put still  increased  only  0.2%, 
about  half  the  pace  of  April  and 
May.  And  operating  rates  in 
manufacturing  slipped  to  82.8% 
in  June,  from  82.9%  in  May,  the 
second  dip  in  a  row. 

The  production  data  also  show 
that  the  capital-spending  boom 
remained  firmly  in  place  last  quarter,  and  that  sector 
should  add  further  to  second-half  economic  growth.  Output 
of  business  equipment,  excluding  autos  and  trucks,  rose 
0.6%  in  June.  The  second-quarter  annual  rate  was  11.2%, 
about  as  strong  as  the  12.3%  pace  of  the  first  quarter. 

IMPORTS  U.  S.  producers  aren't  the  only  ones  ad- 
WIDEN  THE  justing  to  the  consumer  slowdown.  It's  a 
TRADE  good  bet  that  many  of  the  goods  now 

DEFICIT  stacked  in  U.  S.  warehouses  were  made 
overseas.  That  should  mitigate  some  of  the  negative  side 
effects  on  the  orders  and  output  of  U.  S.  manufacturers. 

Another  record  level  of  imports  caused  a  further  dete- 
rioration in  the  U.  S.  trade  deficit  in  May.  The  trade  gap 
for  all  goods  and  services  widened  to  $9.2  billion  in  May, 
from  $8.5  billion  in  April.  That's  a  sharp  rise  from  March's 
$6.9  biUion.  Imports  rose  1.2%,  to  $65.5  billion,  while  ex- 
ports edged  up  just  0.2%,  to  $56.3  billion,  after  dropping 
3.3%  in  April. 


FOREIGN  TRADE 
ERODES  FURTHER 


For  goods  alone,  the  trade  gap  mushroomed  to  $14.1  bi 
lion.  That's  up  from  April's  $13.3  billion,  and  it  was  th 
biggest  deficit  since  October,  1987,  said  the  Commerc 
Dept.  (chart). 

The  trade  deficit  with  Japan  shrank  by  about  $1  billioj 
in  May,  all  of  it  coming  from  a  big  decline  in  imports.  Bi 
for  the  first  five  months  of  1994,  imports  from  Japa 
grew  by  9.3%,  and  the  five-month  trade  deficit  widened  b 
$2.4  billion  compared  with  1993 

However,  much  of  that  deterioration  reflects  the  sur^ 
ing  yen,  which  increases  the  price  of  Japanese  import; 
Adjusted  for  prices,  the  erosion  in  real  volume  of  trad 
with  Japan  looks  far  less  worrisome. 

The  trade  picture  will  proba- 
bly improve  in  June.  The  influx 
of  foreign  World  Cup  fans 
boosted  the  U.  S.  travel  surplus. 
Even  so,  foreign  trade  likely  sub- 
tracted a  bit  from  GDP  growth  in 
the  second  quarter. 

Looking  ahead,  though,  that 
drag  may  reverse  itself.  Just  as 
American  producers  will  have  to 
cut  back  to  avoid  excess  stock- 
pihng,  so,  too,  imports  will  prob- 
ably slow  to  circumvent  an  inventory  buildup  of  Mexicai 
pottery,  French  wines,  and  Korean  machine  tools.  Ex 
port  growth,  meanwhile,  should  look  stronger  by  yearend 
as  recoveries  in  Europe  buoy  demand  there  for  American 
made  goods. 

In  the  past,  a  swing  in  the  trade  gap  hasn't  been  ai 
volatile  for  the  economy  as  the  pitch  from  an  inventor; 
correction.  But  with  today's  growing  globalization,  espe 
cially  in  manufacturing,  foreign  trade  has  taken  on 
greater  importance  in  determining  economic  growth.  An( 
while  slower  inventory  building  may  hamper  output  in  th( 
second  half,  better  trade  flows  should  help  to  power  th( 
expansion  into  1995. 
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THE  WEEK  AHEAD 


EMPIOYMENT  COSTS 


Tuesday,  July  26,  8:30  cu  m. 
Wage  and  benefit  costs  for  private  work- 
ers probably  increased  by  0.7%  in  the 
second  quarter  from  the  first,  or  about 
3.1%  from  a  year  earlier.  That's  the  me- 
dian forecast  of  economists  surveyed  by 
MMS  International,  a  divn'sion  of  McGraw- 
Hill  Inc.  The  expected  increase  in  em- 
ployment costs  would  )i()t  be  much  dif- 
ferent from  the  3.2%  yearly  gain  posted 
in  the  first  quarter. 

CONSUMER  COHFIDEHCE 


Tuesday,  July  26,  10  a.m. 
The  Conference  Board's  index  of  con- 
sumer confidence  likely  dropped  a  bit 


in  July,  to  91  from  92  in  June.  That's 
suggested  by  a  small  fall  in  the  prelimi- 
nary July  reading  on  consumer  senti- 
ment released  by  the  University  of 
Michigan.  A  slip  in  confidence  may  be  a 
clue  that  job  growth  slowed  in  July,  af- 
ter jumping  by  379,000  in  June. 

DURABLE  GOODS  ORDERS  

Wednesday,  July  27,  8:30  am. 
New  orders  for  durable  goods  probably 
increased  by  0.5%  in  June,  says  the  MMS 
survey.  That  would  be  the  fourth 
straight  advance  in  bookings,  including  a 
1.1%  gain  in  May.  The  string  of  increas- 
es in  new  orders  suggests  the  backlog  of 
unfilled  orders  rose  in  June,  after  a 
small  0.1%  increase  in  May. 


GROSS  DOMESTIC  PRODUCT 


Friday,  July  29,  8:30  am. 
The  median  MMS  forecast  expects  thai 
real  GDP  gi-ew  at  a  3.8%  annual  rate  ii 
the  second  quarter,  a  bit  higher  thai 
the  3.4%  pace  of  the  first  period.  How 
ever,  the  range  is  fairly  wide,  fi'om  i 
1.3%  blip  to  a  4.5%  blast.  Inventory  ac 
cumulation  and  a  construction  rebounc 
likely  offset  slower  consumer  spending 
and  a  wider  trade  deficit.  The  price  de 
flator  likely  increased  at  a  2.7%  annua 
rate,  on  par  with  the  2.6%  gain  in  the 
first  quarter.  Commerce  will  also  release 
revisions  to  the  economy  back  to  the 
first  quarter  of  1991,  the  start  of  th( 
current  expansion. 
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A  car's  past  speaks  volumes  about  its 
future.  The  more  impressive 
the  credentials,  the  better  the 

likelihood  it  will  perform 
its  appointed  tasks. 
Built  In  America**  Consider,  then,  the 

credentials  of  the  Toyota  Camry. 

To  borrow  from  the  language  of  resumes, 
it  comes  highly  recommended.  Automobile 
Magazine*  has  called  the  XLE  V6  "the  best  car 
built  in  America."** 


oi  comfort  and  luxury  normally  reserved  for  far 
more  expensive  cars. 

01  course  safety  on  the  job  is  paramount. 
Which  is  why  a  passenger-side  air  bag^^  has  been 
added  for  1994.  So  now  both  driver  and  passenger 
can  feel  that  additional  measure  of  security. 
Naturally,  safety  credentials  like  side-door  impact 
beams  are  built  into  every  Camry,  and  available 
Anti-lock  Brakes  provide  enhanced  control  under 
even  the  most  challengmg  conditions. 

A  more  powerful  V6  engine  is  available. 


^Yoxji  Could  Interview^ur  Car, 
What  Would  Its  Resume  Look  Like? 


Built  in  America,  by  Americans, 
n  Georgetown,  Kentucky,  to  be  more  precise. 
Others  have  offered  similar  kind  words. 
J.D.  Power  and  Associates  has  ranked 

Camry  among  the  Top  Ten  Models  in 
Initial  Quality  for  the  last  six  years. ^ 
A  distinction  all  its  own. 

As  for  on-the-job  performance, 
Camry  is  known  for  working  well  with 
others.  It  not  only  has  room  for  five 
adults,  its  interior  amenities  offer  a  level 


with  188  horsepower,  allowing  you  to  work 
effortlessly  through  the 
demands  of  highway 
driving.  Or,  should  you 
choose,  simply  put  it  all 
behind  you. 

May  we  suggest  you  pencil       Dual  Air 
in  a  test  drive  soon?  Call  1-800-GO-TOYOTA  for 
a  brochure  and  location  of  your  nearest  dealer. 

You'll  find  the  Toyota  Camry  even  more 
impressive,  one  on  one. 


Rave  Reviews 


®  TOYOTA  Camry 

"/  love  what  yon  do  for  me" 


Buckle  Up!  Do  it  for  those  who  love  you.  *Auromobile  Magazme,  September  1992,  "Most  Camrys  arc  built  in  the  U  b.  TJ  U.  Power  and  Associates  19891994  Initial  Quality  Studies, °"  1994  study 
based  on  31,960  consumer  responses  indicating  owner-reported  problems  during  the  first  90  days  of  ownership  ttAJways  use  your  seatbelis  Driver-  and  passenger-side  air  bags  are  a 
Supplemental  Restraint  System  (SRS)  Shown  with  optional  equipment  ©1994  Toyota  Motor  Sales.  U  S  A  .  Inc 


When  Microsoft  Corp.  agreed 
on  July  15  to  sign  off  on  a 
consent  decree  negotiated 
with  the  Justice  Dept.,  Chairman  Wi 
liam  H.  (iates  III  got  out  from  under  an 
antitrust  cloud  that  has  followed  his  soft- 
ware maker  for  more  than  four  years— 
without  casting  much  of  a  shadow.  The 
deal  ends  a  U.  S.  investigation  into  Mi- 
crosoft's allegedly  anticompetitive  prac- 
tices and  closes  a  monojxjly  probe  by 
the  European  Commission.  And  because 
it  focuses  on  just  three  narrow  issues, 
the  settlement  will  do  little  if  anythini' 
to  cramp  Gates's  style. 

So,  having  wrapped  up  his  business  in 
Washington  and  Brussels,  Gates  is  foc-us 
ing  on  Chicago.  Not  the  Windy  City. 
Chicago  is  the  code  name  for  a  hugel\ 
ambitious,  simultaneous  upgrade  of  the 
two  i)i-oducts  that  give  Microsoft  its  ex- 
traordinary powers— the  MS-DOS  operat- 
ing system  and  the  Windows  "user  inter- 
face." The  new  package,  also  known  as 
Windows  4.0,  melds  MS-DOS  with  Win- 
dows into  a  single  progi'am  that  will  fio 
far  more  to  shape  the  destiny  of  Micro- 
soft and  the  computer  industry  than 
anything  the  trustbusters  could  cook  up. 

Even  now,  six  months  or  possibly  a 
year  before  it  ships,  Chicago  is  making 
its  presence  felt.  Both  hardware  and 
software  makers  say  the  program,  which 
boosts  Windows' 


CHICAGO  COULD  MOW 
DOWN  SOME  RIVALS 
WHILE  AIDING  OTHERS 

"user  friendliness"  and  for  the  first 
time  takes  full  advantage  of  the 
powers  of  speedy  microjjrocessors, 
will  spur  new  demand.  "We're  very  bull- 
ish on  Chicago,"  says  Gian  Carlo  Bisone, 
Compaq  Computer  Corp.'s  vice-president 
for-  marketing  for  North  America. 

Not  so  fast.  Because  Chicago  is  such  a 
major  leap,  potentially  affecting  120  mil- 
lion MS-DOS  customers  (including  .55  mil- 
lion Windows  users),  the  initial  effect  is 
bound  to  be  confusion.  Buyers  may 
pause  to  weigh  Chicago's  benefits  vs. 


the  costs 
of  new  hardware,  applications 
software,  and  training.  "We  have  an  en- 
tire year  where  the  marketplace  will  be 
stalled,"  predicts  Steven  Hochschild,  di- 
rector of  developer  relations  at  Lotus 
Development  Corp. 

Who  gets  hurt?  Potentially,  the  en- 
tire computer  industry— including  Micro- 
soft. If  Chicago's  shipment  date  slips 


into  1995,  a  possilnlity  Gates  ac, 
knowledges,  Microsoft  could  fee  f;, 
an  earnings  slowdown.  On  the  even, 
of  Microsoft's  July  20  announcement  (|j 
of  $1.15  billion  in  1994  profits  anc  £ 
$4.65  billion  in  revenues,  analysts 
were  busy  {taring  l>ack  projection: 
for  1995.  Their  worry:  some  $1 
lion  in  Chicago  revenue  could  htj^ 
postponed  until  fiscal  1996. 
COMPLICATIONS.  That's  nothing  next 
the  havoc  Chicago  could  wreak  on  Lotus  |i 
and  Novell  Inc.,  Microsoft's  chief  rival; 
in  applications  software.  Microsoft  got  s 
jump  on  the  competition  with  word-pro  jf, 
cessing  and  spreadsheet  packages  foi 
Windows  and  has  been  devouring  mar 


ft 
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never  really  matched  its  ease  of  use. 
Chicago  comes  closer.  So  close  that  Ap- 
ple is  rushing  an  update  of  the  Mac  soft- 
ware. "Microsoft  is  getting  closer,  but 
we  can  make  the  next  leap,"  says  Guer- 
rino  De  Luca,  an  Apple  vice-president. 
HIGH-END  MACHINES.  Most  PC  makers 
would  prefer  to  see  Chicago  now.  While 
they  say  their  business  remains  strong— 
despite  worries  of  a  summer  slowdown- 
delays  in  Chicago  could  hurt.  Microsoft's 
new  program  will  work  best  on  high- 
end  PCs  such  as  models  using  Intel 
Corp.'s  Pentium  chips  and  large  amounts 
of  memory,  and  buyers  are  likely  to 
trade  up  for  Chicago— the  way  they 
bought  faster  PCs  to  i"un  Windows.  "The 
Windows  upgrade  cycle  is  petering  out," 
says  Eugene  G.  Glazer,  a  Dean  Witter 
Reynolds  Inc.  analyst.  "What  you  really 
need  is  the  next  generation- 
Chicago." 


ANTITRUST  TRAVAIIS  BEHIND  HIM,  BILL  GATES 
i  rOCUS  ON  MICROSOFTS  BIOCKBUSTER  PROGRAM 


share  ever  since.  In  suites— bundles 
iflice  applications— it  has  roughly  80% 
hi'  Windows  market.  Indeed,  Lotus' 
•k  fell  15%  on  July  19,  to  close  at 
IL',  after  it  reported  a  36%  decline  in 
fating  profits  to  $9.7  million— thanks 
uiigh  competition  from  Microsoft, 
laving  lost  out  in  the  first  Windows 
m,  Lotus  and  Novell  are  eager  to  do 
ter  with  Chicago.  But  Chicago's  post- 
ement  from  its  original  target  of  ear- 
.994  complicates  their  plans:  Instead 
;reating  Chicago  products  this  year, 
h  have  had  to  create  interim  up- 
des  of  Windows  applications  to  keep 
Lotus'  SmartSuite  hits  the  stores  in 
?ust.  Novell's  new  offering— mainly 


programs  from  newly  acquired  Word- 
Perfect Corp.— isn't  due  until  yearend. 

That  could  be  bad  timing.  If  Chicago 
arrives  by  the  end  of  1994  as  promised, 
sales  of  those  progi'ams  could  fizzle  as 
buyers  start  looking  for  packages  that 
take  advantage  of  Chicago's  powers.  The 
switch  will  favor  Microsoft,  which  is 
bound  to  have  applications  ready  sooner 
than  rivals.  On  the  other  hand,  if  Chica- 
go slips  to  mid- 1995— the  Novell  and  Lo- 
tus releases  have  a  better  chance. 

At  least  one  hardware  maker— Apple 
Computer  Inc.— is  praying  for  delays  in 
Microsoft's  blockbuster.  Windows  clear- 
ly aped  the  Macintosh  (or  so  Apple 
claims  in  a  patent-infringement  suit)  but 


The  combination  of  the 
consent  decree  and  a  late— or  buggy- 
Chicago  gives  competing  operating  sys- 
tems a  shot.  The  main  issue  addressed 
in  the  consent  decree  was  Microsoft's 
"per  processor"  licenses,  which  rivals 
said  shut  them  out.  Under  that  plan, 
forbidden  under  the  Justice  Dept.  settle- 
ment, high- volume  PC  makers  paid  Mi- 
crosoft an  MS-DOS  royalty  for  every  ma- 
chine they  shipped,  whether  it  had  the 
software  or  not.  The  consent  decree  also 
outlaws  Microsoft's  practice  of  locking 
up  customers  with  lengthy  contracts. 

In  theory,  life  just  became  easier  for 
Windows  wannabes— IBM's  OS/2,  Sun  Mi- 
crosystems' Solaris,  and  Novell  DOS.  In 
reality,  nothing  has  changed.  Some  80% 
of  all  PCs  come  with  Windows,  and  buy- 
ers aren't  complaining.  "If  customers  ask 
for  alternatives,  we'll  make  them  avail- 
able," says  Sue  L.  King,  director  of  soft- 
ware market  development  at  Dell  Com- 
puter Corp.  "But  I  don't  anticipate  big 
change." 

Gates,  however,  predicts  a  change— ac- 
celerated Windows  sales.  "My  forecast  is 
that  sales  of  OS/2  will  decline,"  he  says, 
because  of  competition  from  Chicago. 
IBM  won't  comment  on  the  consent  de- 
cree, but  Robert  O'M  alley,  a  marketing 
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vice-president  for  IBM  PC  Co.,  says  Chica- 
go could  "fuel  renewed  interest  in  OS/2" 
because  it  highlights  the  need  for  a  high- 
performance  operating  system. 

If  makers  of  operating  systems  have 
only  a  glimmer  of  hope,  other  software 
makers  have  next  to  none.  With  Chica- 
go, Microsoft  steps  up  its  effort  to  build 
in  more  features  that  used  to  be  sold 
separately— such  as  electronic-mail  soft- 


ware. When  Gates  described  Chicago's 
features  to  the  Electronic  Mail  Assn., 
the  mood  was  somber.  "It  was  like  a 
wake,"  says  Hochschild  of  Lotus,  which 
sells  cc:Mail.  "A  lot  of  people  believe 
that  when  Chicago  ships,  the  messag- 
ing industry  as  we  know  it  is  gone." 

The  only  thing  that  can  halt  the  Mi- 
crosoft juggernaut  now,  it  seems,  is  the 
company's  own  missteps.  Don't  count  on 


many  of  those.  Prerelease  "beta"  vei 
sions  are  getting  raves.  "When  the  dus 
settles,  Microsoft  will  have  a  higher  pei 
centage  of  systems  than  in  the  past 
says  Gordon  E.  Eubanks  Jr.,  CEO  of  sof 
ware  maker  Symantec  Corp.  And 
lighter  legal  bill,  to  boot. 

By  Amy  Coriese  in  New  York  with  K( 
thy  Rebello  in  Smi  Francisco,  Peter  Bu 
rows  in  Dallas,  and  bureau  reports 


Commentary/by  Stephen  H.  Wildstrom 

IT  lOOKS  AND  FEELS  LIKE  A  WINNER 


^  j  Exploid  -  Te«p1  ^ 


JCCopimg... 


For  months  now,  Microsoft  Corp. 
has  been  putting  inexperienced 
computer  users  in  front  of  ma- 
chines and  turning  them  loose  on  Chi- 
cago, its  new  version  of  the  Windows 
operating  software.  If  enough  of  these 
guinea  pigs  find  a  feature  obscure  or 
hard  to  use,  it  is  redesigned  or  dis- 
carded. 

Such  testing  isn't  new,  of  course. 
But  by  focusing  so 
strongly  on  usability,  Mi- 
crosoft has  set  a  new 
standard  for  software  de- 
velopment. The  payoff: 
Chicago  looks  like  a  home 
run.  And  its  success 
could  assure  the  software 
giant  a  dominant  role  in 
PC  operating  systems  for 
years  to  come. 

Chicago's  emphasis  on 
convenience  is  every- 
where in  the  preliminary 
version,  now  in  the  hands 
of  some  15,000  reviewers. 
The  "user  interface"  bor- 
rows the  best  tricks  from 
Apple's  System  7  for  the 
Macintosh  and  IBM's 
OS/2,  then  adds  a  few 
wrinkles  of  its  own. 
AUTOMATION.  A  new  ap 
proach  to  file  manage- 
ment, for  instance,  makes 
it  much  easier  to  retrieve 
a  document— even  if  you  can't  remem- 
ber exactly  what  it's  called,  or  where 
you  put  it.  The  eight-character  limit 
on  file  names,  a  frustration  to  users 
since  the  birth  of  the  PC,  is  gone.  A 
"task  bar"  across  the  bottom  of  the 
screen  tells  you  what  programs  are 
running  and  lets  you  switch  fi-om  one 
to  another  without  using  obscure  com- 
binations of  keys.  And  frequently  used 
programs  can  be  set  up  so  that  they 
are  automatically  pulled  up  and  ready 
to  launch  when  the  PC  is  turned  on. 


Changes  beneath  the  surface  should 
make  Chicago  even  easier  to  use  than 
previous  PC  operating  environments. 
Windows  has  been  crippled  from  birth 
by  the  limitations  designed  into  MS- 
DOS,  which  provides  its  underlying 
power.  Windows,  for  example,  has  nev- 
er been  able  to  use  a  computer's  ran- 
dom-access memory  effectively  because 
MS-DOS  was  designed  on  the  assump- 


11  [2E 


2,776  11-19-93 
1,822,776  byt 
136,216,576  byt 


Chicago's  interface  borrows  some  tri 
Apple  and  IBM— and  adds  a  few  of 


tion  that  no  machine  would  ever  con- 
tain more  than  1  million  characters'  (1 
megabyte)  worth  of  memory.  This 
causes  Windows  programs  to  report 
regularly  that  they  are  out  of  memo- 
ry—or worse,  to  crash— even  on  ma- 
chines with  a  hefty  16  megabytes  of 
RAM.  Chicago  finally  dumps  the  arbi- 
trary limits. 

Chicago— along  with  a  "plug  and 
play"  hardware  standard  co-developed 
by  Intel  Corp.— also  allows  computers 
to  recognize  accessories  as  they  are 


installed  and  to  reconfigure  themselvesL, 
automatically.  No  longer  will  you  havelli! 
to  think  about  mysteries  such  as  "iRQs"* 
and  "I/O  port  addresses"  to  get  a 
Soundblaster  card  or  a  CD-ROM  drive|'i 
working. 

Will  this  be  enough  to  make  comput- 
ers simple  enough  for  the  rest  of  us.L 
particularly  the  70%  or  so  of  American  in; 
homes  that  remain  computerless?  That  jl 
depends  in  large  part  on 
how  Microsoft  and  its  ri- 
vals in  the  software  in- 
dustry respond. 
NO  EXCUSES.  For  Micro- 
soft,  the  top  priority 
must  be  to  make  sure 
that  Chicago  is  free  of  jja 
major  bugs— even  if  that  [jt 
means  delaying  delivery 
into  next  year.  Certain- 
ly, the  current  test  ver-|s 
sion  is  far  from  ready.  I 
needed  help  fi'om  a  sys- 
tems administrator— and 
several  Microsoft  techni- 
cians—to get  a  computer 
loaded  with  Chicago  to 
work  on  a  Novell  Net-jtjj; 
Ware  network. 

Microsoft  and  other 
software  publishers 
should  also  avoid  using  jp 
Chicago  as  an  excuse  to 
build  bigger  programs 
bloated  with  rarely  used 
Unlike  Windows  3.0,  whose 


cks  from 
ifs  own 


features 

1990  introduction  pushed  buyers  into  a 
new  generation  of  hardware,  Chicago 
should  run  happily  on  any  computer 
that  handles  Windows  3.1  well.  But  if 
obese  programs  are  developed  that  re-, 
quire  hardware  upgrades,  the  comput- 
er industry  will  needlessly  create  a 
bunch  of  unhappy  users.  And  why  turn 
a  home  run  into  a  foul  ball? 


Wildstrom  writes  BUSINESS  WEEK'S 
Technology  &  You  column.  j 
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ALSI 


INANCIAL  TRIAGE 
il  WHITTLE 


)  salvage  his  company,  Chris  WTiittle  wants  to  spin  it  off  piece  by  piece 


Mothing  better  symbolizes  the  am- 
bitions of  media  entrepreneur 
Christopher  Whittle  than  the 
rawling  Georgian-style  headquarters 
■  built  for  Whittle  Communications  LP 
Knoxville,  Tenn.,  three  years  ago. 
)wadays,  the  $55  million  edifice  also 
mbolizes  Whittle's  woes. 
Successive  rounds  of  layoffs  at  the 
3dia  and  marketing  compa- 
have  left  the  building  half 
ipty,  according  to  current 
d  former  employees.  Since 
92,  Whittle  Communications 
s  reduced  its  workforce  from 

00  to  700.  Whittle's  office  is 
long  the  empty  ones:  The 
arismatic  founder  is  on  the 
ad  most  of  the  time— search- 
j  for  investors  to  keep  his 
sinesses  afloat. 
Whittle  acknowledges  he 
ed  the  same  strategy  last 
ar  but  found  no  buyers.  He 
w  says  he  erred  by  lumping 

his  assets  together  and 
iking  one  blockbuster  invest- 
int:  "We  were  out  in  the 
irket  trying  to  raise  boxcars 
dollars,"  explains  Whittle, 
is  time,  he  is  chopping  up 

1  company  to  offer  relatively 
-e-size  equity  stakes  in  spe- 
ic  businesses,  such  as  Chan- 
l  One,  a  profitable  satellite- 
service  for  classrooms,  and 

i  Edison  Project,  his  contro- 
rsial  plan  to  build  a  chain  of 
•-profit  schools. 
SENCHANTED.  Whittle  may 
ve  lowered  his  sights.  But 
npany  insiders  say  he  needs 
leal  even  more  than  before, 
ey  say  the  Edison  Project 
juires  a  cash  infusion  to  con- 
ue  through  1995.  And  one 
Whittle's  other  major  ven- 
•es.  Medical  News  Network, 
on-line  service  for  doctors, 
being  retooled  to  account  for  health- 
•e  reform.  "Everything  is  starting  to 
lapse  in  on  him,"  says  a  Wall  Street 
ecutive  who  has  heard  the  pitch  that 
little's  banker,  Dillon,  Read  &  Co.,  is 
iking  for  Edison. 

So  murky  is  Whittle's  future  that  some 
his  employees  fear  the  company  will 
e  bankruptcy  if  it  doesn't  find  inves- 
s  by  mid-August.  Whittle  refuses  to 


comment  on  the  rumors.  But  privately, 
two  senior  Whittle  executives  flatly  deny 
that  the  company  has  any  plans  to  file 
for  Chapter  11  protection— even  without 
new  investors.  Although  revenues  at  the 
privately  held  company  have  dropped 
sharply  from  roughly  $230  mil-  whittle:  looking 
lion  in  fiscal  1993,  Whittle  has  under  every  rock 
barely  $100  million  in  bank  for  investors 


WOBBLY  WHinUE  NEEDS  HELP 

Status  of  major  Whittle  Communications  operations 

CHANNEL  ONE  Whittle  is  trying  to  sell  more  than  50% 
of  the  classroom  video  service  for  $250  million  to  a  fund 
controlled  by  Goldman  Sachs. 

EDISON  PROJECT  For-profit  schools  venture  faces  a  cash 
crunch  after  $40  million  in  startup  costs  and  no  revenue. 
Seeking  a  $50  million  infusion. 

MEDICAL  NEWS  NETWORK  On-line  service  for  doctors  is 
being  retooled  because  of  health-care  reform.  The  unit  is 
taiki  ng  to  three  potential  equity  investors. 


debt,  one  of  the  executives  notes.  And 
observers  say  Channel  One  is  success- 
fully renewing  sponsors  for  its  mix  of 
current  events  and  commercials. 

Indeed,  executives  close  to  Whittle 
say  he  is  close  to  a  deal  to  sell  about 
57%  of  the  service  to  GS  Capital  Part- 
ners, an  investment  fund  managed  by 
Goldman,  Sachs  &  Co.  The  deal,  worth 
roughly  $250  million,  would  more  than 


offset  the  $25  million  cost  of  closing 
down  Special  Reports,  a  failed  TV  and 
magazine  service  for  doctors'  offices. 
And  it  would  reduce  the  holdings  of 
Whittle's  disenchanted  partners.  Time 
Warner  Inc.  and  Dutch  consumer-elec- 
tronics giant  Philips  each  own  33.4%, 
while  Britain's  Associated  Newspapers 
Holdings  Ltd.  has  22.3%.  Time  Warner 
may  write  off  the  rest  of  its  investment, 
says  one  Whittle  insider. 

A  Channel  One  deal  would  also  allow 
Whittle  to  seek  investors  for  what 
friends  say  is  his  pet  project— Edison. 
Although  it  has  been  radically  scaled 
back.  Whittle  still  hopes  to  start  run- 
ning schools  in  the  fall  of  1995. 
So  far,  he  and  Edison  CEO 
Benno  C.  Schmidt  Jr.  have 
signed  up  11  public  schools  in 
Massachusetts,  Texas,  Kansas, 
Colorado,  and  Michigan. 

But  providing  the  service  to 
just  those  schools  could  re- 
quire $50  million.  And  having 
spent  $40  million  already,  Edi- 
son now  has  only  enough 
funds  to  carry  it  through  the 
remainder  of  1994.  While 
Whittle  has  been  fairly  suc- 
cessful in  wooing  school  dis- 
tricts, he  still  faces  longer- 
term  hurdles,  including  test 
results  showing  that  for-profit 
schools  don't  necessarily  pro- 
duce better  students. 
EXHAUsnNG  ROUND.  Salvaging 
Whittle's  newest  venture.  Med- 
ical News  Network,  may  be 
the  hardest  task.  The  company 
says  it  successfully  tested  the 
service— which  transmits  infor- 
mation and  ads  about  drugs 
and  medical  treatments— with 
5,000  doctors.  And  Whittle  ten- 
tatively signed  up  three  compa- 
nies to  buy  ads  worth  $147  rnil- 
lion.  But  then  came  the  Clinton 
health-reform  bill,  which  has 
shifted  the  focus  from  individu- 
al doctors  to  large  health-main- 
tenance organizations.  Now, 
Whittle  must  rethink  how  his 
service  is  distributed.  To  pay 
for  this  overhaul,  he  is  talking 
to  three  companies— among 
them,  Reuters  Holdings  PLC— 
about  an  equity  stake. 

For  Whittle,  it  all  adds  up 
to  an  exhausting  round  of  sales  pitches 
and  negotiations.  On  July  19,  for  exam- 
ple, he  was  in  London  for  meetings  with 
both  his  current  partners  and  prospec- 
tive investors.  Executives  who  know 
this  inveterate  salesman  figure  he'll  pull 
off  two  of  the  three  deals.  If  he  doesn't, 
the  wind  soon  may  be  whistling  through 
Whittle's  headquarters. 

By  Mark  handler  in  New  York 
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CORPORATE  PROFITS  I 


A  SURPRISINGLY  STRONG 
SHOWING— SO  FAR 


A  sneak  peek  at  second-quarter  profits  finds  a  robust  22%  increase 


The  second  quarter  wasn't  pretty:  The  Federal  Reserve  raised 
rates  twice,  the  Dow  Jones  industrial  average  rose  179  points- 
then  fell  190— and  the  dollar  took  a  dive.  So  the  news  from 
Corporate  America  comes  as  something  of  a  relief.  According  to 
BUSINESS  week's  flash  report  on  second-quarter  results,  profits  rose 
a  robust  22%  on  a  higher-than-usual  12%  leap  in  sales.  But  don't 
count  on  double-digit  increases  in  the  second  half.  Many  analysts  ex- 
pect a  slower  U.  S.  economy  to  crimp  sales  and  earnings  growth  for 
the  rest  of  1994.  -Frederick  F.  Jespersen 


CORPORATE  PROFITS  I 


KICKING  THE 
REBATE  HABIT 


The  Big  Three  finally  are  making 
cars  that  don't  need  costly  incentives 


R 


uss  Darrow  has  been  watching 
new  Plymouth  Neons,  Dodge  In- 
trepids,  and  Jeep  Grand  Chero- 
kees  zoom  out  of  his  Milwaukee-area 
dealerships  lately.  That's  good  news  for 
Darrow— and  even  better  news  for 
Chrysler  Corp.  Because  for  the  first  time 
in  years,  Dar-row  and  other  dealers  are 
moving  cars  without  cash-back  offers  or 
other  costly  marketing  incentives.  A 
year  ago,  Chrysler  had  to  slap  $1,000 


rebates  on  the  Plymouth  Sundance  to 
move  the  aging  subcompact  off  dealer 
lots.  Not  so  with  the  snazzy  Neon  that 
replaced  it.  "The  hot-selling  new  lines 
don't  need  incentives,"  Darrow  says. 

Chrysler  isn't  alone.  Nearly  all  of  the 
auto  makers— and  especially  the  Big 
Three  domestic  manufacturers  who  got 
consumers  hooked  on  reljates  in  the  past 
recession— are  seeing  big  payoffs  as  they 
wean  buyers  away  from  cash-back  of- 
fers and  leasing  subsidies  (chart).  That's 
a  big  reason  why  Detroit's  earnings  are 
cruising.  On  July  14,  Chrysler  posted 
second-ciuarter  net  earnings  of  $956  mil- 
lion, up  40%  from  the  previous  year,  on 
sales  of  $13  billion.  The  company's  retail 
incentives  averaged  only  $610  per  vehicle 
during  the  period,  down  from  $1,050  a 
year  earlier. 

When  Ford  Motor  Co.  releases  quar- 
terly earnings  on  July  27,  Morgan  Stan- 
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ley  &  Co.  analyst  Scott  F.  Merlis  is  ex 
pecting  $1.5  billion  to  $1.7  billion  in  prof 
its,  up  from  $775  million  the  year  before 
Ford  has  slashed  its  incentive  costs  * 
nearly  one-half  in  the  past  year,  in  par 
by  dropping  rebates  on  nearly  half  o  ''^ 
its  22-model  lineup.  And  Merlis  antici 
pates  that  General  Motors  Corp.  will  re  "P 
port  $1.6  billion  in  earnings  on  July  28*' 
compared  with  $889  million  in  1993';  i«f 
second  quarter.  Analysts  even  expec  ^ 
GM's  troubled  North  American  auto  op 
erations  to  be  back  in  the  black. 
NEW  GAME  IN  TOWN.  The  Big  Three's  ro 
bust  profits  also  owe  a  lot  to  cost-cut 
ting,  strong  sales,  and  a  high-octane  mi:  '^^ 
of  lucrative  trucks  and  upscale,  option 
loaded  cars  that  boost  margins.  Chryslei 
Chief  Financial  Officer  Gary  C.  Valadf^ 
figures  that  such  sales  accounted  foi*' 
more  than  $100  million  of  the  compact 
ny's  year-over-year  profit  swing.  ^ 
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Still,  the  steady  decline  in  incentives 
ipresents  not  only  profit  opportunity 
it  also  a  marketing  victory  for  De- 
oit.  Domestic  auto  makei's  have  been 
ying  to  break  the  incentive  habit  for 
iveral  years.  But  consumers  had 
arned  to  play  the  game.  When  a  car 
mpany  backed  off  on  incentives,  cus- 
mers  just  postponed  buying  until 
e  manufacturer  was  forced  to  bring 
ick  rebates. 

It  didn't  help  that  Detroit 
as  pushing  a  lot  of  outmoded 
rs.  To  move  the  metal,  car- 
akers  had  to  resort  to  big 
veaways.  "We  were  trying 
sell  the  deal  more  than  the 
oduct,  quite  frankly,"  says 
irysler's  Valade.  "Now,  we're 
rtunate  to  be  making  vehi- 
3s  that  people  want  to  drive 
id  own." 


The  stronger  economy  helps  a  lot, 
too.  Car  companies  don't  have  to  try  so 
hard  to  lure  customers  into  the  show- 
rooms. And  these  days,  leasing  is  re- 
placing the  rebate  as  consumers'  gim- 
mick of  choice.  Leases  often  involve 
marketing  subsidies,  too.  But  those  sub- 
sidies are  also  coming  down.  And  Ford, 
the  most  aggressive  player  in  leasing, 
says  its  subsidies  are  running  at  about 
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the  same  per-vehicle  levels  as  its  cash 
rebates. 

Givebacks  are  hai-dly  history. 
Chrysler  slapped  a  $500  I'ebate  on  its 
popular  minivans  last  winter  to  keep 
them  competitive  with  Ford's  new  Wind- 
star.  And  some  hefty  incentives  never 
went  away,  such  as  the  $2,000  rebate  on 
the  Chevrolet  Corvette. 

But  for  the  customers  flocking  to  De- 
troit's new  offerings,  such 
wheeling  and  dealing  is  beside 
the  point.  "A  rebate  is  not  the 
reason  they're  here,"  says 
Dari'ow.  The  trick  will  be  to 
maintain  Detroit's  profit  mar- 
gins when  sales  slow  down. 
And  that  means  making  sure 
customers  don't  get  hooked  on 
rebates  all  over  again. 

By   Kathleen   Kerwin  in 
Detroit 
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DEFENSE  CONVERSION  I 


IT'S  RAYTHEON 
VS.  THOMSON 


The  prize:  A  $12  billion  deal  to  build 
a  "rain-forest  monitoring  system" 


It  may  set  the  standard  for  global 
defense  conversion.  In  late  July,  Bra- 
zil is  expected  to  award  a  $L2  billion 
contract  for  a  system  designed  to  guide 
aircraft  through  Brazilian  skies— and  help 
preserve  the  Amazon  rain  forest.  Rely- 
ing on  an  elaborate  network  of  satel- 
lites, airplanes,  ground  sensors,  and  com- 
puters, the  system  would  monitor 
rain-forest  deforestation,  pollution,  In- 
dian migration,  climate  changes,  and 
drug-trafficking  in  an  area  the  size  of 
the  Western  U.  S. 

At  stake:  key  jobs  at  two  of  the 
world's  premier  defense  giants— and  the 
Clinton  Administration's  reputation  for 
export  promotion.  In  the  running  are 
Thomson  CSF,  which  is  40%-owned  by 
the  French  government,  and  Raytheon 
Co.,  the  fifth-largest  defense  contractor 
in  the  U.  S.  Both  have  lined  up  govern- 
ment heavyweights  to  intercede  on  their 
behalf.  With  Thomson  gear  already  en- 
trenched in  Brazil's  air-traffic-control 
system,  Raytheon  is  backing  its  bid  with 
its  technological  expertise  in  missiles. 
The  company  says  a  win  would  mean 
1,100  jobs  in  the  U.  S.  during  the  next 
two  decades. 

FULL  COURT  PRESS.  With  SO  much  at 
stake,  it's  no  surprise  the  deal  has  be- 
come a  highly  visible  slugfest.  Senior 
officials  from  France  and  the  U.  S.  have 
been  lobbying  hard.  In  late  June,  Com- 
merce Secretary  Ronald  H.  Brown,  who 
has  made  export  ])romotion  a  top  prior- 
ity, met  with  Brazilian  President  Ita- 
mar  Franco  to  advance  Raytheon's  case. 
Raytheon  Chairman  Dennis  J.  Picard 
separately  met  with  Brazilian  officials.  A 
day  earlier,  Brazilian  officials  met  with 
French  Foreign  Trade 
Minister  Gerard  Lon- 
guet  and  Bank  of 
France  Governor  Jean- 
Claude  Trichet. 

Anticipating  a  heavily 
subsidized  l)id  fi-om  gov- 
ernment-backed Thom- 
son, the  Export-Import 
Bank  of  the  U.S.  has 
prepared  what  a 
spokesman  says  is  "by 
far  the  largest  subsidy 
Ex-Im  has  ever  made." 
It  would  also  be  the 
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first  time  in  five  years  that  the  agency 
has  lent  money  to  a  state-backed  Brazil- 
ian corporation,  a  spokesman  says.  Nei- 
ther Ex-Im  Bank  nor  Raytheon  would 
disclose  terms  of  the  U.  S.  proposal.  But 
Brown  said  of  the  U.  S.'s  financing  pack- 
age vs.  France's:  "We  intend  not  only  to 
match  it  but  to  surpass  it." 

Both  companies  could  use  the  busi- 
ness—but none  more  than  Raytheon. 
Thomson  CSF  is  already  the  most  profit- 
able division  of  Thomson,  one  of 
France's  largest  conglomerates.  After 
several  years  in  the  doldrums,  export 
orders  for  its  military  equipment  have 
begun  rising.  But  it,  too,  faces  shrinking 
Fi'ench  government  spending  on  defense. 
^'Winning  the  Brazil  contract  would  rein- 
force Thomson  csF's  so  far  successful 
restructuring  efforts  to  cope  with  sink- 
ing defense  budgets,"  says  a  Thomson 
spokesman. 

Raytheon's  govern- 
ment defense  contracts, 
on  the  other  hand,  have 
fallen  by  a  total  of  al- 
most $1  billion  since 
1990,  and  the  company 
has  been  cutting  jobs  at 
a  rate  of  more  than  300 
a  month  since  then.  In 
April,  it  lost  a  key  con- 
tract: The  government 
selected  Loral  Corp.  to 
make  the  warhead  for 
the  next  generation  of 


Patriot  missik 
That  decision  nt 
Raytheon  some  I 
billion  in  potent  1 
revenue  beyo \ 
2000,  when  the  I  - 
triot  is  expected  ) 
be  replaced,  i- 
cording  to  Prudcr 
tial  Securities  Ii 
defense  analy. 
Gary  Reich. 

MOVING  OUT. 

win  could  gi" 
Raytheon's  dive 
sification  strate}.; 
new  legs.  Moi, 
than  half  of  its  i-ei, 
enues  now  cor 
from  such  nond| 
fense  businesses 
appliances,  cor 
mercial  aircrat 
and  engineerin 
and  constructic 
services.  It  h; 
also  had  some  ii 
itial  success  in  con 
mercializing  mil 
tary  technology 
Raytheon  is  a  in: 
jor  subcontractor  on  Motorola  Inc.'s  niu 
tibillion-dollar  Iridium  project  to  l:)uil 
a  global  satellite  phone  network.  An 
it's  developing  electronic  controls  fd 
high-speed  trains  for  Amtrak. 

Indeed,  while  the  Brazil  projec 
would  be  Raytheon's  biggest  defense 
conversion  project,  it  would  not  ran 
among  Raytheon's  top  10  contracts.  Nn 
would  it  have  any  immediate  im])Mc 
on  its  bottom  line,  says  Prudential' 
Reich.  That's  because  the  contract  i 
spread  out  over  20  years  and  requii  c 
that  a  large  (though  undisclo.sed)  pri 
centage  of  production  to  take  place  ii 
Brazil. 

This  head-to-head  battle  may  fizzle 
One  Brazilian  official  says  the  contrac 
could  end  up  being  divided  between  th<| 
two  companies.  There's  also  the  pos' 
sibility  that  even  showcase  technology 
might  not  solve  Brazil's  problems  witl 
deforestation  and  mining.  Says  Envi 
ronmental  Defense  Fund  Senior  Scien 
tist  Stephan  Schwartzman:  "The  Bra 
zilian  government  already  knows  a  lot 
about  illegal  mining  and  deforestation 
but  they  haven't  acted.  Will  thej 
change?" 

Raytheon  and  Thomson  can't  answer 
that.  But  they  would  both  like  to  give 
Brazil  the  chance  to  show  they're  serious 
about  the  environment. 

By  Geoffrey  Smith  in  Boston,  with 
Amy  Borrus  in  Washington  and  Bill 
Hinchberger  in  Sao  Paulo 
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OROAN  AT  THE  PITTSBURGH  GROUP  W  STATION:  HE'S  PUMPING  $250  MILLION  INTO  TV 


rURNING  THE  LIGHT  OH 
M  WESTIHGHOUSE 


Vith  income  sheltered  from  taxes,  CEO  Jordan  goes  on  a  shopping  spree 


aybe  Westinghouse  Chairman 
Michael  H.  Jordan,  a  former 
chief  financial  officer  at  Pepsi- 
Jo  Inc.,  just  wasn't  used  to  seeing  such 
niserable  numbers.  Or  perhaps  the  $5.3 
)illion  in  charges  Westinghouse  Electric 
Jorp.  had  suffered  over  the  previous 
hree  years  were  too  numbing.  But 
vhen  Jordan  took  the  top  job  at  the 
!8.9  billion  electrical  equipment  and  de- 
ense  company  last  year,  all  he  could 
lee  was  a  menacing  cloud  of  financial 
listress.  Had  he  looked  a  little  harder, 
le  might  have  seen  the  silver  lining. 

Thirteen  months  later,  that's  all  Jordan 
vants  to  talk  about.  It  turns  out  that 
he  same  massive  losses  that  brought 
A^estinghouse  to  the  brink  of  Chapter  11 
n  1992  translate  into  12  to  14  years' 
vorth  of  tax-loss  carry- 
orwards.  Put  more  simply,  Westinghouse 
von't  write  another  check  to  the  Internal 
levenue  Service  for 
nore  than  a  decade.  In- 
itead,  analysts  estimate, 
fordan  will  enjoy  $150 
nillion  this  year  in  fi-ee 
ash  to  go  along  with  the 
5320  million  he  liberated 
)y  slashing  costs  and  re- 
itructuring  the  compa- 
ly's  balance  sheet. 

"Taxes  don't  mean 
nuch  to  us,"  Jordan  says 
vith  a  smile.  And  that's 


why  he's  suddenly  out  doing  deals.  On 
July  14,  Westinghouse  surprised  Wall 
Street  by  announcing  that  it  would  en- 
ter into  a  joint  venture  with  CBS  Inc.  to 
produce  programming  and  invest  in  new 
television  and  radio  stations.  Investors 
had  expected  Jordan  to  sell  Westing- 
house's  five  profitable  Group  W  TV  sta- 
tions to  raise  cash.  Instead,  Jordan  has 
committed  at  least  $250  million  to  ex- 
pand the  business. 

SAVVY  MOVES.  He  provoked  the  same 
sort  of  surprise  in  February,  when  he 
announced  the  purchase  of  United  Tech- 
nologies Corp.'s  $220  million  radar  unit, 
Norden  Systems.  That  bolstered  a  de- 
fense-electronics unit  that  many  had  ex- 
pected him  to  sell.  He  also  is  bidding 
with  Britain's  Nuclear  Electric  PLC  for  a 
$4.7  billion  nuclear  power  project  in  Tai- 
wan. And  Westinghouse  has  landed  a 
$400  million  contract  to  revamp  a  nucle- 


OLD  WESTINGHOUSE,  NEW  TRICKS 

POWER  GENERATIOH  Recent  growth  has  come  from  nonnuclear  power,  a 
$1 .9  billion  business.  Jordon  hopes  for  big  contracts  in  Latin  America  and  Asia 

NUCLEAR  Westinghouse  is  revamping  plants  in  the  Czech  Republic  and  look- 
ing for  similar  contracts  in  Eastern  Europe,  Taiwan,  and  eventually,  China. 

BROADCASTING  Its  linkup  with  CBS  gets  the  $705  million  division  into  big 
new  markets  and  provides  a  powerful  partner  for  programming. 


DEFENSE  ELECTRONICS  Jordan  has  phased  back  defense  conversion,  shying 
from  the  earlier  goal  of  50%  nondefense  business  for  the  $2.6  billion  division. 


ar  plant  in  the  Czech  Republic.  Mean- 
while, the  nonnuclear  power  generation 
business,  which  has  grown  50%  in  the 
past  five  years,  is  landing  contracts  in 
Asia  and  South  America. 

Since  joining  Westinghouse  in  June, 
1993,  Jordan  has  bolstered  the  Pitts- 
burgh company's  top  ranks  with  execu- 
tives from  his  two  former  employers— 
PepsiCo  and  McKinsey  &  Co.  They  have 
sold  Westinghouse  Electric  Supply  Co. 
and  the  company's  Distribution  &  Con- 
trol unit  for  a  total  of  $1.4  billion.  They 
have  unloaded  much  of  the  real  estate 
portfolio  responsible  for  the  losses  under 
ousted  former  Chairman  Paul  E.  Lego. 
That  allowed  them  to  reduce  debt  from 
$7.6  billion  to  $3.3  billion.  Then  came  a 
$500  million  private  placement  of  con- 
vertible preferred  stock  to  boost  equity. 

"The  major  financial  issues  are  be- 
hind them,"  says  PaineWebber  Inc.  ana- 
lyst Mark  D.  Altman.  But  investors  are 
slow  to  believe  it.  Wall  Street  responded 
to  Jordan's  CBS  deal  with  a  yawn,  and 
the  stock  barely  budged  from  12.  The 
problem  is  that  several  of  the  balance- 
sheet  restructuring  moves— including  the 
private  placement— will  dump  a  pile  of 
new  common  shares  on  the  market  over 
the  next  few  years.  Investors,  figuring 
their  own  shares  will  be  diluted  in  the 
process,  had  been  hoping  that  Jordan 
would  use  his  cash  to  buy  back  stock. 

Jordan's  response:  Look  at  that  silver 
lining.  Not  only  is  Westinghouse  expected 
to  turn  a  $265  million  net  profit  this  year, 
compared  with  a  $326  million  loss  in  1993, 
but  the  tax  benefit  should  free  up  $590 
million  in  cash  over  the  next  three  years, 
analysts  say.  Moreover,  because  of  the 
cari'yforwards,  any  earnings  in  acfjuired 
companies,  such  as  Norden,  are  also  tax 
free.  After  paying  down  debt  and  pension 
obligations,  Jordan  says  that  he  plans  to 
use  the  cash  to  buy  more  TV  and  radio 
stations  and  defense  companies.  Within 
two  or  three  years,  he  says,  he  will  start 
buying  back  stock,  giving  beleaguered 
shareholders  a  break. 

Westinghouse  still  has  plenty  of  prob- 
lems, not  the  least  of  which  is  its  heavy 
reliance  on  the  vexing  nuclear  energy  in- 
dustry for  revenue  growth.  But  given 
where  the  company  was  only  a  year 
ago,  1994  still  looks  good.  Jordan,  who 
often  commutes  on 
weekends  to  his  homes 
in  Dallas  and  Santa  Fe, 
N.  M.,  has  even  bought 
a  house  on  the  east  side 
of  Pittsburgh.  "It's  pret- 
ty nice  around  here,"  he 
says  with  a  note  of  sur- 
prise, "when  it's  sunny." 
The  same  could  be  said 
for  Westinghouse. 

By  Stephen  Baker  in 
Pittsburgh 
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Commentary/by  Kevin  Kelly 


A  CEO  WHO  KEPT  HIS  EYES  ON  THE  HORIZON 


Most  chief  executives  are  loath 
to  give  up  power  before  they 
must.  Not  Cummins  Engine 
Co.  Chief  Executive  Henry  B.  Schacht. 
At  59,  with  mandatory  retirement  six 
years  away,  Schacht  decided  to  avoid 
the  distractions  of  a  lengthy  transition. 
So  on  July  12,  he  stepped  aside  as  CEO 
to  make  way  for  a  successor.  Why  not 
hang  around  until  pension  time?  "What 
I'd  like  to  do  is  irrelevant,"  he  says.  "I 
have  to  do  what's  best  for  Cummins." 

It's  fitting  that  Schacht's  departure 
was  made  with  an  eye  toward  the  fu- 


handsome  profits.  On  July  20,  the  com- 
pany reported  that  profits  for  its  sec- 
ond quarter,  ended  July  3,  rose  35%,  to 
$66  million.  Last  year,  Cummins  earned 
$177  million  on  sales  of  $4.2  billion. 
This  year,  analysts  expect  profits  to 
jump  35%,  to  $240  million.  Sharehold- 
ers who  stayed  through  the  tough 
times  saw  their  stock  double  in  1993, 
to  101%,  before  a  2-for-l  split. 
NEW  VENTURES.  To  say  that  Schacht 
labored  long  and  hard  would  be  an 
understatement.  Beginning  in  the  late 
1970s,  Schacht  began  overhauling  his 


SCHACHT:  THE  PAYOFF 
CAME  SLOWLY 


A  SAWY  MANAGER'S 
PRIMER 

How  Henry  Schacht  revved 
up  Cummins 

►  Met  challengers'  pricing 
and  battled  for  market  share 

►  Redesigned  factories 
to  cut  costs  and  boost 
productivity 

►  Embraced  work  teams 
from  the  factory  to  execu- 
tive row 

►  Sold  a  20%  stake  to  three 
big  customers — Ford, 
Tenneco,  and  Kubota 

►  Created  a  clear  path  for 
management  succession 


ture.  His  21  years  atop  the  nation's 
largest  diesel-engine  manufacturer 
were  defined  by  a  passion  for  looking 
ahead.  It  allowed  him  to  go  toe-to-toe 
with  the  Japanese  in  the  early  1980s 
and  win— while  many  of  his  peers  were 
in  full  retreat.  Schacht  invested  in 
technology,  expanded  into  new  mar- 
kets, and  upgraded  the  skills  of  em- 
ployees. And  when  raiders  threatened 
to  sidetrack  his  goals,  he  recruited  in- 
vestors willing  to  back  his  vision.  Says 
David  Hoyt,  an  executive  vice-presi- 
dent at  Frigidaire  Co.:  "He  has  an  abil- 
ity to  sense  future  trends  and  respond 
faster  than  anybody  I've  met." 

Schacht  leaves  with  an  important 
message  for  Corporate  America:  The 
long-term  view  pays  off.  During  the 
past  two  years,  his  near  decade-long 
restructuring  has  begun  delivering 


company.  He  started  benchmarking 
Cummins'  performance  against  rivals 
such  as  Komatsu  Ltd.  long  before  it 
was  the  rage.  And  he  made  Cummins 
an  early  advocate  of  quality  initiatives 
and  just-in-time  inventory  systems. 
From  1985  to  1993,  sales  per  employee 
increased  63%. 

Just  as  important,  Schacht  spent  a 
lot  of  time  repositioning  Cummins. 
During  the  1970s  and  early  1980s,  it 
dominated  the  North  American  mar- 
ket for  heavy-duty  diesel  engines,  with 
a  50%  market  share.  But  Schacht  and 
his  team  figured  that  demand  would 
fall  as  the  market  matured,  so  he 
pushed  the  company  into  new  ven- 
tures, including  engines  for  light 
trucks.  Last  year,  these  midrange  en- 
gines, which  go  into  Ford  Motor  Co. 
and  Chrysler  Corp.  trucks,  accounted 


for  39%  of  sales.  The  sweetest  irony  o| 
all:  In  1993,  Komatsu  asked  Cummins!' 
to  build  midrange  engines  for  its  conV 
struction-equipment  line. 

None  of  this  was  without  cost,  o| 
course.  When  the  Japanese  invasion 
seemed  imminent,  Schacht  took  a  radiJ 
cal  step:  He  cut  prices  30%.  That  kepi 
rivals  from  gaining  but  savaged  Cum-; 
mins'  bottom  line.  Until  last  year,  tht 
company  had  lost  money  nearly  every 
year  since  1986.  And  Cummins  stum 
bled  in  1988  when  it  introduced  a  line  ol 
heavy-duty  engines  riddled  with  flaws. 

That  allov/ed  viva. 
Detroit  Diesel  Corp. 
to  snatch  market 
share  it  has  nevei 
surrendered.  Then 
raiders,  eyeing  the 
company's  rich  casli 
flow,  began  circling. 
MTiENCE.  To  his  cred 
it,  Schacht  stayed 
the  course.  He  drove 
down  costs  by  re 
structuring,  and 
when  sharing  the 
pain  was  called  for, 
he  didn't  hesitate.  In 
1989,  he  instituted 
across-the-board  pay 
cuts  and  whacked  his 
own  salary  15%.  Tn 
ensure  that  Cummin.-^ 
would  have  the  fi- 
nancing to  continuei 
investing  for  the  fu 
ture,  he  sold  20%  of  Cummins  in  19' 
to  three  customers— Ford,  Tenneco,  an( 
Kubota.  "The  notion  of  patient  capita! 
was  defined  by  Hank,"  says  Arvin  In- 
dustries Inc.  Chairman  James  K.  Baker. 

And  more  than  many  chief  execu 
fives,  Schacht  has  paid  attention  to  his 
people.  Cummins  offers  as  much  as  100 
hours  of  training  to  workers  annually 
and  its  factories  operate  on  a  team 
system  that  puts  power  in  the  hands  of 
those  who  work  the  assembly  line. 

Perhaps  his  most  important  achieve- 
ment is  the  staff  he  leaves  in  place. 
"He  has  left  the  company  in  the  hands 
of  strong  people,"  says  Tenneco  Inc. 
CEO  Dana  G.  Mead,  also  a  Cummins 
board  member.  Of  course,  in  Henry 
Schacht,  they've  had  a  good  teacher. 


Kelly  covers  manufacturing. 


35  BUSINESSWEEK/AUGUST  1,  1994 
tMIIJIi!MMillllll.lJLIllM«aMWWHB«gBnB»aiBBMi 


i 


for  EIS  and  Beyond 


% 

% 
% 

% 

% 
% 
% 
% 
% 
% 
% 
% 
% 


The  SAS*  System  is  a  new  concept 
in  client/server  software.  It 
delivers  mission-critical  data  to  the 
desktops  of  every  decision  maker . . . 
and  then  lets  you  turn  data  into  mean- 
ingful information.  Your  servers  not 
only  dole  out  your  data  but  serve  up 
compute  resources  as  well.  Millions  of 
records  can  be  summarized,  and  just 
the  results  delivered  to  the  desktop. 


The  world's  leading  infor- 
mation delivery  system 
provides  easily  customized 
menus.  Decision  makers  at 
every  level  can  drill  down 
through  your  vast  informa- 
tion reservoir,  determine 
critical  success  factors, 
forecast  trends,  and  more. 
Hundreds  of  applications 
for  analyzing  data  and  for 
generating  reports  are 
right  at  your  fingertips. 


The  SAS' 

Enterprise  Wide  info 


Sales  Activities 

i  i 

4, 

1  1 

The  SAS  System's  exclusive 
MultiVendor  Architecture  "  means 
you  can  share  data  and  applications 
(or  parts  of  applications)  across 
all  your  hardware.  Applications  run 
where  it  makes  most  sense  to  run 
them . . .  allowing  you  to  maximize 
use  of  all  your  computing  resources 
while  protecting  your  existing 
applications  investment. 

Call  us  today  at  919-677-8200  for 
a  free  video,  plus  details  about  a  free 
software  evaluation. 


/M 


SAS  Institute  Inc. 
Phone  919-677-8200 
Fax  919-677-8123 


SA.s  is  a  registered  trademark,  and  MultiVendor  Architecture  a  trademarii,  of  SAS  Institute  Inc.  Copyright  ®  1993  by  SAS  Institute  Inc. 


GATHERINGS  I 


'CAPTAIN  CRUNCH,  PICK  UP 
THE  WHITE  COURTESY  PHONE' 


A  who's  who  of  hackerdom  descends  on  Las  Vegas  for  a  convention 


ands  down,  it's  the  unlikeliest 
computer  conference  around.  It's 
called  Def  Con,  and  it's  quickly 
turning  into  the  annual  meeting  of  the 
Computer  Underground.  For  the  second 
sultry  July  in  a  row,  assorted  hackers, 
crackers,  and  phone  phreaks  are  flocking 
to  Vegas  to  discuss  how  to  infiltrate  com- 
puter systems,  among  other  topics.  In 
hot  pursuit  are  various  attorneys,  com- 
puter company  security  of- 
ficials, and  law  enforcement 
officers.  "Toto,  I  don't  think 
we're  at  Comdex  anymore," 
says  Code  Ripper,  taking  a 
dig  at  the  computer  indus- 
try's legitimate  fall  conven- 
tion. Code  Ripper,  a  hacker 
and  occasional  columnist  for 
Gray  Areas  magazine,  is  a 
pseudonym. 

Few,  it  seems,  use  their 
real  names  at  Def  Con,  which 
begins  .July  22.  Unlike  other 
hacker  conventions,  this  one 
openly  extends  invitations  to 
such  agencies  as  the  Secret 
Service  and  the  Federal  Bu- 
reau of  Investigation  so  the,\ 
don't  have  to  snoop  around. 
Nobody's  taking  any  chances, 
though.  Last  year,  the  number 
of  cops,  real  and  imagined,  lurk- 
ing about  Def  Con  spawned  a 
"Spot  the  Fed"  contest.  Winners 
received  special  T-shirts. 
SEMINARS.  The  conference  is  the 
brainchild  of  24-year-old  Dark 
Tangent,  a.k.a.  Jeff  Moss,  a  sec- 
ond-year law  student  at  the  Uni-  _ 
versity  of  Dayton.  He  says  the  ^ 
name  Def  Con  was  cho.sen  for  its  mili- 
tary overtones.  (The  defense  industry 
is  a  favorite  hacker  target.)  Moss,  who 
insists  he  doesn't  do  anything  illegal 
anymore,  grew  up  in  Seattle  sorting 
through  the  dumpsters  of  giant  Micro- 
soft Corp.— virtually  every  computer 
disk  he  owns  has  a  Word  4.0  label  on  it. 
Because  he  had  observed  that  most 
hacker  gatherings  quickly  degenerate 
into  drunken  parties,  he  decided  to  ele- 
vate his  event  to  a  discussion  of  .social 
and  policy  issues.  Thus  the  invitations  to 
the  Feds  and  serious  seminars  on  topics 
such  as  hacker  ethics  and  laws  govern- 
ing search  and  seizure. 


"I'm  going  just  to  see  what  the  other 
side  is  up  to,"  says  Gail  Thackeray,  a 
45-year-old  district  attorney  in  Phoenix. 
Thackeray,  who  played  a  key  role  in 
Operation  Sun  Devil,  a  Secret  Service 
undercover  probe  into  phone-card  fraud 
four  years  ago,  was  generally  lambasted 
by  attendees  when  she  volunteered  to 
field  questions  at  last 


DARK  TANGENT,  A.  K.  A.  JEFF 
MOSS:  THE  HACKERS' 
CONFAB,  NOW  IN  ITS  SECOND 
YEAR,  IS  HIS  BRAINCHILD 


year's  confab.  "There  were  lots  of  hack- 
ing di-scussions,  but  a  lot  of  time  was 
spent  in  substantive  presentations  as 
well,"  she  says.  "And  I  don't  think  any- 
one did  anything  overtly  criminal." 

They  came  close.  Last  year's  Def  Con 
was  held  at  the  Sands  Hotel  &  Casino 
(which,  ironically,  is  owned  by  the  same 
group  that  runs  the  Comdex  conven- 


tion). The  late  shift  of  Sands  securiy 
guards,  unaware  that  Def  Con  organ.- 
ers  had  arranged  for  the  meeting  roois 
to  be  open  24  hours  a  day,  attempted  d 
evict  Code  Ripper,  Merc,  and  the  Pro{- 
et,  three  young  hackers  who  had  dec  - 
ed  to  crash  there  overnight.  After  ts 
incident,  one  hacker  offered  Moss  ts 
phone  number  and  passwords  for  t5 
computer  that  runs  the  casino.  "YoiS. 
think  that  the  casino  would  have  hads> 
fimctional  security  system  set  up,"  sa!5 
Moss.  "Not."  j 
This  year.  Moss  has  shifted  to  tjs 
Sahara  Hotel  &  Casino  and  expects  ^- 
tendance  to  triple,  to  more  than  3C. 
He  has  scheduled  22  speakers— few 
than  half  with  fake  names.  Given  th: 
the  keynote  speaker  is  cryptogi- 
pher  Philip  Zimmermann,  th 
meeting's  hot  topic  promises  • 
be  data  encryption. 

Zimmermann  is  an  outspok^v 
opponent  of  the  governments 
controversial  Clipper  chip— a 
encryption  standard  featuringi 
back  door  that  allows  law  e- 
forcement  officials  to  engage  ; 
court-sanctioned  decoding  ar 
eavesdropping.  Indeed,  he  i 
the  target  of  a  federal  grar. 
jury  investigation  in  San  Jos 
Calif.,  because  his  prograr 
called  PGP  for  Pretty  Goc. 
Privacy,  ended  up  overseas 
violation  of  U.  S.  munition 
export  regulations.  So  far  ; 
anyone  knows,  the  Nation 
Security  Agency— the  Cli 
per  chip's  main  driver— hj^ 
been  unable  to  break  in1| 
data  encrypted  by  PGP. 

Tlie  heart  and  soul  of  D^ 
Con,  howevei',  are  the  tecll 
nical  sessions  held  aroun| 
midnight.  They're  more  a 
tuned  to  hard-core  hacke 
time  and  tastes.  Tak 
"Twenty  Ways  to  Trash 
PC,"  by  Mai'k  Ludwig,  who  wrote  a  hov 
to  book  for  virus  programmers.  The 
there's  the  session  on  network  secu 
ity— which  is  actually  being  held  vi 
videoconference  because  the  expei 
doesn't  want  to  show  up  in  person,  pr< 
sumably  for  legal  reasons. 

Some  of  those  sessions  admittedl 
strain  prosecutor  Thackeray's  limits.  Bu 
hey,  she's  game.  "Def  Con  has  som( 
thing  for  everyone,"  she  says.  "It's  pari 
ly  an  entertaining  party,  it's  partly 
fashion  statement.  But  it's  mostly  som( 
thing  about  which  the  business  worl 
has  no  clue."  Moss's  advice  to  Corp( 
rate  America:  Load  up  your  laptop; 
we're  heading  to  Vegas. 

By  Larry  Armstrong  in  Los  Angele 
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At  Templeton  we  believe  that  potentiallv  rewarding  investment  opportunities 
exist  in  the  emerging  capital  markets  of  countries  such  as  Malaysia, 
Mexico  and  Thailand  to  name  a  lew.  i  

As  the  international  trend  toward  more 
Wester n-st}"le,  tree-market  economies  contin- 
ues, such  countries  may  experience  high  rates 
of  economic  growth.  Templeton  Developing 
Markets  Trust  seeks  to  take  advantage  of 
these  significant,  changing  economies. 

This  fund  is  designed  for  investors  seekma  lona-term 
capital  appreciation  and  who  are  willing  to  accept  the 
special  risks  of  investing  in  developing  markets. 
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less  than  their  original  cost.  Past  performance  cannot  guarantee  future  results. 

fflnvesting  in  developing  markets  involves  special  considerations,  which  may  include  risks 

related  to  market  and  currency  volatility,  adverse  social  and  political  developments,  and  the 

relatively  small  size  and  lesser  liquidity  of  these  markets. 
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THE  GREENBACK  HAS 
GREENSPAN  WORRIED 


Is  the  Federal  Reserve  pre- 
paring to  shore  up  the  dol- 
lar with  a  dose  of  higher 
interest  rates?  The  central 
bank  has  historically  resisted 
such  moves,  and  some  Fed  of- 
ficials privately  believe  that 
nothing  short  of  a  full-point 
hike  will  help  the  greenback. 
But  traders  were  left  to  pon- 
der the  prospect  after  Chair- 
man Alan  Greenspan  told 
Congress  the  "thing  that  has 
worried  me  most  is  clearly 
the  weakness  in  the  dollar." 
In  a  July  20  testimony  to  the 
Senate,  Greenspan  said  the 
dollar's  drop  this  year— 8% 
against  currencies  of  the  nine 
largest  industrialized  nations. 


CLOSING  BELL 


JULY  1,  '93 
k  DOLLARS 


JULY  L  '94 


A  BUMPY  RIDE 

After  a  year  of  earnings  let- 
downs—including on  estimated 
$45  million  net  loss  for  tfie  June 
quarter— Greyhound  Lines  has  a 
new  plan  for  steering  back  to 
profitability.  On  July  14,  CEO 
Frank  Schmieder  announced  that 
the  bus  line,  pummeled  by  low 
airfares,  will  focus  on  routes  of 
only  100  to  400  miles.  Riders 
will  still  be  able  to  take  a  bus 
cross-country— they'll  just  have  to 
make  more  stops  along  the  way. 
The  strategy  could  cause 
revenues,  which  totaled  $666 
million  last  year,  to  fall  by  $50 
million.  Major  investors,  who 
have  watched  the  stock  price  fall 
from  a  52-week  high  of  22,  are 
hopeful;  Greyhound's  stock  rose 
V'2,  to  6  5/8,  on  the  news. 

DATA:  BRIDGE  INFORMATION  SYSTEMS  INC. 


on  a  trade-weighted  basis— is 
"bad  for  the  economy,"  add- 
ing that  it  could  trigger  high- 
er inflation  if  not  reversed. 


WAVING  GOOD-BYE 
TO  WELLS  FARGO 


Carl  Reichardt  says  he  will 
step  down  in  January  as 
head  of  Wells  Fargo  Bank  af- 
ter 12  years— and  a  1,781%  re- 
turn to  shareholders  to  date. 
The  salty  Texan  will  be  re- 
placed by  President  Paul 
Hazen.  Reichardt,  63,  gave  no 
reason  for  retiring  early.  "I'm 
in  super -good  shape  for  a  guy 
who  doesn't  take  good  care  of 
himself,"  the  portly  Reichardt 
insists.  He's  certainly  leaving 
Wells  in  the  pink  of  health. 
Even  as  the  California  econo- 
my sputters,  the  bank  is 
chui'ning  out  robust  earnings 
and  now  plans  to  buy  back  as 
much  as  10%  of  its  shares. 


MTV'S  RIVALS 

ARE  FACING  THE  MUSIC 


Ever  since  five  I'ecord 
companies  launched  their 
I)lans  for  a  competing  music- 
video  channel,  MTV  has  been 
,  crying  foul.  Now,  the  Jus- 
tice Dept.  seems  to  be  listen- 
ing. On  July  20,  Robert  E.  Li- 
tan,  Deputy  Assistant 
Attorney  General,  confirmed 
that  his  department  has  be- 
gun a  preliminary  investiga- 
tion of  the  channel.  A  music 
source  adds  that  the  five  pail- 
ners  have  all  received  subpoe- 
nas. They  are  Sony  Music  En- 
tertainment, Warner  Music, 
PolyGram,  EMI  Music,  and 
Bertelsmann  Music. 


THIS  RAILROAD  IS 
NO  LONGER  A  SIDELINE 


What  synergy  is  there 
between  trains  and  mu- 
tual funds?  Not  much,  Kan- 
sas City  Southern  Industries 
admitted  on  July  19,  when  it 
agreed  to  sell  its  century-old 
railroad  to  focus  on  financial 
services.  Pending  IRS  and 
Interstate  Commerce  Commis- 


THIS  BIOTECH  EXEC  CAN7  BUY  A  BREAK 


Most  biotech  executives 
complain  that  stingy 
capital  markets  don't  appre- 
ciate the  vast  promise  inside 
their  labs.  Synergen  CEO 
Gregory  Abbott  has  the  op- 
posite problem:  He  has 
a  $135  million  pile 
of  cash  but  no- 
where to  spend 
it.  On  July  18, 
Synergen  an- 
nounced that  it 
was  deep-sixing 
work  on  its  flag- 
ship drug,  Antril, 
which  was  being 
developed  to  treat  sep 
tic  shock.  Abbott  made  his 
decision  after  a  second  major 
study  showed  the  drug  just 
didn't  work. 

Wall  Street  analysts  are 
dubious  about  other  products 
in  Synergen's  pipeline,  too, 
and  in  just  one  day  the  mar- 


ket halved  the  stock's  valii 
to  4.37.  That's  quite  a  corn- 
down  from  the  "ZOs  that  Syf 
ergen  was  trading  at  just 
couple  of  years  ago.  Abboi, 
whose  company  has  heu 
burning  cash  at  th 
rate  of  $20  millid 
per  quarter, 
he  will  redu* 
Synergen's  60 
plus  workfori 
by  more  thi 
50%,  and  1 
may  also  sh( 
around  for  a  bu 
er.  Whatever  el: 
happens,  the  woes 
Synergen  are  likely  to  spo( 
bio-investors,  who  are  alreac 
a  wary  lot.  Indeed,  biote< 
stocks  are  so  depressed  tha 
with  $135  million  in  hand,  A 
bott  might  even  be  able 
buy  a  competitor  or  two. 

By  Joan  O'C.  Hamilh 


sion  approvals,  Kansas  City 
Southern  Railway  will  be  sold 
to  Illinois  Central  for  $1.6  bil- 
lion in  stock  and  debt,  creat- 
ing the  nation's  eighth-largest 
railroad  in  revenues.  The  sale 
would  leave  the  parent  com- 
pany owning  Janus  Capital, 
adviser  to  the  $22  billion  Ja- 
nus Funds,  and  DST  Systems, 
the  leading  record-keeper  for 
the  mutual-fund  industry. 


MORE  SHAKEUPS 
COMING  AT  PEPSI? 


Rumors  are  rampant  at 
PepsiCo.  On  July  19,  Pep- 
si announced  flat  earnings  for 
the  second  quarter— and  the 
resignation  of  John  Cranor 
III,  CEO  of  beleaguered  KFC. 
Cranor  is  succeeded  by  Da- 
vid Novak,  a  former  execu- 
tive vice-president  at  the  com- 
pany's flagship  Pepsi-Cola 
North  America  Div.  In  a  re- 
lated move,  Brenda  Barnes 
was  promoted  to  chief  operat- 
ing officer  at  Pepsi-Cola. 
Barnes's  promotion  heightens 
speculation  that  inore  changes 


are  coming.  Headhunters  S£ 
that  PepsiCo  CEO  Wayne  C£ 
loway,  who  is  recovering  fro 
prostate  cancer,  is  looking  fi 
an  executive  from  outside  tl 
company  to  succeed  him.  B; 
Andrall  E.  Pearson,  former 
president  of  Pepsi  and  now 
Pepsi  director,  says  there 
no  search  under  way.  "I  ca 
understand  how  that  kind  of 
rumor  could  get  going,  bi 
the  board  is  not  putting  pre 
sure  on  [Calloway]  to  find 
successor,"  says  Pearsoi 
"They've  had  one  bad  qua 
ter,  so  just  relax." 


ET  CETERA... 


►  Quantum  agreed  to  bu 
Digital  Equipment's  disk-driv 
operations  for  $400  million 

►  The  U.  S.  Customs  Servic 
is  investigating  consumer-ele 
tronics  maker  Recoton. 

►  The  price  of  1995  Saturn 
will  rise  1.5%,  less  than  othe 
cars  made  by  General  Motor: 

►  Takeover  omen?  Oracle  pui 
chased  a  7.7%  stake  in  smalle 
software  rival  Gupta. 
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THE  JOB-TRAINING  SQUABBLES:  IS 

THIS  ANY  WAY  TO  REINVENT  GOVERNMENT? 


H 


ow  tough  is  it  to  reinvent  government?  Just  ask  Labor 
Secretary  Robert  B.  Reich.  The  former  Harvard  lectur- 
er began  his  Washington  tenure  with  a  laudable  objec- 
,ive:  He  wanted  to  crunch  154  federal  job-training  programs 
lispersed  among  14  federal  agencies  into  a  more  focused  "re- 
'ducation"  system  that  could  provide  easy  access  for  dislocat- 
ed workers.  Reich  chose  to  start  modestly,  by  consolidating 
line  training  programs  within  his  own  department. 

But  organized  labor,  mayors,  and  many 
nembers  of  Congress,  ever  suspicious  of 
dlling  off  even  the  most  ineffectual  jobs 
)rogram,  have  balked  at  these  low-key  re- 
orms.  As  a  result,  Reich's  consolidation 
Irive  could  be  doomed.  "It's  always  an  up- 
lill  battle,"  he  concedes. 

Tliere's  little  doubt  that  the  government's 
525  billion  job-training  bureaucracy  needs 
in  overhaul.  Companies  complain  that  work- 
!rs  who  emerge  from  the  programs  often 
ack  the  skills  they  need  to  perform  their 
obs.  And  a  recent  General  Accounting  Of- 
ice  report  concludes  that  few  programs 
ire  well  managed.  "Administrators  did  not 
;now  if  participants  got  jobs,"  the  report 
ays.  "If  they  got  jobs,  administrators  did 
lot  know  whether  the  jobs  were  related 
0  the  training  provided." 
■HARP  ELBOWS.  Reich's  remedy  seemed  in- 
locuous.  Included  in  the  consolidation  was  a  plan  to  establish 
one-stop"  career  centers  where  the  unemployed  could  apply 
or  everything  from  food  stamps  to  training.  And  a  new  com- 
luterized  job  bank  would  have  given  workers  up-to-date  data 
m  local  labor-market  conditions.  "The  economy  has  changed," 
ays  Reich.  "The  system  has  not." 

By  retooling  a  handful  of  progi-ams  within  his  department, 
leich  avoided  turf  wars  with  other  agencies,  from  the  Agricul- 
ure  Dept.  to  the  Veterans  Affairs  Dept.,  that  have  their 


REICH:  FOES  IN  THE  WOODWORK 


own  training  programs.  Instead,  he  ran  into  turf  wars  on 
Capitol  Hill.  Unions  were  irate  that  Reich's  plan  would  under- 
mine the  generous  $270  million  program  for  workers  who 
lose  jobs  to  foreign  competition.  Unionized  government  work- 
ers were  equally  outraged  that  Reich  would  let  private  compa- 
nies run  some  one-stop  career  centers,  imperiling  bureau- 
crats' jobs.  "We  don't  want  the  federal  employment  service  cut 
out  of  the  picture,"  says  one  AFL-CIO  leader. 

Although  employers  backed  Reich's  goal, 
some  business  lobbies  balked  at  one  provi- 
sion: making  a  0.2%  payroll  tax  perma- 
nent—even though  it  has  lingered  on  a  tem- 
porary basis  for  17  years.  And  mayors 
worried  about  a  rule  that  each  employment 
center  serve  at  least  200,000  people.  That 
goal  would  force  the  merger  of  a  number  of 
local  programs  and  cut  the  power  of  many 
mayors  to  dispense  training  grants. 
OBJECT  LESSON?  To  complicate  life  for  Reich, 
Senate  Labor  &  Human  Resources  Com- 
mittee Chairman  Edward  M.  Kennedy  ID- 
Mass.)  and  the  panel's  ranking  minority 
member,  Nancy  L.  Kassebaum  (R-Kan.), 
thiiik  the  Labor  Secretary's  proposal  doesn't 
go  far  enough.  They're  crafting  a  measure 
that  could  consolidate  110  programs.  But 
other  committee  chairmen  who  don't  want 
the  programs  they  oversee  changed  will 


likely  block  this  more  ambitious  effort  as  well. 

For  the  Clintonites,  the  trouble  the  Administration  is  hav- 
ing in  fixing  the  retraining  mess  is  an  object  lesson  in  the  dif- 
ficulties it  will  have  transforming  well-intentioned  reinventing- 
government  rhetoric  into  reality.  Reich  thought  his  "think 
small"  approach  provided  the  answer  to  entrenched  interests 
who  would  resist  wholesale  change.  But  he's  learning  that  in 
Gridlock  City,  even  modest  change  is  to  be  feared. 

By  Christina  Del  Voile 


CAPITAL  WRAPUP  I 


POLITICS 


After  decades  of  party-switching  by 
Southerners  abandoning  the 
Democrats,  a  countertrend  is  emerg- 
ing: Centrist  Republicans  alienated  by 
ultraconservative  Christians  in  the  GOP 
are  becoming  Democrats.  This  year, 
three  former  Florida  Republicans— eco- 
nomic conservatives  but  social  moder- 
ates—are running  for  Congress  as 
Democrats.  Susan  Munsey,  executive 
director  of  the  Cocoa  Beach  Area 
Chamber  of  Commerce,  could  win  an 
open  seat  in  the  Cape  Canaveral  area. 
Hermine  L.  Weiner,  president  of  the 
Palm  Beach  Town  Council,  is  an  under- 
dog against  incumbent  Republican  Rep- 


resentative E.  Clay  Shaw.  The  third 
Republican-turned-Democrat,  former 
Palm  Beach  County  Commissioner  Ron 
Howard,  is  in  a  wide-open  I'ace  for  the 
Democratic  nomination. 

HEALTH  CARE  

CEOs  are  taking  a  personal  interest 
in  the  health-care  debate.  In  a  let- 
ter to  President  Clinton  and  congres- 
sional leaders,  21  corporate  chieftains 
who  have  backed  employer  mandates, 
including  IBM's  Louis  Gerstner  and  GE's 
Jack  Welch,  complain  that  the  four 
bills  pending  in  Congress  would  under- 
cut their  efforts  to  curb  health  costs. 
The  measures,  they  say,  could  be  "far 
worse  for  us  than  no  reform." 


TRADE 


The  White  House  is  having  a  hard 
time  wrapping  up  its  efforts  to  de- 
sign a  voluntary  code  of  conduct  for 
companies  doing  business  in  China. 
Among  other  things,  the  code  would 
help  companies  avoid  purchasing  prod- 
ucts made  by  prison  labor.  It  was  sup- 
posed to  be  in  place  by  midsummer 
to  help  blunt  congi-essional  moves  to 
hike  tariffs  on  goods  made  by  China's 
military  and  some  state  industries.  But 
companies  fear  lawmakers  will  make 
any  completed  code  mandatory  as  part 
of  a  sanctions  bill.  So  business  is  drag- 
ging its  heels  in  talks  with  the  White 
House. 


SHINGTON  OUTLOOK 


~~'  I  a 
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Here's  a  hot  little  number  guaranteed 
to  set  your  imagination  on  fire. 
Presenting  the  Versa  '  S  notebook 
computer  from  NEC. 

V  E  R  S  A=  vERS  ATI  [ItY 

Perhaps  the  most  powerful  notebook 
pounJ-for-pound  (actually,  starting 
at  about  4  lbs:'}  on  earth,  thanks  to 
the  availability  of  an  i486'"  DX2/30 
processor  with  on-board  local  bus 
r/deo.  up  to  12  MB  RAM  and  260 
MB  hard  disk  storage.  The  Versa  S 
/s,  in  dimension,  no  larger  than  a 
piece  of  notebook  paper  But  that 
didn't  stop  us  from  packing  it  with 
an  unusually  long  list  of  standard 
leatures.  Choose  frcmi  a  brilliant  9.  5" 
color  TFT,  enhanced  colcjr  DSTN  or 
moncjchrome  LCD  display.  It  features 
a  large  keyboard  with  an  accurate 
SurePotnf" 
pointing  device, 
I'LMLIA  Type  111  capabilities,  serial, 
parallel,  SVGA  and  keyboard/ mouse 
ports.  Yet,  It  foLls  to  a  svelte  1.4* 
inches.  Now  through 
August  31,  get  a 
tree  second  battery 
when  you  buy  a  Versa  S.  Call  l-SOO- 
SEC-VERSA  or  see  your  dealer  for 
details.  The  Versa  S  notebcjok.  It's  got 
the  kind  of  powerful  kick  that  ivoiild 
impress  even  Mother  Nature. 
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CHINA  I 


DAMPING 
LABOR'S  FIRES 

CAN  BEIJING  CALM  WORKERS  AND  SUSTAIN  GROWTH? 


In  the  boom  towns  of  southern  China, 
worker  safety  often  takes  a  back- 
seat to  fast  profits.  During  the  past 
few  months  alone,  a  series  of  deadly  ac- 
cidents claimed  hundreds  of  lives.  In 
mid-July  the  government  responded; 
with  more  than  60  teams  of  inspectors 
descending  on  Shenzhen  and  halting! 
work  at  over  1,000  dangerous  construe-! 
tion  projects.  Critics  say  much  more 
needs  to  be  done.  "We've  seen  one  disas-) 
ter  after  another,"  says  Winne  Tarn  Pik- 
yan,  executive  secretary  of  the  Hong 
Kong  Confederation  of  Trade  Unions.  "If 
they  don't  take  action,  there  will  be 
many  more." 

Throughout  China,  Beijing  is  facing 
a  labor  backlash  against  its  fast-growth 
])olicies.  In  the  south,  accidents,  plant 
tires,  and  dismal  living  conditions  have, 
created  a  tinderbox  atmosphere  at  thou- 
sands of  new  factories  put  up  by  for-i. 
eign  investors  in  recent  years.  In  the 
northern  Rust  Belt,  shrinking  paychecks 
and  threats  of  unemployment  have 
sparked  protests  at  the  huge  state- 
owned  companies  that  are  the  heart  of 
Chinese  industry. 

With  the  labor  temperature  rising, 
Beijing  is  now  being  forced  to  act.  In 
the  state  sector, 
the  government  is 
backing  off  from 
ambitious  plans  to 
cut  subsidies  be- 
cause that  would 
have  caused  more 
job  losses.  More- 
over, in  recent  weeks,  Beijing  has  is- 
sued a  series  of  decrees  aimed  at  curb- 
ing abuses  by  foreign  joint  ventures, 
which  will  be  forced  to  organize  work- 
ers in  unions  and  to  abide  by  new  laws 
regulating  child  labor.  Yet  local  officials 
are  hesitant  to  crack  down  too  hard  on 
labor  abuses  for  fear  that  it  may  scare 
off  foreign  investors  and  cause  even 
more  lal)or  problems. 
STRIP  SEARCHES.  The  need  for  action  is 
clear.  In  foreign-funded  factories,  which 
employ  about  6  million  Chinese  in  the 
coastal  provinces,  accidents  abound.  In 
some  factories,  workers  are  chastised, 
beaten,  strip-searched,  and  even  forbid- 
den to  use  the  bathroom  during  work 
hours.  At  a  foreign-owned  company  in 
the  Fujian  province  city  of  Xiamen,  40 
workers— or  one-tenth  of  the  workforce- 
have  had  their  fingers  crushed  by  obso- 
lete machines.  According  to  official  re- 
ports, there  were  45,000  industrial 
accidents  in  Guangdong  last  year,  claim-  |g[ 
ing  more  than  8,700  lives. 

Overseas  accounts  of  factory  fires 
have  embarrassed  Beijing  and  forced  it 
to  launch  a  damage-control  operation.  Ij 


TEENAGERS  IN  A  TOY 
FACTORY  DORM  IN 
GUANGDONG:  THE 
GOVERNMENT  AIMS 
TO  STEM  ABUSES 
AGAINST  CHILDREN 
AND  REDUCE  THE 
THOUSANDS  OF 
FATAL  ACCIDENTS 
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Last  month,  after  76  workers  died  in 
a  Guangdong  factory  accident,  offi- 
cial newspapers  and  TV  provided  ex- 
tensive coverage  when  President  Ji- 
ang Zemin  visited  the  survivors.  The 
official  press  is  now  highlighting  abus- 
es at  foreign  enterprises  in  an  effort 
to  show  workers  how  much  better 
things  are  at  Chinese-run  factories. 
The  government  is  also  singling  out 
Hong  Kong,  Taiwan,  and  other  Asian 
investors  as  the  main  culprits.  "Their 
emphasis  on  profits  and  their  cavalier 
disregard  for  safety  open  the  door  to 
more  accidents,"  warns  Wang  Yu- 
xian,  director  of  the  International  Li- 
aison Dept.  of  the  government-run 
All-China  Federation  of  Labor  Unions 
[ACFLU). 

Western  diplomats  in  Hong  Kong 
insist  that  not  all  of  the  transgres- 
sors are  from  outside  China.  Some  of 
the  worst  factory  owners  are  main- 
land Chinese  who  have  set  up  shell 
companies  in  Hong  Kong  that  reinvest 
!n  China  at  a  reduced  tax  rate.  Both 
)verseas  and  mainland  Chinese  have 
sroved  adept  at  getting  around  regu- 
ations  that  are  supposed  to  ensure 
A^orker  rights.  Many  investors  bribe 
ocal  party  cadres,  while  other  offi- 
aals,  eager  to  attract  business  to  their 
jrovince,  are  willing  to  accept  foreign 
nvestment  at  any  price. 
STRIKES  AND  SLO¥fDOWNS.  Since  de 
centralization  of  authority  has  made  it 
easier  for  local  officials  to  cut  deals 
vith  foreign  investors,  Beijing  wants 
,0  reassert  control  by  ordering  for- 
jign-funded  joint  ventures  to  set  up 
tranches  of  its  ACFLU.  Only  12%  of 
-hese  enterprises  now  have  union 
)ranches.  The  ACFLU,  nicknamed  a  "yel- 
ow  union"  by  critics,  is  notorious  for 
ts  pliant  cooperation  with  its  masters  in 
he  central  government.  Having  it  in 
he  factories  will  therefore  help  Beijing 
jain  influence  over  management  and  lo- 
al  government  officials.  It  won't,  howev- 
!r,  do  much  for  most  workers,  say  labor 
ictivists.  "Yellow  unions  are  totally  use- 
ess,"  says  Hong  Kong  Confederation  of 
[rade  Unions  Director  Tarn.  "Whenever 
nanagement  negotiates  with  the  union, 
he  union  agrees  with  management." 

As  it  tries  to  reassert  a  measure  of 
:ontrol  over  the  entrepreneurial  south, 
he  central  government  also  must  fix 
he  deep-rooted  labor  problems  in  the  in- 
lustrial  north.  State  enterprises,  which 
lominate  the  northern  economy,  employ 
learly  half  of  China's  urban  population, 
.nd  half  of  those  companies  are  losing 
aoney.  Official  statistics  put  urban  un- 
imployment  at  5  million  this  year,  a 
15%  increase  over  last  year.  But  by  oth- 
:r  accounts,  that  figure  is  too  low.  Ac- 
ording  to  Han  Dongfang,  the  Chinese 
ibor-union  activist  exiled  to  Hong  Kong, 
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as  many  as  50  million  workers— or  half 
the  total  workforce  at  state  factories- 
are  on  the  verge  of  unemployment. 

For  now,  Beijing  is  unwilling  to  al- 
low many  enterprises  to  go  bankrupt 
for  fear  of  social  unrest.  The  govern- 
ment got  a  taste  of  worker  anger  re- 
cently in  the  northeastern  province  of 
Heilongjiang,  where  some  2  million 
workers  lost  their  jobs  in  1993.  Accord- 
ing to  Hong  Kong  and  diplomatic  sourc- 
es, in  March  some  100,000  workers  took 
to  the  streets  in  the  province's  two  ma- 
jor cities,  Harbin  and  Qiqihaer,  to 
protest  pay  cuts.  In  mid-April,  China's 
economic  czar,  Vice-Premier  Zhu  Rongji, 
visited  the  province  and  sacked  its  gov- 
ernor, these  sources  say.  That  won't  de- 
ter workers,  who  have  engaged  in  un- 
publicized  strikes  or  slowdowns  across 
China  to  demand  such  things  as  decent 
wages  and  better  working  conditions. 

Given  the  backlash  by  urban  work- 
ers, reform  of  the  state  sector  has  not 
proceeded  as  swiftly  as  the  leadership 
had  hoped.  This  year  the  government 
was  supposed  to  launch  an  experiment 
that  would  completely  revamp  the  man- 


THE  SHELL  OF  A 
SHENZHEN  PLANT 
DESTROYED  BY  FIRE: 
OVERSEAS  REPORTS 
OF  FACTORY  BLAZES 
HAVE  EMBARRASSED 
BEIJING,  WHICH  IS 
QUICK  TO  BLAME 
FOREIGN  OWNERS 


agement  struc- 
ture of  100  state 
enterprises.  Offi- 
cials say  enter- 
prise reform  will 
take  place  later 
this  year,  but  as 
of  now,  nothing's 
happened,  says  Fan  Gang,  an  econom- 
ics professor  at  the  Chinese  Academy 
of  Social  Sciences  in  Beijing.  Moves  to 
privatize  unprofitable  state  enterpris- 
es or  convert  them  into  shareholding 
companies  have  also  stalled  because  of 
government  fears  that  too  many  state 
assets  will  flow  into  foreign  hands. 
"WARNING  LINE."  Beijing  hopes  to 
create  a  social  welfare  system  to  ease 
some  of  the  pressure.  On  July  1,  un- 
employment insurance  became  man- 
datory in  Beijing,  where  labor  and 
management  contribute  to  a  fund 
used  to  pay  off  unemployed  workers. 
In  some  cities,  the  government  is  set- 
ting up  an  "unemployment  warning 
line,"  or  an  acceptable  rate  of  unem- 
ployment. If  a  locality  exceeds  that 
amount,  it  can  tap  into  newly  formed 
central  and  provincial  unemployment 
insurance  funds.  Beijing  has  also  an- 
nounced a  new  labor  law  that  was 
16  years  in  the  works.  Effective  next 
January,  the  law  sets  a  minimum  age 
of  16  for  workers,  a  minimum  wage, 
and  an  average  workweek  to  be  lim- 
ited to  no  more  than  44  hours  and  six 
days  a  week. 

In  this  jittery  climate,  the  govern- 
ment is  moving  to  prevent  the  rise  of 
a  Solidarity-type  labor  movement  by 
suppressing  labor  activists.  Leaders 
of  the  League  for  the  Protection  of  the 
Working  People,  an  unofficial  group  of 
labor  activists  claiming  120  signatories 
around  the  country,  have  been  arrested. 

The  challenge  for  China's  Communist 
leaders  is  to  prevent  organized  unrest 
from  spreading  while  cooling  off  the 
economy  to  manageable  levels.  So  far, 
Zhu  seems  to  be  orchestrating  a  soft 
landing,  with  economic  growth  slowing 
to  11.6%  in  the  first  half  of  this  year, 
down  from  13.7%  for  the  same  period  in 
1993.  Inflation,  too,  is  dipping  from  25.9% 
to  22.7%  in  the  major  cities.  And  many 
workers  at  state  enterprises  are  find- 
ing new  jobs  in  the  private  sector. 

But,  as  the  fatal  accidents  in  the 
south  prove,  the  private  sector  alone 
won't  solve  the  labor  problems.  Tens  of 
millions  of  rural  workers  are  still  stream- 
ing to  the  cities,  and  millions  more  ur- 
ban workers  are  facing  pay  cuts  and 
layoffs.  For  the  leadership  in  Beijing, 
the  pressure  of  finding  enough  jobs  for 
the  world's  largest  workforce  could  leave 
safety  concerns  in  danger. 

By  Joyce  Bamathan,  with  Malt  For- 
ney, in  Beijing 
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PROTEST  IN  TAIPEI:  ANTINUCLEAR 
ACTIVISTS  SAY  THREE  PLANTS  ARE  ENOUGH 


WOOING  WASHINGTON 
WITH  NUCLEAR  POWER 


Taiwan  may  choose  an  American  contractor  in  return  for  diplomatic  favors 


After  Typhoon  Tim  slammed  into 
Taiwan  in  early  July,  power 
blackouts  pitched  homes  into 
darkness  for  days.  For  Taiwan's  21  mil- 
lion residents,  power  outages  had  al- 
ready become  far  too  common.  State- 
run  Taiwan  Power  Co.  has  frequently 
imposed  brownouts  this  summer,  citing  a 
shortage  of  juice. 

But  the  outages  have  a  bright  side. 
They're  helping  the  government  reach 
two  of  its  top  goals:  build  a  foiulh  nucle- 
ar plant  to  solve  the  power  problem, 
and  improve  relations  with  the  U.  S.  On 
July  13,  Taiwan's  legislature  approved 
plans  for  a  $6.4  billion  nuclear  power 
plant.  Moreover,  as  President  Clinton 
reviews  his  Taiwan  policy,  Taipei  has 
hinted  that  it  will  award  the  plant  con- 
tract to  a  U.  S.  company  in  return  for 
diplomatic  concessions. 
WINDFALL.  That  has  pulses  racing  at 
Westinghouse  Electric  Corp.  and  Swed- 
ish conglomerate  ABB  Asea  Brown  Bo- 
veri  (Holding)  Ltd.'s  U.  S.  nuclear-sys- 
tems unit.  The  two  American  compa- 
nies are  bidding  for  prime  contracts 
worth  $2  billion.  For  Westinghouse, 
which  is  teamed  with  Britain's  Nuclear 
Electric  PLC,  the  contract  is  expected 
to  generate  revenues  of  more  than  $1 
billion— roughly  equal  to  the  nuclear  di- 
■sion's  annual  sales. 

The  potential  jobs  bonanza  hasn't 
■itien  lost  on  Clintonites.  They  are  con- 
sidering easing  restrictions  imposed  on 


Taiwan  since  1979,  when  the  U.  S.  cut 
ties  and  recognized  Beijing.  The  propo- 
sals, which  await  Clinton's  approval,  al- 
low Cabinet  officials  to  visit  Taiwan,  Tai- 
wanese officials  to  meet  officially  with 
State  Dept.  and  White  House  counter- 
parts, and  Taiwan  to  change  the  name  of 
its  U.  S.  office.  Coordination  Council  for 
North  American  Affairs,  to  something 
more  identifiable.  The  U.  S.  may  also 
back  Taiwan's  push  for  entry  into  inter- 
national economic  organizations. 

Such  modest  steps  have  sparked  pre- 
dictable protests  from  China.  But  many 
China  experts,  who  doubt  that  Beijing 
would  lash  out  at  the  U.  S.,  say  the 
measures  are  long  overdue.  In  stark 
contrast  with  China,  Taiwan  has  made 
steady  progress  toward  democracy. 

Moreover,  Taiwan  has  become  too 
important  an  economic  player  to  treat 
as  an  outcast.  Now  the  U.  S.'s  sixth- 
largest  trading  partner,  Taiwan  is 
spending  lavishly  on  telecommunica- 
tions, transportation,  and  other  infra- 
structure projects  that  could  be  a  bo- 
nanza for  U.  S.  companies. 

But  the  U.  S.  is  behind  the  curve  in 


As  European  officials  troop 

through  Taipei,  U.S. 
companies  fear  being  left  out 


courting  the  Taiwanese,  i 
stream  of  top  European  Of- 
ficials has  trooped  through; 
Taipei  over  the  past  twj 
years.  The  lame-duck  Bus' 
Administration  sent  U.  S; 
Trade  Representative  Carll. 
A.  Hills  in  December,  199'| 
but  so  far,  Clinton  has  seri^ 
no  top  officials.  U.  S.  conj' 
panies  are  lobbying  har 
for  a  Cabinet-level  visit.  "1* 
takes  more  than  good  proa 
ucts  to  get  the  contract.; 
says  Lynn  Murray  Sien,  e>j 
ecutive   director   of  th 
American  Chamber  of  Con 
merce  in  Taipei.  "It  a 
comes  down  to  who's  wil 
ing  to  give  Taiwan  th 
greatest  diplomatic  face." 
HOT  HOUSE.  Capitol  Hill  i 
turning  up  the  heat,  toe 
Lawmakers  were  galvE 
nized  by  the  handling  of  Taiwanese  Pres 
ident  Lee  Teng-hui's  request  in  May  t 
stop  in  Hawaii  en  route  to  Centrj 
America.  The  U.  S.  permitted  him  to  n 
fuel  but  didn't  allow  Lee  off  the  plane 
In  a  letter  to  Clinton,  54  senators  callec 
for  a  new  policy.  "When  are  we  going  t 
treat  Taiwan  in  a  reasonable  manner? 
fumes  Senator  Frank  Murkowski  (Rj 
Alaska),  sponsor  of  an  amendment  enJ 
dorsing  more   U.  S.   arms   sales  t( 
Taiwan. 

If  Clinton  approves  the  policy  shift 
White  House  officials  say,  Commerc( 
Secretary  Ronald  H.  Brown  may  be  th( 
first  to  visit,  during  a  planned  Asiai 
trip  in  August. 

However,  even  with  high-level  back 
ing,  the  nuclear  contract  isn't  a  sure 
thing  for  Westinghouse  or  abb.  The  proj 
ect,  which  has  been  harshly  criticizec 
by  Taiwan's  main  opposition  parties 
was  mothballed  for  10  years  before  th( 
government  revived  it.  Activists  saj 
tiny  Taiwan,  which  has  three  nucleai 
facilities  already,  can't  safely  handle 
new  one— and  they  vow  to  block  th( 
project.  They're  also  lacing  their  pro 
tests  with  anti-U.  S.  gibes.  "The  woi-st  o 
American  culture  is  being  dumped  or 
Taiwan,"  lamented  one  protester  at  £ 
recent  demonstration  in  front  of  Tai 
wan's  legislature. 

Analysts  say  the  political  wrangling 
will  leave  contractors  little  room  foi 
profit.  That  led  General  Electric  Co.  tc 
drop  out  of  the  bidding  last  year,  says  z 
GE  official  in  Taipei.  For  now,  though 
Taiwan's  government  is  undaunted.  It's 
betting  that  it  has  found  a  solution  tc 
electrical  brownouts  at  home  and  diplo 
matic  blackout  abroad. 

By  A  ni  l/  Borrus  in  Washington  anc 
Margaret  Dawscm  in  Taipei,  with  bureai 
reports 
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ITALY:  BERLUSCONI  MAY  HAVE  RUINED 
HIS  BEST  CHANCE  FOR  CHANGE 


When  Silvio  Berlusconi  patched  together  an  unwieldy 
center-right  alliance  to  battle  Italy's  left  wing  in  na- 
tional elections  last  March,  he  was  cheered  on  by 
much  of  the  country's  business  community.  After  all,  they  rea- 
soned, if  he  could  put  together  a  $7.5  billion  media  empire  in 
just  15  years,  then  he  should  be  just  the  man  to  streamline 
Europe's  most  statist  and  bureaucratic  economy.  The  popula- 
tion, battered  by  two  years  of  recession  and  political  crisis, 
also  bought  into  his  pro-growth  promises. 

But  two  months  after  the  former  media  tycoon  took  office 
as  Prime  Minister,  Italians"  hopes  for  a  fi'uitful  period  of  polit- 
ical stability  are  fading  fast.  Berlusconi  has  proven  inept 
from  the  beginning,  and  now  his  fragile  coalition  of  neo-Fas- 
cists.  Northern  League  regionalists,  and  his  Forza  Italia  party 
is  badly  fraying.  Many  analysts  think  he  has  squandered  his 
chances  for  the  arastic  bud- 
get-cutting, privatization, 
and  deregulation  that  were 
to  be  the  heart  of  his  pro- 
gram for  revitalizing  the 
country.  "The  government 
has  been  a  total  disappoint- 
ment," says  Gianluca  Sab- 
badini,  a  fund  manager  at 
Switzerland's  Banca  Arner, 
vvho  is  telling  clients  to 
dump  Italian  securities. 

As  some  predicted,  Ber- 
lUSconi  is  finding  that  the 
extensive  business  interests 
:hat  helped  him  score  his 
surprise  election  win  in 
March  hobble  his  ability  to 
govern.  He  first  got  into 
.rouble  just  after  taking  of- 
fice in  May,  when  criticism 
ind  interference  from  his 
government  provoked  the 
'esignation  of  the  entire 
3oard  of  directors  of  Italy's 
jtate-owned  broadcaster 
lAl.  This  episode  drew  charges  that  Berlusconi  was  trying  to 
wreck  RAi  to  benefit  his  Milan-based  Fininvest  media  jug- 
gernaut, which  dominates  Italian  commercial  broadcasting. 
Berlusconi  is  also  drawing  flak  for  trying  to  influence  key  ap- 
wintments  at  the  fiercely  independent  Bank  of  Italy. 
lAlLBREAK.  But  it  was  in  mid-July  that  Berlusconi  took  his 
)iggest  pratfall.  With  millions  of  Italians  distracted  by  the 
A^orld  Cup,  Berlusconi's  Cabinet  hastily  pushed  through  de- 
Tees  to  abolish  preventive  detention  for  the  thousands  of 
)oliticians  and  executives  charged  with  corruption.  As  a  result, 
1,859  prisoners  walked,  although  only  about  10%  of  them 
vere  in  jail  on  corruption  charges. 

The  seemingly  blatant  attempt  to  curb  Italy's  hugely  popu- 
ar  anticoiTuption  campaign  produced  a  national  outcry.  There 
vere  charges  that  he  was  trying  to  protect  cronies,  including 
several  Fininvest  executives  who  are  under  investigation. 
The  much  admired  investigating  magistrates  threatened  to  re- 


sign en  masse,  and  the  Northern  League  threatened  to  desert 
the  coalition.  With  his  government  in  danger  of  falling,  an  an- 
gry and  humiliated  Berlusconi  was  forced  to  back  away  from 
the  measures  on  July  19. 

This  debacle  badly  damaged  Berlusconi,  who  now  may  be 
vulnerable  to  further  attacks  on  his  business  ties.  All  this 
spells  trouble  for  his  economic  program.  The  architect  of 
those  measui'es.  Treasury  Minister  Lamberto  Dini,  conceded  as 
much  in  an  interview  with  BUSINESS  WEEK.  Dini  wants  $20  bil- 
lion in  spending  cuts  for  next  year  alone,  largely  through 
hacking  away  at  lavish  health-care  and  pension  programs. 
"But  it  won't  be  easy"  for  the  government  to  win  approval,  he 
says.  The  cuts  are  necessary  to  curb  the  runaway  deficits  that 
have  plagued  the  country's  finances. 

Dini,  a  conservative  former  director  general  of  the  Bank  of 

Italy,  remains  hopeful  of 
achieving  significant  reform. 
"Berlusconi  by  now  appre- 
ciates the  fact  that  while 
some  of  these  measures 
may  be  impopular,"  he  says, 
"the  cost  of  doing  nothing 
for  six  months  or  a  year 
will  be  even  gi-eater."  But 
the  fact  is  that  the  unset- 
tled political  climate  in 
Rome,  as  well  as  a  recent 
wave  of  strikes  that  hit 
everything  from  Alitalia 
to  Sardinian  coal  mines, 
means  the  new  plan  is  like- 
ly to  be  vastly  watered 
down  when  Parliament 
votes  on  it  by  mid- Septem- 
ber. Investors  already  are 
queasy.  The  Italian  lira  is 
at  record  lows  against  the 
German  mark,  and  Italian 
bonds  are  way  down. 

Disagreements  among 
Berlusconi's  coalition  part- 
ners also  seem  likely  to  ciu"b  another  big  component  of  his 
economic  plan:  privatization.  Dini  wants  to  sell  off  such  state 
companies  as  $19  billion  telecommunications  giant  STET  and 
electric  utility  ENEL.  But  far-right  elements  of  the  government 
want  strict  limits  put  on  foreign  investments  in  strategic  areas, 
such  as  telecommunications.  That  could  slow  down  the  sell-offs. 

But  Berlusconi  is  not  dead  yet.  A  mn  of  good  luck  might  al- 
low him  to  recover  strength.  He's  getting  help  from  an  econ- 
omy that  is  looking  surprisingly  buoyant  after  its  worst  post- 
war recession.  Industrial  production  will  likely  be  up  7.5% 
this  year.  Money  in  people's  pockets  could  make  cuts  easier  to 
swallow.  Despite  the  squabbling,  coalition  partners  will  be 
reluctant  to  break  up  the  show  and  bring  on  new  elections,  as 
such  a  move  could  backfire.  Still,  many  Italians  are  starting  to 
get  the  sinking  feeling  that  the  new  Italy  ushered  in  with  such 
fanfare  just  two  months  ago  is  looking  a  lot  like  the  old  one. 

By  John  Rossant  in  Rome 
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How  to  survive  at  the  cutting 

Often,  when  the  competition  is  keen,  it's  amazing  how  evenly  matched  the  sides 
are.  Yet,  when  the  dust  clears,  the  company  that  survives  is  often  the  one  who's  used 
its  information  base  best. 

The  weapoii  of  choice  for  many  of  the  world's  most  successful  companies 
is  Metaphor,  a  long-term  business  partner  in  such  highly  competitive  industries 
as  healthcare,  pharmaceuticals,  financial  services,  consumer  goods  and  retail.  i 

Metaphor  offers  strategic  solutions  that  unite  all  the  key  members  s 
of  your  team,  ?rm  them  with  powerful  tools  to  access  that  huge  mass  s 
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of  corporate  data  and  turn  it  into  something  of  priceless  strategic  value. 

Accurate,  cohesive  and  timely  information  can  make  the  difference  between 
trailing  your  competition  and  leaving  them  in  your  dust,  between  seeing  red  or 
adding  tens  of  millions  to  the  bottom  line,  between  victory  or  defeat. 

Metaphor  has  been  helping  companies  walk  the  edge  and  win  for  over 
a  decade.  Just  call  1-800-346-3824,  Ext.  216  and  we'll 
send  you  a  free  overview  of  our  approach  to  decision 

support  solutions.  METAPHOR 


MANAGING 
BY  VALUES 

IS  LEVI  STRAUSS'  APPROACH  VISIONARY— OR  FLAKY? 


Talk,  talk,  talk.  As  a  black  mid- 
level  executive  at  Levi  Strauss 
&  Co.  in  the  early  1980s,  that's 
all  Louis  Kirtman  got  from  the 
white  men  above  him  in  top 
management.  Levi's  had  long  enjoyed  a 
reputation  as  a  socially  responsible  em- 
ployer. But  that  didn't  mean  much  to 
Kirtman  as  he  watched  black  executives 
he  thought  were  highly  qualified  pas.sed 
over  for  plum  jobs,  while  his  own  career 
seemed  stalled  on  a  lonely  plateau.  Top 
management  always  mouthed  diversity, 
Kirtman  says,  "but  in  the  end,  they 
chose  people  they  were  comfortable 
with"  for  key  positions. 

Fast  forward  to  1994,  and  Kirtman  is 
a  much  happier  man.  As  president  of 
Levi's  Britannia  Sportswear  division,  the 
48-year-old  executive  is  a  step  away 
from  joining  the  company's  senior  man- 
agement ranks.  Life  changed  for  him  in 
1985,  when  senior  executives  began  feel- 
ing heavy  pressure  from  above  to  make 
"workplace  diversity"  a  reality  rather 
than  a  topic  of  conversation.  The  chief  of 
Levi's  then-ailing  Euro))ean  division 
tapped  Kirtman  to  help  rescue  the  unit. 
The  young  executive  made  the  most  of 
his  opportunity  and  landed  on  the  fast 
track.  "We  started  to  improve  at  Levi's," 
he  says,  "when  we  stopped  talkim;  about 
values  like  diversity  and  start*  behav- 
ing that  way." 

Levi  Strauss  is  embarked  on  ■■rand 
.social  experiment.  It  is  struggling  ';t- 
ily,  though  not  always  successful  o 
live  up  to  a  singular,  lofty  vision  of  'W 
to  run  a  modern  corporation— a  vis.on 
set  forth  by  none  other  than  Chairman 
and  Chief  Executive  Robert  D.  Haas, 
the  gi'eat-great-grandnephew  of  founder 
Levi  Strauss  (page  51).  The  vision  com- 
bines traditional  liberal  idealism  with  a 
set  of  management  precepts  .straight 
out  of  the  '90s  Zeitgeist  of  inclusion 
and  "empowerment."  Haas  calls  it  "re- 
sponsible commercial  success."  More  con- 


servative executives  might  call  it  flaky. 

Haas  believes  the  corporation  should 
be  an  ethical  creature— an  organism  ca- 
pable of  both  reaping  profits  and  making 
the  world  a  better  place  to  live.  Creat- 
ing tangible  opportunities  for  minority 
employees  such  as  Kirtman  is  only  one 
part  of  the  eciuation.  Haas  is  out  to 
make  each  of  his  workers,  from  the  fac- 
tory floor  on  up,  feel  as  if  they  are  an 
integral  part  of  the  making  and  selling 
of  blue  jeans.  He  wants  to  ensure  that 
all  views  on  all  issues— no  matter  how 
controversial— are  heard  and  respected. 
The  chairman  won't  tolerate  harassment 
of  any  kind.  He  won't  do  business  with 
suppliers  who  violate  Levi's  strict  stan- 
dards regarding  work  environment  and 
ethics.  A  set  of  corporate  "aspirations," 
written  by  top  management,  is  to  guide 
all  major  decisions. 

If  many  of  these  goals  sound  familiar, 
it's  because  countless  other  companies 
have  tried  to  em- 


THE  CEO 
AS  GURU 

LEVI'S  HAAS 
ESPOUSES 
"RESPONSIBLE 
COMMERCIAL 
SUCCESS" 


brace  them  to  one 
degree  or  another. 
Xerox,  Johnson  & 
Johnson,  and  MCI 
are  all  noted  for 
their  efforts  to  pro- 
mote diversity  of 
background  and 
thought  among 
their  workers.  Nike, 
Microsoft,  and  Fed- 
eral Express  are  well  knowTi  for  pushing 
authoi'ity  down  through  the  ranks  and 
allowing  employees  plenty  of  input  when 
il  i-omes  to  running  the  business. 

Some  companies  approach  diversity 
aiid  ern powerment  as  competitive  tools. 
"We  don  l  encourage  homogeneity  here," 
says  'J'imothy  F.  Price,  president  of  busi- 
ness markets  at  MCI  Communications 
Corp.  "The  price  you  pay  for  conformity 
is  lack  of  creativity."  Others  are  learning 
to  give  ethnic  minorities,  homosexuals, 
and  women  protection  and  respect  out  of 


a  late  20th  century  defensiveness:  In  ai 
ever  more  litigious  society,  they  feai  j 
being  sued. 

No  company,  however,  has  embracec 
a  values-based  strategy  the  way  Levi'; 
has.  Sitting  in  his  San  Francisco  offic( 
wearing  a  pair  of  pointy-toe  boots,  i 
plaid  shirt,  and  stone-washed  501s,  Haa; 
explains  why:  "We  are  not  doing  this 
because  it  makes  us  feel  good— althougf 
it  does.  We  are  not  doing  this  because  il 
is  politically  correct.  We  are  doing  thi; 
because  we  believe  in  the  interconnec 
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WHAT  LEVI'S 
ASPIRES  TO 


NEW  BEHAVIORS 

Management  must  exemplify  "direct- 
ness, openness  to  influence,  commit- 
ment to  the  success  of  others,  and 
willingness  to  acknowledge  our  own 
contributions  to  problems." 

DIVERSITY 

Levi's  "values  a  diverse  workforce 
(age,  sex,  ethnic  group,  etc.)  at  all  lev- 
els of  the  organization....  Differing 
points  of  view  will  be  sought;  diversity 
will  be  valued  and  honestly  rewarded, 
not  suppressed." 

RECOGNITION 

Levi's  will  "provide  greater  recogni- 
tion—both financial  and  psychic— for  in- 
dividuals and  teams  that  contribute  to 
our  success. ..those  who  create  and  inno- 
vate and  those  who  continually  support 
day-to-day  business  requirements." 

ETHICAL  MANAGEMENT 
PRACTICES 

Management  should  epitomize  "the 
stated  standards  of  ethical  behavior. 
We  must  provide  clarity  about  our  ex- 
pectations and  must  enforce  these  stan- 
dards throughout  the  corporation." 

COMMUNICATIONS 

Management  must  be  "clear  about 
company,  unit,  and  individual  goals 
and  performance.  People  must  know 
what  is  expected  of  them  and  receive 
timely,  honest  feedback...." 

EMPOWERMENT 

Management  must  "increase  the  au- 
thority and  responsibility  of  those  clos- 
est to  our  products  and  customers.  By 
actively  pushing  the  responsibility,  trust, 
and  recognition  into  the  organization, 
we  can  harness  and  release  the  capa- 
bilities of  all  our  people." 

DATA:  LEVI  STRAUSS  SCO. 


.ion  between  liberating  the  talents  of 
)ur  people  and  business  success." 

Haas  points  to  a  study  issued  on  May 
)0  by  Gordon  Group  Inc.  for  the  Califor- 
iia  Public  Employees'  Retirement  Sys- 
em  (CalPERS).  Its  conclusion:  Compa- 
lies  that  involve  employees  more  often 
n  decision-making  boast  stronger  mar- 
;et  valuations  than  those  that  don't.  The 
eport  suggested  that  CalPERS  might 
ee  stock  gains  by  pressuring  compa- 
lies  to  improve  workplace  conditions. 
Jays  Richard  H.  Koppes,  the  pension 


fimd's  general  counsel:  "This  is  one  of 
the  screens  we'll  use  in  looking  for  what 
companies  we  target." 

Levi's,  of  course,  won't  be  on  Koppes' 
list.  Ever  since  the  $1.6  billion  lever- 
aged buyout  Haas  led  in  1985,  the 
world's  largest  apparel  maker  has  been 
a  private  company.  CalPERS  would  prob- 
ably like  a  piece,  though.  Record  sales 
and  earnings  for  five  of  the  past  six 
years  culminated  in  a  36%  rise  in  profits 
last  year,  to  $492  million  on  sales  of  $5.9 
billion.  And  Morgan  Stanley  &  Co.  esti- 


mates that  the  stock— 94%  of  which  is  in 
Haas  family  hands— has  appreciated 
1,300%  since  the  LBO. 

But  this  year,  sales  have  slowed  to  a 
crawl,  and  operating  profits  will  likely 
decline.  A  big  problem  is  that  Levi's  is 
proving  clay-footed  when  it  comes  to 
developing  new  products  and  getting 
goods  into  its  retail  outlets.  Has  the 
company's  emphasis  on  "values"  distract- 
ed it  from  the  nuts  and  bolts  of  run- 
ning its  business?  Haas  says  no,  but 
plans  to  spend  $500  million  starting  this 
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summer  to  restructure 
Levi's  manufacturing, 
marketing,  and  distribu- 
tion systems.  He  feels  the 
company  is  in  a  tempo- 
rary lull;  in  the  long  run, 
he  insists,  the  cultivation 
of  a  culture  devoted  to 
such  values  as  diversity 
and  empowerment  will 
make  Levi's  all  the  more 
responsive  in  the  market- 
place. 

The  jury  is  still  out  on 
that.  BUSINESS  WEEK  had 
the  opportunity  to  travel 
within  the  world  of  Levi's 
this  spring  and  glimpse 
firsthand  how  Haas's  ex- 
periment is  proceeding. 
The  following  set  of  snap- 
shots provides  ample  evi- 
dence that  Haas  is  a  long 
way  from  realizing  his  vi- 
sion. "We  are  only  a  few 
steps  along  in  our  jour- 
ney," he  agrees.  "We  are 
far  from  perfect.  We  are 
far  from  where  we  want 
to  be.  But  the  goal  is  out 
there,  and  it's  worth 
striving  for." 

'WHAT'S  NEXT, 
CRYSTALS?' 


Margaret  P.  Lourenco 
wasn't  so  sure  about  this 
values  stuff  when  she 
first  came  to  Levi's.  A 
32-year-old,  can't  sit-still 
financial  planner,  she  left 
J.  P.  Morgan  &  Co.  in 
New  York  for  San  Fran- 
cisco in  1990.  She  remem- 
bers well  her  reaction 
when  she  was  first  given 
the  "Aspiration  State- 
ment," the  corporate  cre- 
do at  the  center  of  Haas's 
values-based  strategy. 
"When  I  first  read  it," 
she  recalls,  "I  said  'Phew, 
what  are  we  going  to 
have  next,  crystals?' " 

A  lot  of  people  have 
that  reaction.  Printed  on 
paper  made  from  recy- 
cled blue  denim,  the  Aspiration  State- 
ment hangs  on  office  and  factory  walls 
throughout  Levi's.  To  emphasize  its 
gravity,  Haas  made  sure  it  was  crafted 
by  top  management,  not  the  human  re- 
sources department.  At  Levi's,  one-third 
of  an  employee's  evaluation  is  based  on 
'aspirational"  behavior:  Ignore  issues 
such  as  diversity  and  empowerment,  and 


you  might  not  get  your  raise. 

After  the  button-down  atmosphere  at 
Morgan,  Lourenco  was  bemused  by  the 
"I'm  0.  K.,  you're  0.  K."  nature  of  Levi's 
culture.  But  then  she  took  a  chance  and 
politely  criticized  her  boss  for  what  she 
considered  heavy-handed  behavior.  To 
her  surprise,  he  agreed  and  changed  his 
act.  "I  found  that  Aspirations  isn't  about 


New  Age  feel-good,"  sh 
says.  "It's  about  bein 
open  and  direct.  It's  ahox, 
getting  rid  of  hidden  ager 
das." 

For  his  part,  F.  Wan-e 
Hellman  worries  that  a 
this  management-spear, 
risks   clogging   up  th 
works  at  Levi's.  Doing  th(^ 
right  thing  is  fine,  hi 
says,  but  "there's  a  darl' 
ger  that  this  will  degradj 
into  a  touchy-feely,  I-don't; 
want-to-offend-you,  creaj. 
tivity-stifling  style  of  mai^' 
agement."    Hellman  i 
hardly  a  disinterested  ob 
server.  A  San  Francisc' 
investment  banker,  he'! 
Bob  Haas's  distant  cousii 
and  a  Levi's  director. 

Don't  get  the  idea  tha: 
Hellman  is  not  foursquan 
behind  the  chairman 
Even  though  he  though 
it  was  a  terrible  idea  t< 
leave  such  a  potentially  hi 
crative  market,  he  joinec 
the  unanimous  board  voti 
to  pull  $40  million  o 
Levi's  business  out  of  Chi 
na  in  protest  of  human 
rights  violations  there 
"Basically,  we  love  Bob, 
Hellman  says.  "Bob  ha; 
made  a  fortune  for  every 
one,  and  you  owe  Bol 
one."  Still,  he  says,  "thf 
challenge  for  Levi's  is  t< 
be  sure  that  decisions  ar< 
not  just  'nice'  decisions 
but  decisions  that  an 
meant  to  enhance  share 

THE  LEADERS 
ALTHOUGH  LOUIS 
KIRTMAN  (ABOVE)  IS 
ON  THE  FAST  TRACK 
TO  THE  TOP,  LEVI'S 
UPPER  RANKS  RE- 
MAIN LARGELY 
MALE  AND  WHITE 


holder  value." 

"I  haven't  seen  the  word  'nice'  any 
where  in  the  Aspiration  Statement,'is 
growls  Robert  D.  Rockey  Jr.,  president 
of  Levi  Strauss  North  America.  Open 
ness  and  respect  don't  equate  with  nice 
ness,  he  says.  "Honesty  is  the  key.' 
Levi's  360-degree  review  process,  which 
requires  that  an  employee  be  evaluated 
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lot  just  by  his  or  her  superior  but  also 
)y  subordinates  and  peers,  isn't  always 
)leasant.  Rockey  says  his  own  evaluation 
upset  my  self-image.  I  thought  I  was 
nore  visionary.  I  thought  I  was  more 
aring.  I  was  afraid  to  be  personal."  The 
eviews  caused  Rockey  to  loosen  up 
omewhat,  to  command  less,  to  listen 
nore.  But  as  his  fellow  workers  can  at- 
est,  the  former  Navy  reserve  captain 
till  feels  no  need  to  be  nice. 

'WE'RE  NOT  A  PERFECT  COMPANY' 

IS  far  as  some  of  the  company's  custom- 
rs  are  concerned,  Levi's  has  been  a  lit- 
le  too  nice  to  its  competition  for  the 
ast  few  years.  W.  Barger  Tygart, 
.C.  Penney  Co.'s  top  merchandis- 
r,  finally  has  his  wrinkle-free 
)ockers.  But  he  had  been  clamor- 
ig  for  them  for  a  year  while  Hag- 
ar  Apparel  Co.  and  Farah  Manu- 
icturing  Co.  soaked  up  sales  in 
ne  hottest  segment  of  the  men's 
ants  business.  'They  don't  have 
le  flexibility"  to  move  fast  on  fash- 
)n  trends,  Tygart  gripes.  Levi's 
dmits  that  it  already  has  lost  at 
jast  $200  million  in  sales  by  be- 
ig  slow  into  the  wrinkle-free  mar- 
et.  This  year,  the  missed  opportu- 
ity  will  contribute  to  Levi's  first 
refit  decline  since  1988. 

It  has  been  a  long  time  since  re- 
lilers  have  been  happy  with  Levi's 
ustomer  support.  Good  thing  the 
impany  offers  high-quality  clothes 
nd  a  great  brand  name.  "If  you 
'eren't  Levi's,"  an  executive  at  Cal- 
ornia's  Mervyn's  department 
:ores  once  told  the  company, 
/oud  be  gone."  Tygart  notes  that 
evi's  might  take  25  to  30  days 
ist  to  replenish  a  standard  lot  of 
ants;  Haggar  or  Farah  do  it  in 
).  "That's  15  or  20  days  when  all 
e're  selling  is  the  competing  prod- 
ct,"  Tygart  says. 

Such  problems  raise  the  ques- 
on  of  whether  Levi's  emphasis  on 
alues  is  distracting.  Haas  insists  that  is 
ot  the  case.  Levi's,  he  argues,  allowed 
s  product  development  and  customer 
irvice  in  the  U.  S.  to  slip  because  the 
)mpany  had  been  struggling  to  keep 
p  with  heady  growth  at  home  and  ex- 
losive  growth  overseas.  "We're  not  a 
srfect  company,"  he  says.  "We  could 
3  doing  a  better  job  in  customer  ser- 
ice." 

Haas  believes  the  problems  would  be 
orse  if  it  weren't  for  the  company's 
ee  exchange  of  ideas.  "If  anything,"  he 
lys,  "I  think  our  values  help  address 
le  problems  because  we  get  more  two- 
ay  communication."  Levi's  is  counting 
1  communication  more  than  ever  as  it 
oves  toward  a  solution:  This  summer  it 


is  heading  full  bore  into  a  $500  million 
effort  to  remake  its  product-develop- 
ment and  distribution  systems.  Ware- 
houses will  be  relocated,  computer  sys- 
tems will  be  overhauled,  employees  will 
be  uprooted— and  some  of  them  may 
lose  their  jobs.  Levi's  executives  ac- 
knowledge this  will  test  the  values  strat- 
egy. "An  environment  of  uncertainty  pro- 
duces a  lot  of  fear,"  says  one.  "It's  easy 
to  regress  to  old  behaviors  in  a  situation 
like  that." 

Not  surprisingly,  Levi's  whole  ap- 
proach to  the  reengineering  is  uniquely, 
well,  aspirational.  More  than  6,000  of 
the  company's  36,000  employees  were 
asked  to  provide  advice  on  what  Levi's 


tain  climber's  rope.  "It  allows  individuals 
to  take  risks  that  they  couldn't  take  if 
they  weren't  bound  together  by  a  com- 
mon understanding,"  he  says. 

'PM  NOT  A  35-YEAR-OLD  WOMAN' 


LEVI'S  IS  SIOWING  DOWN 
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should  be  doing  differently.  With  that  in- 
put in  hand,  nearly  200  of  the  company's 
key  managers  took  over  an  entire  floor 
of  cubicles  at  headquarters  and  spent 
more  than  a  year  planning  at  a  cost  of 
$12  million.  The  company's  Diversity 
Council,  which  is  a  direct  link  to  senior 
management  for  groups  representing 
blacks,  Asians,  Hispanics,  gays,  and 
women,  also  played  a  role  in  the  deci- 
sions made. 

The  process  took  much  longer  and  in- 
volved far  more  people  than  advisers  at 
Andersen  Consulting  thought  wise.  But 
Haas  says  orienting  the  organization  to- 
ward a  common  goal  will  prove  more 
efficient  in  the  long  run.  He  sees  the 
Aspiration  Statement  serving  as  a  moun- 


A  diverse  workforce,  unafraid  to  volun- 
teer idiosyncratic  ideas  and  opinions, 
leads  to  better  marketing  decisions,  in- 
sists Daniel  M.  Chew,  Levi's  director  of 
corporate  marketing.  That  doesn't  mean 
market  research  and  focus  groups  can  be 
dispensed  with.  But  an  employee  base 
that's  more  reflective  of  the  customer 
base  can  make  a  company  hipper  and 
more  responsive,  Chew  believes. 

Long  gone  are  the  days  when 
everyone  wore  the  same  kind  of 
Levi's.  Today,  the  company  sells 
200  styles  of  blue  jeans  alone. 
There  is  no  way,  Haas  says,  that 
top  management  can  stay  on  top  of 
fashion  trends  without  help  from 
deep  within  the  organization.  "I'm 
not  a  35-year-old  woman,"  says 
Haas.  "I'm  no  hip-hopper.  I'm  not 
the  target  customer." 

An  example  of  diversity  in  ac- 
tion: While  the  gritty,  independent 
hipsters  in  Levi's  "501  Blues"  TV 
ads  have  drawn  young  customers 
like  a  strong  magnet,  they  didn't 
click  for  Levi's  Hispanic  employ- 
ees and  customers.  "Why  is  that 
guy  walking  down  the  street 
alone?"  they  asked.  "Doesn't  he 
have  any  friends?"  Scenes  of 
friends  and  family  would  resonate 
better  in  their  culture,  they  said, 
and  given  that  Hispanics  buy  50% 
more  Levi's  than  the  average  cus- 
tomer, this  was  important  informa- 
tion. So,  Levi's  launched  a  fresh 
series  of  501  ads  for  the  Hispanic 
market  that  downplayed  individual- 
ity to  emphasize  camaraderie  in- 
stead. Sales  in  the  Hispanic  com- 
munity have  been  booming. 

But  even  at  Levi's,  diversity  at 
the  top  is  a  troublesome  goal. 
Haas's  executive  management  committee 
is  composed  of  seven  middle-aged  white 
men  and  one  middle-aged  white  woman. 
While  Ha^  openly  recognizes  the  dispar- 
ity between  word  and  deed  at  the  upper 
echelon,  he  explains  that  building  tal- 
ent takes  a  long  time.  Levi's  has  doubled 
the  percentage  of  minority  managers, 
to  36%,  since  Haas  became  CEO  in  1984. 
Women  have  climbed  from  32%  of  the 
management  ranks  to  54%  in  the  same 
period.  In  both  cases,  Levi's  vastly  out- 
performs the  average  U.  S.  corporation, 
according  to  federal  labor  statistics. 

Louis  Kirtman,  who  is  Levi's  top 
black  executive,  says  the  company  still 
has  work  to  do,  but  he's  happy  with  the 
fact  Levi's  has  moved  more  than  a  dozen 


■ER  STORY 


BUSINESSWEEK/AUGUST  1,  1994  49 


minorities  and  women  into  mezzanine- 
level  management  slots.  A  Hispanic  man 
now  runs  Levi's  South  American  sourc- 
ing  operation.  Women  head  up  Levi's 
operations  in  Britain  and  Mexico.  When 
some  of  the  senior  managers  in  their 
fifties  move  on,  Kirtman  says,  "you'll 
see  the  real  change  occur." 

Of  course,  all  this  talk  about  the  im- 
portance of  diversity  is  a  thorn  in  the 


who  have  spent  their  working  lives  tak- 
ing orders. 

Salas  likes  his  job,  but  he's  not  so 
sure  about  the  new  team  system  Levi's 
is  introducing  in  its  27  U.  S.  sewing 
plants.  Instead  of  grouping  workers  by 
function— all  the  zipper-sewers  in  one 
area,  all  the  belt-loop  attachers  in  an- 
other—Levi's  has  created  multitask 
teams  of  20  or  30  workers  each.  They 


side  for  some  white 
males  at  Levi's.  Several 
executives  say,  though 
not  for  attribution,  that 
they've  heard  plenty  of 
white  males  grumble 
about  feeling  "disempow- 
ered"  as  they  try  to  ad- 
vance within  the  corporation.  Haas 
doesn't  offer  such  employees  much  in 
the  way  of  solace.  For  those  white  males 
"who  focus  on  self-improvement  and 
their  contributions,  the  chances  are 
good,"  Haas  reflects.  "We've  eliminated 
the  automatic  promotions  based  on  the 
old-boy  network." 

'PEER  PRESSURE  CAN  BE  BRUTAL' 


IN  BANGLADESH 
LEVI'S  PAID  TUITION  FOR 
A  CONTRACTOR'S 
UNDERAGE  WORKERS 


Salvador  Salas  is  a  long  way  from  the 
old-boy  network.  Fingertips  wrapped  in 
green  adhesive  tape  to  prevent  cuts  and 
scratches,  Salas  sews  blue-jean  waist- 
bands all  day  at  the  nonunion  Kastrin 
Street  factory  in  El  Paso.  If  Haas's  ideal- 
ism is  running  into  reality  when  it 
cc^es  to  white  male  egos  in  the  execu- 
tiv'i  suite,  consider  the  factory  floor. 
Enij  werment  and  teamwork  can  be  ali- 
en, t;  'comfortable  concepts  for  those 


are  responsible  for  com- 
pleting individual  orders 
by  assembling  full  pairs 
of  pants,  from  waist  to 
hem.  After  18  months  of 
teamwork  in  El  Paso, 
turnaround  time  fi'om  or- 
der to  shipment  has 
dropped  from  seven  days  to  three.  But 
the  workers  aren't  all  getting  along. 

Under  the  team  system,  a  worker's 
incentive  pay  is  tied  to  team  perfor- 
mance. A  poor  performer  or  absent 
worker  affects  everybody's  paycheck. 
When  someone  is  perceived  to  be  faking 
sick  days  or  lollygagging  on  a  sewing 
machine,  tempers  flare.  Says  Salas: 
"Somebody's  fooling  around,  and  some- 
body else  calls  attention  to  that,  and 
the  first  guy  will  just  flip  him  off." 
Supervisor  Gracie  Cortez  says  that  "it 
gets  tough  out  there."  She  finds  herself 
intervening  to  prevent  "big  fights."  Says 
plant  manager  Edward  Alvarez:  "Peer 
pressure  can  be  vicious  and  brutal." 

Kastrin  Street  plant  workers  got  two 
weeks  of  training  before  the  team  sys- 
tem kicked  in,  part  of  it  devoted  to 
group  dynamics.  Alvarez  allows  it 
"wasn't  enough."  Since  then,  4  of  39 


teams  have  undergone  one-day  let's-g> 
along  sessions  with  a  private  consultai. 
But  even  that  hasn't  done  the  trie. 
"We're  trying  to  find  a  more  effectie 
way  to  do  it,"  Alvarez  says. 

While  most  Levi's  plants  are  noni- 
ion,  Levi's  gets  credit— even  from  t^ 
union  leaders  it  does  have— for  runni» 
some  of  the  safest  most  worker-frienc/ 
factories  in  an  industry  notorious  f\ 
abuses.  "Here,  I  can  get  n 
and  go  to  the  restroom  or  g. 
a  drink  when  I  need  to,"  sajj 
rivet  setter  Emerio  Pond, 
who  has  worked  for  anoth| 
apparel  maker  in  El  Paso.  | 
wasn't  used  to  that."  \ 
Still,  critics  charge  th'i 
Levi's  pays  a  lot  more  atte- 
tion  to  workers  and  trainif 
at  headquarters  than  in  th 
factories.  Milton  Moskowit. 
co-author  of  77>e  100  Best  Cot- 
ponies  to  Work  For  In  Amei- 
ca,  dropped  Levi's  from  th 
list  in  the  most  recent  editio 
partly  because  of  what  he  ser, 
as  a  double  standard.  A 
though  Haas  has  assured,  f( 
instance,  that  the  partners  > 
gay  employees  get  health  be 
efits— something  that  resonat* 
loudest  in  San  Francisco— I 
has  shut  down  a  pants  factoi 
in  San  Antonio  in  favor  ( 
moving  the  business  to  lov 
wage  Costa  Rica.  The  decisio 
idled  1,100  workers. 

Levi's  President  Thomas  W.  Tusht 
says  the  company  simply  had  no  choic« 
The  San  Antonio  plant  made  Docker 
which  require  twice  the  labor  contei 
of  blue  jeans.  Levi's  had  to  move  to 
low-wage  country  to  compete  on  price 
what  has  become  a  brutal  market  fc 
casual  all-cotton  slacks.  Other  comp; 
nies  make  similar  decisions  every  da; 
But  because  of  Levi's  self-conscious  re\ 
utation  as  an  employer  who  cares, 
opens  itself  up  to  plenty  of  criticism. 

Haas's  standard  reply  is  that  guarar 
teed  employment  is  not  a  part  of  Levi 
values  system.  Such  a  pledge  would  b 
"unwise  and  dishonest,"  he  says.  Stil 
as  the  restructuring  program  goes  foi 
ward,  more  dislocations  and  layoffs  ar 
likely.  When  they  come.  Bob  Haas  wi 
have  a  lot  more  explaining  to  do. 

'WE  DON'T  SUPPORT  CHILD  LABOR 


The  simple  truth  is,  living  up  to  a  valu- 
system  as  comprehensive  as  Levi's  i 
hard.  It  takes  hours  and  hours  of  work 
Today,  near  the  Levi's  contractor  in  Dha 
ka,  Bangladesh,  you  can  see  young  girl 
in  pigtails,  clutching  textbooks  to  thei 
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red-and-white  school  uniforms  as  they 
file  into  class.  But  not  long  ago,  these 
same  girls— 11,  12,  13  years  old— toiled 
full-time  as  seamstresses,  earning  $384  a 
month  sewing  Dockers  casual  pants. 

In  1992,  to  square  its  international 
sourcing  practices  with  its  own  ethical 
code,  Levi's  began  cracking  down  on 
child-labor  violations  by  enforcing  Inter- 
national Labor  Organization  standards 
that  bar  employment  of  children  under 
the  age  of  14.  Two  Bangladeshi  contrac- 


tors admitted  to  Levi's  that  they  hired 
children  and  agreed  to  fire  them. 

They  also  argued  to  Levi's  officials, 
however,  that  the  girls  and  boys  pro- 
vided their  families'  sole  economic  sup- 
port—most of  them  were  the  oldest  chil- 
dren in  large,  single-parent  families.  "We 
don't  support  child  labor,"  says  Robert 
H.  Dunn,  Levi's  corporate-communica- 
tions and  community-affairs  chief.  "But 
our  intention  is  not  to  have  a  devastat- 
ing effect  on  families." 


Levi's  could  have  ignored  its  code  or 
it  could  have  canned  the  kids  and  forgot- 
ten about  them.  Instead,  it  worked  out  a 
compromise  with  the  contractors:  If  they 
continued  to  pay  wages  and  agreed  to 
hire  the  children  back  when  they  turned 
14,  Levi's  would  send  them  to  school 
and  foot  the  bill  for  uniforms,  books, 
and  tuition. 

The  deal  sounds  expeasive  all  the  way 
around.  But  between  the  two,  Levi's 
and  its  contractor  have  spent  just  a  few 


A  MIID-MANNERED  MAVERICK  PUTS  HIS  BRAND  ON  LEVI'S 
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ob  Haas  is  not  what  you  would 
call  a  firebrand.  The  52-year-old 
executive  doesn't  fill  up  the 
room  with  his  charisma.  His  mild  man- 
ner, his  deferential  bearing,  even  his 
tall,  gangly  frame  make  him  eminently 
approachable.  He  hardly  seems  the 
type  to  instigate  broad  cultural  change 
within  a  major  American  corporation. 

Walter  A.  Haas  Jr.,  in  fact,  figured 
his  cerebral  son  would  more  likely  be- 
come a  college  professor  than  join  the 
family  business.  And  oftentimes,  the 
younger  Haas's  philosophical  manage- 
ment approach  does  have  the  whiff  of 
academe.  A  favorite  tutorial  is  on  ego- 
less leadership:  "The  notion  of  the  CEO 
as  hero,  as  all-wise,  as  having  all  the 
answers"  is  sorely  outmoded,  Haas 
says.  "I  was  raised  on  two  principles: 
First,  it's  important  to  be  modest  and 
humble.  Second,  let  actions  speak  for 
you,  rather  than  tell  people  what  they 
should  do." 

Even  Haas  admits  his  family  ties 
lend  special  import  to  both  his  actions 
and  his  words.  "I'm  not  so  naive  as  to 
believe  my  word  is  valued  equally  with 
the  word  of  any  other  person  in  this 
company,"  he  says.  But  the  Haas  scion 
also  brings  to  the  CEO  office  a  long, 
liberal  tradition  of  inclusionary  man- 
agement and  corporate  responsibility. 
His  grandfather,  Walter  Sr.,  who  mar- 
ried into  the  Levi  Strauss  family,  of- 
fered English  and  citizenship  classes 
to  factory  workers  in  the  1920s.  His  fa- 
ther and  his  uncle  Peter,  who  ran 
Levi's  from  the  1940s  to  the  1970s, 
were  among  the  first  to  integrate  fac- 
tories in  the  South. 
BOUNTlFlfL  CROP.  Haas  recalls  frequent 
dinner  table  discussions  during  which 
his  father  would  pointedly  celebrate 
an  immigrant  janitor  or  a  hardworking 
warehouseman.  "He  made  clear  they 
were  little  in  stature  but  giant  in  their 
capabilities,"  Haas  says.  Bob  began  to 
test  his  own  voice  on  matters  of  equal- 
ity and  empowerment  at  the  Univer- 
sity of  California  at  Berkeley.  As  the 


valedictorian  of  the  class  of  1964,  Haas 
drew  a  front-page  headline  in  the  San 
Frcmcisco  Examiner.  "A  Student  Scolds 
UC  at  Rites."  He  chided  the  institution 
for  being  "too  impersonal"  and  his  pro- 
fessors for  being  "remote  and  unap- 
proachable." 

Haas  joined  the  Peace  Corps  after 
college  but  felt  even  that  organization 
was  sometimes  too  detached.  In  the 
Ivory  Coast,  Haas  says,  he  watched 
foreign-aid  workers  from  the  U.  S.  and 


Western  Europe  teach  the  native  pop- 
ulation everything  from  English  to 
auto  mechanics  in  air-conditioned  class- 
rooms. "It  was  never  clear  to  me  they 
made  much  of  a  difference,"  he  says.  A 
group  of  Taiwanese,  however,  said 
nothing  to  anyone  while  planting  a  cou- 
ple acres  with  rice  to  produce  a  boun- 
tiful crop.  The  local  people  silently  ob- 
served the  Taiwanese  technique  and 
ended  up  adopting  it.  "That's  the  ap- 
proach we're  taking,"  Haas  says. 
"We're  letting  people  figure  out  for 


themselves  what  it  is  they  want.  If 
it's  important  to  them,  they'll  plant 
rice  on  their  own." 

From  Africa,  Haas  went  to  Harvard 
University  to  earn  an  MBA  and  then 
served  as  a  White  House  Fellow  in 
the  Johnson  Administration.  In  1969, 
he  moved  back  to  San  Francisco  as  a 
McKinsey  &  Co.  consultant,  where  he 
set  himself  apart  for  being  outspoken 
with  clients  on  such  topics  as  the  envi- 
ronment. In  1973,  at  the  age  of  31,  he 
decided  to  join  the  family  business.  A 
year  later,  he  manned  Colleen  Ger- 
shon,  who  was  an  attorney  for  the 
Black  Panther  Party  when  they  met. 

By  the  time  Haas  became  Levi's  CEO 
in  1984,  the  company  had  become  bloat- 
ed and  bureaucratic.  Its  rich  cash  flow 
made  it  prime  takeover  bait.  Instead 
of  becoming  a  target,  Haas  decided  to 
saddle  the  company  with  $L6  billion  in 
debt  and  take  it  private  in  a  1985  lever- 
aged buyout.  The  high-risk  move  re- 
quired him  to  ax  6,000  jobs  while  clos- 
ing 26  plants.  But  it  also  allowed  him  to 
put  in  place  his 


HEAD  OF 
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VALEDICTORIAN 
CALLED 

BERKELEY  "TOO 
IMPERSONAL" 


idealistic  manage- 
ment architec- 
ture. Since  then, 
Levi's  profits  have 
shaved  the  debt. 

Haas,  who 
lives  near  San 
Francisco  with 
Colleen  and  their 
15-year-old  daugh- 
ter, Elise,  doesn't 
seem  bothered  by  the  paradox  he  em- 
bodies: His  democratic  approach  might 
be  possible  only  because  its  prime  pro- 
ponent is  a  djTiastic  prince  whose  fam- 
ily controls  94%  of  the  company.  "It's 
difficult  to  bring  these  ideas  into  any 
company,"  notes  Levi's  President 
Thomas  W.  Tusher.  "I  don't  know  that 
another  company  would  have  given 
him  the  opportunity."  To  Bob  Haas, 
what  matters  is  that  he  make  the  most 
of  the  opportunity  he  has  been  given. 
By  Russell  Mitchell  in  San  Francisco 
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thousand  dollars.  Besides,  says  Haas, 
such  actions  pay  dividends  in  terms  of 
brand  image  and  corporate  reputation. 
Just  ask  such  companies  as  Wal-Mart 
Stores  and  Nike,  which  have  come  under 
fire  for  their  Third  World  subcontracting 
practices.  "In  today's  world,  a  TV  ex- 
pose on  working  conditions  can  undo 
years  of  effort  to  build  brand  loyalty," 
says  Haas.  "Why  squander  your  invest- 
ment when,  with  commitment,  reputa- 
tional  problems  can  be  prevented?" 

'IT'S  A  MATTER  OF  LEADERSHIP' 


Bol)  Haas  doesn't  have  to  meet  with 
stock  analysts.  He  feels  no  pressure 
from  Wall  Street  for  neat,  predictable 
quarterly  results.  Even  the  banks  that 
funded  his  leveraged  buyout  are  off  his 
back:  The  company's  mammoth  cash 
flow  has  shaved  debt  to  4.6%  of  total 
capital.  Would  the  company  behave  any 
differently  if  it  were  publicly  traded? 
"It  would  take  a  lot  more  fortitude  on 
the  part  of  Levi's  executives,"  Haas  says. 
But  he  insists  that  "this  is  not  a  matter 
of  structure,  it's  a  matter  of  leadership." 

Public  company  or  not,  Levi's  experi- 
ment in  corporate  culture  will  attract 
attention  and  invite  criticism.  Noted  ap- 
parel consultant  Alan  G.  Millstein  speaks 
for  the  many  cynics  when  he  says:  "The 
company  has  the  P.  C.  mindset.  The 
Haases  think  they  talk  to  God." 

Now  that  enough  operational  prob- 
lems have  cropped  up  to  slow  financial 
results,  Haas  has  given  his  critics  some 
ammunition  they  didn't  have  before.  But 
he  goes  out  of  his  way  to  say  that  you 
can't  abandon  management-science  ef- 
forts simply  because  things  get  tough. 
Too  many  managers,  he  feels,  use  that 
as  an  excuse  to  hide  their  "resistance 
to  the  idea  that  the  soft  sides  and  hard 
sides  of  management  can  be  combined." 

It's  not  so  much  that  they  can't  be 
combined  but  that  they  may  have  unin- 
tended consequences  when  they  are. 
Dealing  with  the  surprising,  often  con- 
tradictory results  of  managing  by  values 
may  be  a  manager's  toughest  task. 
Many  managers  are  likely  to  ask  them- 
selves: Is  it  worth  the  trouble?  Many, 
perhaps,  would  say  "no." 

"People  are  comfortable  with  the  tra- 
ditional ways  of  doing  business,"  Haas 
says.  "They  might  say,  'We  aspire  to  do 
the  things  you've  done,  but  we  don't 
have  time  for  it,  the  stock  market 
wouldn't  value  it,  or  we're  not  as  pros- 
perous as  Levi  Strauss  is.' "  When  it 
comes  to  managing  by  values,  Haas  has 
a  ways  to  go  to  meet  his  own  exacting 
standard.  But  he  can't  be  faulted  for 
bowing  to  what's  comfortable. 

By  Russell  Mitchell  in  San  Francisco, 
with  Michael  Oneal  in  Neiv  York  and  bu- 
reau reports 


PHARMACEUTICALS  I 


WHO  WILL  STOP 

THE  MUTANT  MICROBES? 


Drugmakers  are  scrambling  for  new  weapons  to  kill  "superbugs" 


To  scientists  and  doctors  who 
thought  they  had  annihilated  such 
bacterial  killers  as  tuberculosis  and 
staph  infections  a  decade  ago  with  anti- 
biotics, what's  happening  in  hospitals 
today  is  more  frightening  than  a  late- 
night  horror  flick:  The  bugs  are  back. 
After  40  years  of  aggressively  pushing 
antibiotics,  doctors  are  now  confronting 
bacteria  that  have  mutated  defenses 
against  drugs.  Of  the  2  million  patients 
who  get  infections  in  hospitals  each 
year,  up  to  60%  are  struck  by  microbes 
that  have  become  resistant  to  drugs. 

The  specter  of  patients  dying  from 
once  treatable  infections,  plus  a  promise 
from  the  Food  &  Drug  Administration 
to  fast-track  new  antibiotics  through 
the  regulatory  morass,  has  created  a 
golden  opportunity  in  the  $20  billion 
worldwide  antibiotics  lousiness.  Such  gi- 
ants as  Glaxo,  Merck,  Schering-Plough, 
and  SmithKline  Beecham  are  scrambling 
to  bolster  their  antibiotics  research  and 
development,  and  they're  searching  the 
labs  of  small  companies  for  prospects.  In 
fact,  large  drugmakers  are  likely  to 
come  up  with  the  first  new  drugs  aimed 
at  these  "superbugs,"  created  by  adapt- 
ing chemicals  in  their  existing  libraries 
to  work  against  the  resistant  bugs— if 
only  temporarily. 

Yet  in  the  long  run,  scientists  are 
convinced  that  the  best  way  to  foil 
drug-resistant  bugs  is  with  medicines 


"that  work  through  new  mechanisms  ( 
action,"  says  Keith  A.  Bostian,  a  foij. 
mer  Merck  &  Co.  R&D  manager  who  ij" 
now  chief  operating  officer  of  two-yeai|' 
old  drugmaker  Microcide  Pharmaceutj' 
cals  Inc.  The  Mountain  View  (Calif.j! 
company  is  one  of  a  few  working  ov 
gene-based  schemes  to  outwit  microbes 
"Chemists  have  gone  as  far  as  the. 
could  incrementally  refining  thes 
agents"  and  instead  must  mine  biotech 
nology  and  genetics  for  new  strategies 
he  says.  Indeed,  the  future  for  antibio 
tics  is  "coming  more  and  more  fi'om  bio! 
ogy,"  says  Steve  M.  Elliston,  president 
of  Micrologix  Biotech  Inc. 
NEW  ATTACKS.  Some  of  the  most  intrigii 
ing  of  these  approaches  are  coming  fi'on 
Micrologix,  Agennix,  Magainin,  Xoma 
and  a  handful  of  other  small  companies 
They  are  combining  high-tech  medicine 
and  a  witches'  brew  of  proteins  fron 
bees,  sharks,  cows,  and  even  human; 
to  create  new  weapons.  These  agent; 
combat  bacteria  very  differently  fron 
existing  drugs— and  that's  what  give; 
them  so  much  promise. 

Of  the  30  new  antibiotics  the  estab 
Hshed  drug  industry  claims  it  has  or 
the  runway  today,  most  are  variation.'! 
on  existing  drugs,  which  work  througl  j 
several  narrow  mechanisms.  But  baclel 
ria  replicate  at  blinding  speed— some 
times  doubling  in  a  few  minutes.  The 
process  can  produce  genetic  mutation 


FIGHTING  RESISTANT  BUGS 


THE  PRO 


Widespread  and  inappropriate  use  of 
antibiotics  has  helped  disease-causing 
bacteria  develop  resistance.  Once 
bacteria  become  resistant,  they  trans- 
fer that  ability  to  other  strains.  Since 
most  current  antibiotics  come  from 
molds  and  bugs  in  the  soil,  they  work  in 
similar  ways.  To  overcome  resistance, 
doctors  need  new  drugs  that  outfox 
bugs  differently. 


THREE  POTENTIAL  SOLUTIONS 


1 NATURAL  Humans,  cows,  frogs, 
PROTEINS  sharks,  and  even  insec 
all  carry  antimicrobial  proteins  in  thei 
bodies.  Scientists  are  trying  to  gene-Sf 
promising  candidates  to  use  as  antib 
COMPANIES: 
Magainin, 
Xoma, 
Micrologix, 
Agennix 
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that  give  bugs  defenses  against  a  given 
drug— making  an  enzyme  that  splits  the 
penicilHn  molecule  so  it  becomes  harm- 
less, for  example.  The  bugs  can  then 
quickly  pass  on  their  genetic  armor. 
Since  most  antibiotics  are  derived  from 
cousins  of  bacteria,  such  as  soil  molds, 
it's  probably  easier  for  bacteria  to  devel- 
3p  a  genetic  defense. 

Proteins,  however,  attack  bugs  in 
lew  ways.  Many  of  them  are  cationic, 
)r  positively  charged  molecules, 
fr-hile  most  infectious  bacteria 
ire  negatively  charged.  The 
electrical  attraction  pulls  cat- 
onic  proteins  to  the  surface  of 
bacterial  cells  where  they  force 
;heir  way  inside— in  effect. 
Dusting  the  cells  apart. 

Michael  Zasloff,  founder  of 
Vlagainin  Pharmaceuticals  Inc., 
)bserved  in  the  late  1980s  that 
Togs  with  open  wounds  could 
ive  in  dirty  water  without  de- 
/eloping  infections.  He  called  the 
)roteins  responsible  "magainins," 
ifter  the  Hebrew  word  for 
ihield,  and  later  found  similar 
chemicals  in  sharks.  The  com- 
pany has  since  synthesized  doz- 
ens of  related  compounds  in  the 
ab  that  show  "as  much  activity 
igainst  resistant  strains  as  they  do 
igainst  susceptible  strains,"  says  CEO  Jay 
^oorin.  Magainin  soon  hopes  to  begin 
.esting  one  of  them  on  infected  diabetic 
eg  ulcers. 

The  reason  mother's  milk  protects  ba- 
)ies  may  make  one  of  its  proteins  a 
;ood  bacteria  fighter.  Houston-based 
\.gennix  is  gene-splicing  the  milk  protein 
actoferrin,  which  suppresses  harmful 
)acteria  in  babies'  stomachs,  and  is 
searching  for  virulent  bacteria  against 
vhich  it  might  be  a  good  drug.  Bacteria 
leed  iron  to  convert  nutrients  to  energy, 
)ut  this  natural  chemical  appears  to  ab- 
iorb  excess  iron,  thus  stifling  bacterial 
growth.  For  bugs  to  mount  a  de 
ense,  notes  Agennix  CEO  Roger 


D.  Wyatt,  they  would  need  to  create  a 
new  metabolism.  That's  "a  lot  more  than 
a  single-gene  adaptation"  and  probably 
impossible,  he  adds.  Similarly,  Applied 
Microbiology  Inc.  has  found  that  bacteri- 
ocins,  derived  fi'om  a  milk  protein,  cause 
pores  to  form  in  a  Ijacteriiun's  cell  mem- 
branes. The  Brooklyn  (N.Y.)  company 
is  working  with  Calgon  Vestal  Laborato- 
ries, a  Merck  subsidiary,  to  develop  bac- 
teriocins  against  impetigo  and  with  As- 


MICROCIDE'S 
BOSTIAN  SAYS 
CHEMISTS  HAVE 
GONE  "AS  FAR 
AS  THEY 
COULD"  WITH 
EXISTING 
ANTIBIOTICS. 
HIS  COMPANY 
IS  DEVELOPING 
GENE-BASED 
WEAPONS 


tra  Merck  to  create  a  drug  against  the 
bacteria  that  cause  peptic  ulcers. 

Still  other  proteins  seem  to  turbo- 
charge  the  power  of  existing  antit)io- 
tics.  Micrologix,  which  uses  cationic  pep- 
tides created  by  fusing  proteins  from 
moths  and  honey-bee  venom,  and  Xoma, 
working  with  a  chemical  called  BPI, 
which  is  isolated  from  humans,  have 
found  that  in  lab  tests  their  products 
amplify  the  effect  of  antibiotics  on  bacte- 
rial infections— for  reasons  scientists 
can't  explain. 

ONE-TWO  PUNCH.  Exploiting  these  natu- 
ral molecules  won't  be  easy.  Typically, 
they  are  pi'oteins,  which  can't  be  given 
orally  because  they  are  chewed  up  by 
enzymes  in  the  gut.  That  could  limit 


IRCUIT 
REAKERS 

figuring  out  how 
sria  infect  healthy 
and  reproduce, 
irchers  create  copies  of  these ' 
tic  mechanisms,  hoping  to  find  new 
.  to  short-circuit  the  process.  They're 
creating  huge  libraries  of  chemicals 
it— thus  upping  the  odds  of  hitting  a 
1  drug. 

PANIES:  Viral  Research;  Microcide 


3 BOOSTING  THE      By  buck ing  up  a 
BODY'S  DEFENSES  patient's  immune 
system  with  a  vaccine,  some  companies 
hope  to  prevent  infections  or  keep  them 
in  check.  Others  are  looking  for  ways 
of  treating  mucous  membranes  to  try  to 
stop  infectious  bacteria  from 
entering  the  body 
to  begin  with. 
COMPANIES: 
UniVax, 
Oravax 
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their  use  to  topical  creams,  nasal  sprays, 
or  injectable  forms.  That's  why  drug- 
makers  have  concentrated  on  the  more 
practical,  .so-called  small  molecules,  or 
synthetic  chemicals  that  can  be  given 
in  pills. 

Vaccines,  however,  may  offer  advan- 
tages over  any  dioigs.  By  using  the  body's 
immune  system  to  prevent  disease,  these 
remedies  don't  have  resistance  problems. 
To  deliver  a  novel  one-two  punch  to  bacte- 
ria, UniVax  Biologies  Inc.  in 
liockville,  Md.,  is  testing  a  vac- 
cine on  people  against  some  dan- 
gerous forms  of  staph  that  could 
help  patients  at  risk  develop  anti- 
bodies and  ward  them  off.  Next 
year,  it  plans  to  start  testing  a 
therapeutic  treatment  developed 
hy  inoculating  healthy  volunteers 
with  the  same  vaccine,  then  har- 
ve.sting  the  antii)odies  they  make. 
Those  antibodies  would  then  be 
used  to  treat  patients  suffering 
from  the  infections.  OraVax, 
meanwhile,  hopes  to  develop 
nose  or  eai-  drops  or  other  topical 
remedies  that  protect  like  vac- 
cines by  stimulating  immune  cells 
on  mucous  tissues,  such  as  na- 
sal passages,  which  are  common 
entry  points  for  bacteria. 
The  ultimate  defense  against  bacteria 
may  well  lie  in  the  genes  that  trans- 
form them  into  killers.  Microcide  and 
Virus  Research  Institute  in  Cambridge, 
Mass.,  are  on  the  cutting  edge  of  the 
search  for  these  "virulence"  genes.  Such 
genes  turn  on  processes  that  are  used 
only  when  bacteria  invade  and  infect 
the  body— when  a  bug  attaches  to  the 
surface  of  the  lining  of  the  lung,  say.  VRI 
is  first  pinpointing  these  genes,  then  it 
will  find  chemicals  that  sabotage  them. 
Disarming  bacteria  instead  of  killing 
them  could  avoid  what  now  happens 
with  antibiotics— a  Darwinian  survival  of 
the  fittest  that  results,  in  this  case,  in 
resistant  bugs.  The  approach  is  so  intri- 
guing that  several  drugmakers,  includ- 
ing Glaxo,  are  negotiating  potential  col- 
laborations. 

It's  far  too  early  to  predict  which  of 
these  new  approaches  will  pan  out.  Ma- 
gainin ah'eady  suffered  a  stock-deflating 
setback  this  spring  when  one  of  its  pro- 
teins failed  to  show  much  benefit 
against  impetigo,  although  even  com- 
petitors contend  that  magainins  still 
have  enormous  potential.  Nor  is  there 
any  guarantee  that  the  startups  can 
raise  the  tens  of  millions  of  dollars 
they'll  need  to  bring  drugs  to  mar- 
ket. But  as  patients  continue  to  die 
from  infections  that  were  once  treat- 
able, it's  hard  to  imagine  drugmakers 
l)acking  off  this  quest  until  better  bug 
killers  are  in  hand. 

By  Joan  O'C.  Hamilton  in  San  Francisco 
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EDITED  BY  PETER  COY 


A  STAR  WARS  SPIN-OFF 
IS  TAKING  AIM  AT  SLUDGE 


During  tiie  Star  Wars 
era,  U.  S.  and  Soviet 
scientists  separately 
worked  on  a  technology 
known  as  pulsed  power 
that  would  allow  weap- 
ons to  store  up  energy 
and  then  discharge  it 
in  intense,  microsecond 
bursts.  Now,  pulsed  pow- 
er has  a  more  down-to- 
earth  use:  Scientific  Util- 
ization Inc.  in  Decatur, 
Ala.,  is  developing  a 
Russian-invented  system 
that  removes  water  from  sewage  sludge  and  kills  pathogens  in 
water.  This  fall,  the  system  will  be  tested  as  an  enhancement 
for  smokestack  electrostatic  precipitators,  and  it  may  eventu- 
ally be  used  to  destroy  chemical  weapons.  To  dewater  sludge, 
a  brief,  intense  electric  arc  creates  a  shock  wave  in  the  liquid 
that  causes  suspended  particles  to  form  clumps. 

The  system  is  based  on  an  invention  by  Igor  Grekhov,  a  di- 
rector of  A.  F.  loffe  Physical-Technical  Institute  in  St.  Pe- 
tersburg. It  delivers  more  power  and  lasts  longer  than  any 
American  device,  says  Stephen  Levy,  a  project  director  for  the 
Tennessee  Valley  Authority  and  a  former  head  of  the  U.S. 
Army's  pulsed-power  progi'am. 


WILL  THIS  FERTILIZER  MAKE  CROPS 
GLOW— OR  JUST  GROW? 


Some  see  Florida's  chalky  mountains  of  phosphogypsum 
as  a  hazardous-waste  eyesore.  University  of  Florida  re- 
searchers see  600  million  tons  of  cheap  fertilizer.  Phosphogyp- 
sum, a  by-product  of  phosphate  fertilizer  production,  contains 
minute  amounts  of  radium-226,  which  can  decay  to  radon 
gas.  Environmental  groups  are  trying  to  pressure  the  Environ- 
mental Protection  Agency  to  place  stricter  limits  on  its  use. 

But  a  new  University  of  Florida  study  may  embolden  the 
EPA  to  ease  present  restrictions.  It  showed  a  25%  increase  in 
crop  yield  when  phosphogypsum,  which  contains  calcium  and 
sulphur,  was  used  on  forage  grasses.  A  three-year  study 
found  that  radon  levels  remained  normal  even  when  phospho- 
gypsum was  applied  in  larger-than-necessary  quantities.  An- 
other benefit:  Sulphate  in  phosphogypsum  can  bind  to  alumi- 
num in  soil,  preventing  crops  fi"om  absorbing  the  toxic  metal. 
Similar  studies  are  being  conducted  in  the  Philippines  and  are 
expected  to  begin  in  Brazil  and  Tiu'key. 


NATURAL  GAS  GRABS  THE  LEAD 
IN  THE  CLEAN-AIR  STAKES 


Alternative  fuels  are  key  to  cutting  pollution— especially  in 
the  smoggy  Los  Angeles  area,  where  70%  of  dirty  air  is 
caused  by  vehicle  exhaust.  So,  two  years  ago,  government  and 
industry  mounted  the  $6.6  million  South  Coast  Alternative  Fu- 
els Demonstration  Project  to  test  five  cleaner  fuels  against 
regular  gasoline  in  111  Federal  Express  Corp.  vans. 

The  early  leader:  compressed  natural  gas.  On  the  whole,  it 


outperformed  the  other  fuels  in  emissions  of  carbon  monoxid 
nitrogen  oxides,  and  nonmethane  organic  gases.  In  carbc 
monoxide,  for  instance,  compressed  natural  gas  produced  emi 
sions  at  least  65%  lower  than  those  of  regular  gasolim 
Methanol's  carbon  monoxide  emissions  were  only  37%  lowc 
than  gasoline's,  and  those  of  reformulated  gas  were  at  best  17' 
lower.  But  natural-gas  producers  shouldn't  celebrate  just  ye 
Battelle  Memorial  Institute,  which  is  managing  the  study,  wi 
conduct  two  more  evaluations  of  emissions  and  is  also  judgin: 
the  fuels  based  on  other  criteria,  including  safety,  fuel  economj 
and  reliability.  Final  results  won't  be  tallied  until  1995. 


DESPERATELY  SEEKING  A  DISCREET 
HIGH-TECH  MATCHMAKER 


Wanted:  An  honest  broker  to  manage  delicate  technolog; 
partnerships  between  U.  S.  and  Japanese  researchers 
Compensation:  $1  million  a  year  for  two  years.  The  offer  is  hv 
ing  made  by  directors  of  the  U.  S.-Japan  Joint  Optoelectronic' 
Project.  The  organization,  sponsored  by  both  governments,  ii 
seeking  to  promote  cooperation  between  the  nations  on  a  fu 
ture  generation  of  computers  that  use  optical  or  optoelec 
tronic  components.  Under  the  two-year  experiment,  one  brc 
ker  in  each  nation  will  pair  up  researchers  who  have  goofy. 
ideas  for  computer  designs  with  other  researchers  who  havii 
the  necessary  components.  The  Japanese  broker  has  alread; 
been  selected:  It's  the  Optoelectronic  Industry  &  Technolog;^ 
Development  Assn.  Now,  project  directors  are  seeking  a  U.  S.; 
based  counterpart,  probably  a  company  or  university.  Thi' 
goal  is  to  pick  one  by  October. 

The  broker's  job  is  sensitive  because  neither  nation  wants  t( 
let  the  other  learn  its  secrets  in  optoelectronics.  Judson  Ci 
French,  co-chairman  of  the  project's  joint  management  commit' 
tee,  says  all  exchanges  of  information  between  designers  an( 
component  suppliers  must  be  done  by  the  broker  or  in  thi 
broker's  presence.  Says  Fi-ench:  "It's  an  experiment  to  see  i 
we  can  cooperate  in  a  competitive,  high-tech  area." 


TV  GHOSTS?  WHO  YA  GONNA  CALL? 
PHILIPS,  MAYBE 


Television  stations  are 
getting  ready  to  zap 
ghosts.  The  shadows  are 
produced  when  a  TV  re- 
ceiver picks  up  an  echo 
that  arrives  an  instant 
after  the  main  signal.  To 
wipe  out  ghosts,  broad- 
casters and  cable  opera- 
tors can  send  a  reference 
signal  in  the  intervals 
between  picture  frames. 
A  chip  in  the  TV  or  a 
set-top  box  will  detect 
ghosts  in  the  reference 
signal  and  thus  pinpoint  and  zap  ghosts  in  the  picture  itself 
Ghost-l)Usting  should  be  good  business  for  Philips  Elec 
tronics,  whose  reference  signal  was  picked  as  the  U.  S.  stan 
dard.  About  a  third  of  U.  S.  broadcasters  have  spent  from  $300 
to  $4,000  apiece  for  gear  to  transmit  reference  signals.  Field 
tests  are  expected  later  this  year  in  Europe,  Brazil,  and  Aus 
tralia.  Japan  and  South  Korea  already  use  older,  analog  refer- 
ence signals.  Set-top  ghost  cancelers  that  work  off  the  signals 
will  go  on  sale  from  Philips  next  year  at  less  than  $200. 
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Why  Settle  For  Being  Merely  Ettective 
When  You  Could  Be  Insanely  Awesome? 


Introducing  Z-NOTEFLEX, 
The  Ultimate  Multimedia  Presenter. 

Loosen  your  tie,  and  get 
ready  to  bring  down  the  house 
th  Z-NOTEFLEX,  Zenith 
Data  Systems'  new  nnulti- 
inedia  showstopper 
Built  around  a  powerful 
notebook,  the  Z-NOTEFLEX 
system  lets  you  take  the  show 
on  the  road,  and  carry  it  around 
in  your  hand  With  sharp, 
colorful  video  and  stereo 
sound,  your  business  pre- 
sentations are  sure  to  get 
attention  Detaching  the 
I^CD  display  and  placing  it 
in  front  of  your  viewers  will 
have  an  even  greater  impact; 

And  the  Z-NOTEFLEX  s 
modular  components  offer 
you  a  wide  range  of  system 
enhancements,  multi- 
media capabilities  and 
ripheral  solutions.  So  you 
stom  order  the  features  you 
nt  today,  then  upgrade 
en  you're  ready. 


Z-NOTEFLEX 
up  to 

l>nelDX4  '  75MHz  processor 
16-bit  business  audio 
iKtive-matnx.  256-cotor 
LCD  display 

FLEXSITE 
LCD  display  stand 

FLEXBAY 
battery  charging  bay 
Poppy  drive  hay 

FLEXDOCK 
enhanced  port  replicator 
lu'o  type-Ill  PCMCIA  slots 
networking  module 

FLFXSHOW" 
double-speed  CD-ROM  drive 
amplified  stereo  speakers 
two  lype-m  PCMCIA  slots 
integrated  power  supply 


in 


itel 


Multimedia  PC 


Your  audience  wants  something  worth 
tching.  And  the  Z-NOTEFLEX  delivers, 
ike  that  connection,  and  you  could  be  an 
overnight  success. 

Call  us  for  the  awesome  details. 
1-800-289-1279,  Ext.  5122 


ZENITH 

DATA  SYSTEMS 


AKE  THE  CONNECTION 


KRAVIS'  CONUNDRUM:  A  CLASSIC  KKR  ACQUISITION  IS  NOW  IN  LEGAL  LIMBO 


ANOTHER  EMBARRASSMENT 
FOR  KKR? 


It  might  lose  Walter  Industries  to  former  ally  Leon  Black 


It's  a  familiar  tale:  A  fixture  of  Corpo- 
rate America  works  for  years  to  put 
its  house  in  order.  Then,  a  crafty  deal- 
maker  from  Wall  Street  arrives,  threaten- 
ing to  steal  the  company  for  a  pittance. 

The  script  may  be  familiar,  but  the 
casting  is  decidedly  against  type.  The 
beleaguered  voice  oi  entrenched  manage- 
ment is  none  other  than  that  of  Kohl- 
berg  Kravis  Rol)erls  &  Co.,  which  once 
feasted  at  the  toj)  of  the  Wall  Street  food 
chain.  And  Henry  R.  Kravis'  adversary  is 
no  stranger:  He's  Leon  D.  Black,  head  of 


Apollo  Advisors  LP.  Black,  43,  was  a  one- 
time ally  of  KKR  who  helped  arrange  fi- 
nancing for  many  of  its  deals. 

KKR  and  Black  are  entering  the  final 
months  of  a  pitched  battle  for  control  of 
Walter  Industries  Inc.,  the  Tampa-based 
conglomerate  KKR  acquired  in  1987  only 
to  see  it  seek  refuge  in  Ijankruptcy  two 
years  later.  On  July  13,  Black  and  Leh- 
man Brothers  Inc.,  Walter'-^  biggest  bond- 
holders, formally  presentci  a  plan  to  end 
Walter's  five-year  sojourn  in  Chapter  11. 
If  accepted  by  the  bankruptcy  court,  the 


proposal  could  let  Black  wrest  control  c  j 
Walter  Industries  from  KKR,  eliminatin  j 
KKR's  91%  stake. 

It's  not  just  money  at  stake.  If  Blac  { 
manages  to  outfox  KKR,  it  would  be  ai  j 
other  blow  to  the  legendary  leverage  : 
buyout  firm.  KKR's  luster  has  alread  | 
been  dimmed  by  troubles  at  its  larger 
holding,  RJR  Nabisco  Inc.  "Kravis  ha' 
been  top-of-the-heap  for  so  long,  and  t 
have  an  upstart  like  Leon  Black  outm; 
neuver  him  has  got  to  be  a  source  ( 
chagiin,"  says  Harvard  B-school  invest 
ment  Ijanking  professor  Samuel  L.  Ha.\c 
III.  "This  is  the  pits.  It  doesn't  get  an. 
worse  than  this."  KKR,  Black,  and  Lehma 
won't  comment. 

OUTRAGED.  Walter  Industries  wasn't  su] 
posed  to  be  kkr's  Waterloo.  In  1987,  th^ 
LBO  firm  acquired  Jim  Walter  Coi'ii. 
which  builds  homes,  makes  building  mai« 
rials,  and  mines  coal,  for  $3.1  billion,  in 
eluding  debt.  Walter's  stock  had  been  d( 
pressed  by  nearly  $2  billion  in  claim: 
against  its  Celotex  Corp.  unit,  which  ha( 
manufactured  asbestos.  KKR  figured  i 
could  buy  the  company  for  a  bargaii 
price,  sell  off  the  asbestos  unit— and  it. 
thorny  lawsuits— and  book  a  hefty  profii 
Ironically,  Black,  then  an  investmen 
banker  at  Drexel  Burnham  Lambert  Inc. 
helped  KKR  create  the  junk  bonds  U>  li 
nance  the  LBO.  Drexel  is  said  to  have  re 
ceived  in  excess  of  $60  million  in  fi'< 
for  its  efforts.  Lehman  collected  ahdii  ^ 
$8  million  as  an  adviser  to  Walter.  j 
But  the  asbestos  claimants  went  aftei, 
Walter's  deeper  pockets,  anyway.  Thai; 
suit  created  a  financial  crisis  for  Walte: 
Industries  and  KKR.  Because  of  a  court 
imposed  fi'eeze  on  assets,  KKR  couldn 
sell  off  Walter's  assets  to  pay  down  debt, 
And  the  litigation  so  depressed  the  prici 
of  the  bonds  issued  to  finance  the  LBcJ 
that  it  was  impossible  for  KKR  to  reset 
interest  rates  high  enough  so  the  bond; 
would  trade  above  par,  as  promised  tc 
bondholders.  Walter  had  little  choice  but 
to  take  refuge  in  bankruptcy. 


INATOMY  OF  A  TROUBLED  DEAi 


AUGUST,  1987  KKR  an 

nounces  a  $3.1  billion  buyout 
of  Jim  Walter  Corp. 

APRIL,  1988  KKR  sells  off  the 
company's  Celotex  subsidiary, 
which  faces  billions  in  asbestos 
claim-.  Asbestos  claimants  lat- 
er sue  the  parent  anyway. 

SJf  CFKSES,  1989  With  asbes- 
tos s'jit  pendin  ,  KKR  can't  sell 


assets  to  raise  cash  and  pay 
debt  or  persuade  creditors  to 
reset  interest  rate  on  company's 
bonds.  Company  files  for 
Chapter  1  1 . 

^  989-91  Lehman  Brothers  and 
i  aon  Black  begin  acqu  ring 
debt,  becoming  the  larcj :st  un- 
st  "ured  creditors.  They  ter 
propose  settling  asbestos 
claims,  despite  KKR  objections. 


APSSiL   1 994  Judge  rules  com- 
pany no  liable  for  asbestos 
claims.  Asbestos  litigants  appeal. 

JULY,  1*;  ,H  Dueling  plans  are 
offered  to  bail  Walter  out  of 
bankruptcy.  KKR  vows  to  fight 
asbestos  appeals  and  retain 
majority  stake.  Black's  group 
proposes  settlement,  liquidat- 
ing KKR's  holding  if  it  objects. 

DATA:  COMPANY  REPORTS,  BANKRUPTCY  COURT  THINGS 


BLACK  HELPED  SET  UP  THE 
ORIGINAL  FUNDING  FOR  KKR 
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Now,  almost  live  years  later,  Black 
and  Lehman  have  outraged  kkr  by  offer- 
ing a  plan  to  take  control  of  Walter.  To- 
gether, they  have  acquired  $429  million 
worth  of  Walter  bonds,  mostly  at  deep 
discounts  that  sources  say  ran  as  low  as 
20C  on  the  dollar.  As  the  largest  credi- 
tors, they  propose  settling  with  asbes- 
tos claimants  for  $525  million,  finally  re- 
moving the  legal  cloud  over  the  company. 
The  money  would  come  fi"om  about  $600 
million  in  interest  that  bondholders  say 
Walter,  while  in  Chapter  11,  still  owes 
because  it  was  solvent  on  an  operating 
basis.  Then  Black  and  Lehman  propose 
swapping  their  existing  bonds  for  a  com- 
bination of  new  debt  and  voting  control 
3f  the  company,  kkr's  stake  would  be 
iviped  out.  Not  a  bad  deal  for  Black  and 
Lehm.an,  since  Walter's  operations  re- 
main healthy.  With  1994  revenues  ex- 
pected to  be  about  $1.3  billion,  creditors 
ralue  it  at  more  than  $2.5  billion. 

But  KKR  is  battling  back.  It  is  offering 
1  dueling  reorganization  plan  that  would 
fceep  Walter  in  Chapter  11  until  the  as- 
oestos  claims  have  been  litigated  and  ap- 
oeals  exhausted.  Bankruptcy  Judge  Alex- 
ander L.  Paskay  ruled  in  April  that 
Walter  isn't  liable  for  any  asbestos  claims. 
The  claimants  have  since  appealed,  but 
<KR  contends  Walter  will  win  again  and 
.hat  bondholders  aren't  owed  any  interest 
ifter  all.  kkk's  plan  would  give  the  fimi  a 
controlling  70%  stake  in  Walter. 
SOLE  SUPPORTER.  Black  and  Lehman's 
)lan  already  has  the  support  of  every 
najor  ci-editor.  Bondholders  are  incensed 
)ver  what  they  regard  as  a  five-year 
nterest-free  loan  to  KKR.  And  they  also 
'ear  asbestos  claimants  could  ultimately 
vin.  So  far,  KKR's  only  supporter  is  Wal- 
«r's  management,  which  owns  9%  of  the 
company.  Bank  lenders  back  both  plans. 
3oth  plans  wiU  be  mailed  on  Aug.  5  for  a 
rote.  The  tally  will  be  in  by  Sept.  23. 

Since  it  already  has  the  backing  of  the 
nore-powerful  creditors,  the  Black/Leh- 
nan  plan  will  likely  be  approved  over- 
vhelmingly.  If  Judge  Paskay  ultimately 
ipproves  the  proposal  after  holding  a 
ieparate  hearing  on  the  bondholder  in- 
,erest  issue,  kkr  has  only  one  remaining 
)ut.  The  firm  can  try  to  convince  the 
udge  that  the  plan  is  not  "fair  and  equi- 
-able"  because  it  would  strip  Walter 
ihareholders,  most  notably  KKR,  of  all 
-heir  equity  to  pay  off  the  asbestos  liti- 
gants. The  settlement  "is  an  outrageous 
ium  to  pay  for  what  the  judge  has  said  is 
vorth  zero,"  says  Michael  Crames,  the 
company's  attorney.  KKR  also  argues  that 
Black  and  Lehman  have  little  right  to 
complain,  since  both  acquired  their  Wal- 
er  bonds  at  only  a  fraction  of  face  value. 

Of  course,  KKR  doesn't  have  much  ac- 
ual  cash  invested  in  Walter  Industries, 
iither.  Its  original  investment  was  about 
!145  million.  KKR  itself  put  up  only  about 


$1.5  million  of  that;  the  rest  came  from 
the  state  pension  funds,  college  endow- 
ments, and  other  institutions  that  invest- 
ed in  KKR's  1986  fund.  Shortly  after  the 
deal  was  completed,  KKR  extracted  near- 
ly $35  million  in  investment  Ijanking  fees 
from  the  company  and  wrote  flown  its  in- 
vestors' stake  to  zero  in  1989 

If  KKR  can  defeat  the  plan  put  for- 
ward by  Black  and  Lehman,  avoid  as- 


be.stos  liability  through  the  appeal  pro- 
cess, and  deny  the  contested  interest 
payments,  one  source  says  KKR's  equity 
in  Walter  could  be  worth  more  than  $600 
million.  Any  amount  KKR  is  able  to  sal- 
vage from  its  unhappy  Walter  experi- 
ence will  come  as  an  unexpected  boon 
to  Henry  Kravis— and  his  investors. 

By  Elizabeth  Lesly  in  New  York  and 
Gail  DeGeorge  in  Tampa 


JIM  WALTER  HOMEOWNERS 
RAISE  THE  ROOF 


In  1985,  when  newlyweds  Ramon 
and  Elena  Vidal  were  earning  little 
and  living  with  his  mother,  the 
saleswoman  from  Jim  Walter  Homes 
Inc.  made  an  irresistible  offer:  a  $26,000 
home  of  their  own  with  no  money  down 
and  easy  financing,  to  be  built  on  a  lot 
the  Vidals  owned  in  San  Diego,  Tex. 

They  may  be  wishing  they  still  lived 
with  Ramon's  mother.  The  foundation 
of  the  Vidals'  house  began  sinking  al- 


A  JACK  KEEPS  THE  VIDAL  HOME  FROM  CAVING  I 


most  immediately.  Now,  the  house  is 
slipping  off  its  concrete  base,  and  a 
jack  supports  the  center  to  keep  it 
from  caving  in.  "It  looks  like  we  made 
a  very  bad  investment,"  says  Elena. 
ERODING  VALUE?  The  Vidals  and  some 
400  other  unhappy  Jim  Walter  home- 
owners in  South  Texas  banded  togeth- 
er and  sued  Mid-State  Homes  Inc., 
which  holds  the  mortgages  on  most  of 
the  homes  built  by  Jim  Walter  Homes, 
the  sixth-largest  homebuilder  in  the 
country.  Mid-State,  along  with  Jim 
Walter,  is  a  subsidiary  of  Walter  In- 
dustries Inc.  And  since  Kohlberg  Kra- 
vis Roberts  &  Co.  acquired  Walter  in 
1987,  the  irate  Texans  sued  Henry  R. 
Kravis  for  good  measure.  In  the  suit, 
they  allege  fi'aud  and  deceptive  trading 
practices,  among  other  charges.  Walter 
Industries  denies  any  wrongdoing.  KKR 
and  Kravis  wouldn't  comment. 

The  Vidals  and  other  homeowners 


say  their  initial  complaints  met  with  no 
response.  A  company  spokesman  ac- 
knowledges that  some  houses  may 
need  repairs,  but  says  Walter  has  "sub- 
stantially" lived  up  to  its  construction 
contracts  and  blames  some  of  the  prob- 
lems on  poor  maintenance.  He  notes 
that  out  of  nearly  84,000  active  mort- 
gages, the  company  faces  only  133  oth- 
er legal  claims  of  construction  defects. 
But  at  the  urging  of  their  attorney, 
Hector  Gonzalez,  the  Vidals  and 
hundreds  of  other  Jim  Walter 
homeowners  haven't  made  a 
monthly  mortgage  payment  in 
four  years.  Those  payments 
should  be  going  to  Mid-State, 
and  the  delinquent  mortgages 
could  be  of  concern  to  Walter 
Industries'  creditors  as  the  com- 
pany struggles  to  get  out  of 
Chapter  11.  The  mortgages  in 
Mid-States'  portfolio  are  the 
company's  largest  asset.  If  they 
were  bundled  and  sold  to  inves- 
tors as  mortgage-backed  secur- 
ities, they  would  be  worth  about 
$850  million,  creditors  say. 


The  company  dismisses  suggestions 
that  homeowner  dissatisfaction  could 
spread  and  erode  the  value  of  mort- 
gage-backed securities  the  company 
might  issue  in  the  future.  It  says  its 
mortgage-delinquency  rate  has  been 
almost  unchanged  at  4.5%  since  1988. 
But  Gonzalez  says  he  has  40  more  cas- 
es ready  to  go  and  notes  that  Jim  Wal- 
ter Homes  has  had  a  long  history  of 
legal  trouble.  In  the  late  1970s,  without 
admitting  wrongdoing,  Walter  settled 
two  separate  suits  involving  homeown- 
ers in  Mississippi  and  Kentucky. 

Gonzalez  himself  sued  the  company 
twice  in  the  1980s,  netting  settlements 
totaling  $6.4  million.  "Jim  Walter 
Homes  has  built  shoddy  houses  all  over 
the  state,"  he  says.  The  way  he  sees  it, 
unhappy  Jim  Walter  customers  will 
keep  him  busy  for  quite  some  time. 

By  Stephanie  Anderson  Forest  in  San 
Diego,  Tex. 
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STRATEGIES! 


AlCQA  WANTS  TO  TAKE 
ITS  SHOW  ON  THE  ROAD 


It's  pushing  auto  makers  to  splurge  on  aluminum 


CHIEF  EXECUTIVE  O'NEILL  HAS  A  POWERFUL  ALLY:  FUEL-CONSCIOUS  FEDS 


Parked  at  the  curb,  the  gleaming 
silver  Audi  A8  looks  much  like 
other  luxury  sedans.  Walk  up  and 
give  it  a  knock.  Feels  solid.  Close  the 
door,  and  it  thumps  with  Mercedes-like 
authority.  But  beneath  the  buffed  fin- 
ish is  a  revolution  in  automobile  con- 
struction. You  won't  find  a  steel  struc- 
ture, the  mainstay  of  car  design  for  the 
past  90  years.  Instead,  there's  a  space- 
age  tubular  web  of  aluminum. 

This  sleek  Audi  represents  a  bold 
gamble  by  Aluminum  Co.  of  America  to 
restore  some  luster— both  to  aluminum 
and  its  own  sagging  returns.  The  metal's 
price  has  tumbled  40%  over  the  past 
five  years,  and  CEO  Paul  H.  O'Neill  is  on 
a  mission  to  persuade  auto  makers 
worldwide  of  the  benefits  of  lightweight, 
fuel-efficient  aluminum  cars.  And  he's 
attracting  some  interest.  In  addition  to 
Audi,  Alcoa  has  a  project  with  Chrysler 
Corp.  to  develop  the  Prowler,  a  limited- 
production  aluminum  hot  rod.  Alcoa  says 
it  has  projects  under  way  with  other 
carmakers,  but  it  won't  disclose  details. 

Twenty  years  ago,  Alcoa  helped  ex- 
pand aluminum's  market  by  leading  the 
industry's  grab  of  the  beverage-can  mar- 
ket from  Big  Steel.  But  it's  not  certain 
that  this  latest  bid  will  be  as  successful. 


The  steel  industry  is  already  producing 
ever  lighter  gauges  of  steel.  And  then 
there's  aluminimi's  cost— three  times  that 
of  steel.  The  aluminum  Audi,  made 
largely  by  hand,  sells  for  $46,550.  But 
Audi,  without  disclosing  figures,  admits 
that's  below  its  costs.  Even  though  Al- 
coa is  looking  for  a  technology  that 
would  bring  the  cost  of  aluminum  cars  in 
line  with  that  of  steel  ones,  O'Neill  says, 
"we  may  have  to  promise  it  before  we 
know  how  to  do  it." 

O'Neill,  58,  who  joined  Alcoa  as  CEO 


AUOA  lOOKS 
TO  AUTOS... 

AUDI  A8  In  partnership  with  the 
German  auto  maker,  Alcoa  helped 
design  and  manufacture  this  first 
prototype  of  an  aluminum  car  for 
the  European  market. 

PROWLER  Chrysler  and  Alcoa  are 
jointly  developing  this  aluminum 
cor,  described  as  a  1 930s- 
style  roadster. 

AUTO  PARTS  Expanding  lineup  of 
aluminum  wheels,  engine  blocks, 
and  other  parts,  while  perfecting 
technology  to  build  aluminum  cars. 

DATA:  BUSINESS  WEEK,  CSFIRg  BOSTON 


in  1987  after  serving  as  president  l  |i| 
International  Paper  Co.,  is  making  tho 
promises,  since  he  needs  new  customti' 
Russian  aluminum  producers  have  1k'( 
flooding  the  market  for  the  past  thre, 
years  to  raise  hard  currency  and  offsAII 
the  loss  of  defense  contracts  at  hom 
The  result:  Aluminum  prices  sank 
record  lows  in  1993.  Excluding  accoun 
ing  changes,  Aloca's  net  income  plunge 
79%,  to  $4.8  million,  in  1993,  as  its  salt 
fell  5%.  to  $9  billion. 

In  the  spring,  major  aluminum-pn 
ducing  nations,  including  Russia,  dre 
up  an  OPEC-style  accord  to  limit  produ 
tion.  That  has  helped  push  prices  u 
20%  this  year.  Analyst  Thomas  M.  Va 
Leeuwen  of  cs  First  Boston  estimate 
that  Alcoa's  profits— which  fluctuat 
wildly  with  aluminum  prices— could  re 
bound  to  $132  million  this  year  as  rev( 
nues  rise  7%,  to  $9.7  billion.  Even  s( 
the  aluminum  market  is  notoriously  c> 
clical,  and  prices  could  decline  again. 
BllllONS  INVESIED.  By  then,  O'Neill  hope 
to  have  Alcoa  entrenched  in  the  aut 
business.  Aluminum's  biggest  allies 
this  fight  are  Washington  regulator 
When  mileage  standards  were  imposed 
the  1970s,  auto  makers  looked  to  alum 
num  parts,  which  weigh  40%  less  tha 
steel  ones,  to  lighten  cars.  Today,  the  a 
erage  aluminum  content  is  200  pouno 
per  vehicle,  vs.  50  pounds  in  the  1960s 
Still,  cars  account  for  just  10%  of  Al 
coa's  business,  while  aluminum  cans  pn 
duce  22%.  And  Alcoa  will  have  a  toug^ 
time  persuading  car  companies  to  go  o 
an  all-aluminum  diet:  They  have  billion: 
invested  in  equipment  that  manufacture; 
cars  and  light  trucks  by  bending  an 
welding  steel.  They  would  need  to  re 
place  it  with  equipment  to  form  an( 
bond  aluminum— machinery  that  hasn' 
been  invented  yet  for  high-volume  pro 
duction.  And  switching  is  expensive.  Foi 
each  pound  they  save  by  substitutin.hi 
aluminum  for  steel,  auto  makers  spenc 
$1.50  in  added  raw  materials  and  manu 
facturing  costs,  ac 
cording  to  a  recent 
Massachusetts  Insti 
tute  of  Technology 
study.  Small  wonder 
auto  makers  aren't 
ecstatic  over  alumi- 
num.   "They  come 
kicking  and  scream 
ing  to  the  aluminum 
industry,"  acknowl 
edges  L.  Patrick  Has 
sey,  president  of  Al 
coa's  Aerospace  & 
Commercial  Rolled 
Products  Div. 

But  they  do  come, 
if  just  to  be  ready  in 


...TO  REBUILD 
ITS  PROFITS 
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case  of  another  energy  crisis  or  tougher 
mileage  standards.  Ford  Motor  Co.,  for 
one,  is  testing  40  experimental  alumi- 
num Sables  it  built  with  Alcan  Alu- 
minum Ltd.  Honda  Motor  Co.  came  out 
with  the  sporty  aluminum  NSX,  which 
it  developed  with  Kobe  Steel  Ltd. 

Alcoa's  push  to  develop  aluminum  cai's 
has  been  far  more  aggressive.  In  1991,  it 
got  Audi  to  participate  in  an  aluminum 
car  project  by  offering  to  build  a  $70 
million  factory  in  the  German  town  of 
Soest.  The  result:  Tlie  A8,  which  went  on 
sale  in  June,  weighs  310  pounds  less  than 
comparable  cars  and  gets  10%  to  15% 
better  mileage.  Still,  Alcoa  engineers  are 
struggling  with  pr'oduction  methods  to 
lower  costs.  Meanwhile,  Alcoa  and  Chrys- 
ler are  in  the  middle  of  developing  the 
Prowler.  The  No.  3  auto  maker  has  al- 
ready built  some  prototype  aluminum 
Neons.  But  concerned  about  cost,  it  has 
not  decided  whether  to  produce  the 
Prowler,  an  entirely  new  model. 
RIVETS  REQUIRED.  Aluminum  cars  may 
never  roll  oft  assembly  lines  until  ways 
are  found  to  build  them  as  cheaply  as 
steel  cars.  At  the  Alcoa  plant  in  Germa- 
ny, workers  use  castings  and  extru- 
sions—pieces of  aluminum  pushed  like 
Play-Doh  through  variously  shaped 
holes— to  brace  the  aluminum  skin.  That 
makes  the  structure  as  strong  as  steel. 
Still,  aluminum  doesn't  weld  easily,  so 
parts  have  to  be  riveted  and  glued  to- 
gether. To  cut  costs,  Alcoa  is  working  on 
reducing  the  number  of  stamped  parts 
used  in  cars  from  250  per  vehicle  to  100. 
Alcoa  hopes  this  will  help  it  perfect  a 
manufacturing  process  to  produce  niche 
lines  of  aluminum  cars  as  cheaply  as 
steel  ones  in  three  years.  Alcoa  expects 
to  be  selling  $1  billion  worth  of  alumi- 
num bodies  within  10  years.  Today,  its 
frame  sales  total  $50  million. 

Even  if  it  solves  its  technological  puz- 
zles, Alcoa  faces  a  livelier  steel  industry 
than  the  sluggish  giant  it  defeated  in 
the  can  war.  Steel  companies  are  al- 
ready designing  low-weight  steel  vehicles 
for  the  Big  Three.  "We  think  we  can 
match  [aluminum's]  weight  savings  at  a 
cost  reduction,"  says  Peter  Peterson, 
marketing  strategies  and  product  appli- 
cations director  at  U.  S.  Steel.  "Shame 
on  us  if  we  should  drop  the  ball." 

O'Neill  says  he  understands  the  chal- 
lenges—and he's  not  about  to  stake  Al- 
coa's survival  solely  on  cars.  That's  why 
he's  slashing  costs  at  home  while  trying 
to  find  new  markets  in  fast-growing 
Asian  economies.  Still,  if  Alcoa's  big  bet 
on  aluminum  cars  doesn't  pay  off,  O'Neill 
may  have  to  get  used  to  seeing  his  prof- 
its turn  light  as  a  feather  whenever  alu- 
minum weighs  heavily  on  the  market. 

By  Stephen  Bctke?-  in  Pittsburgh,  with 
David  Woddniff  in  Detroit  and  bureau 
reports 


BEER  I 


HEINEKEN'S  BATTLE 
TO  STAY  TOP  BOTTLE 


Its  turf — the  world — is  being  invaded  by  big  American  rivals 


r 


There's  an  imaginary  tale  making  the 
rounds  at  Heineken's  headcjuarters 
in  Amsterdam  these  days.  Alfred 
H.  Heineken,  chairman  of  his  company's 
supervisory  council,  meets  his  counter- 
parts from  U.  S.  rivals  Anheuser-Busch 
and  Miller  Brewing  at  a  bar.  August  A. 
Busch  III  orders  a  Budweiser.  Jack  N. 
MacDonough,  CEO  of  the  Milwaukee 
brewer,  asks  for  a  Miller.  Freddy,  as  the 
7()-year-old  Heineken  executive  is  known, 
waves  the  bartender  off,  explaining  to 
his  companions:  "If  you  won't  order  a 
beer,  I  won't  order  a  beer  either." 

Old  World  snobbery,  perhaps.  But  you 
can't  blame  the  Heineken  crowd  for 
sounding  a  bit  smug.  After  all,  the  com- 
pany's beer  is  downed  by  more  people 
in  more  corners  of  the  globe  than  any 
other.  It's  the  No.  1  imported  beer  in  the 
vast  American  market.  Moreover,  its  fa- 


miliar green  bottlei 
sold  from  Caracas  t 
the  Congo— is  th 
world's  first  truly  gL 
bal  brand  of  beer.  TV 
U.  S.  brewers  are  sti 
groping  for  ways  t 
push  into  overse; 
mai"kets,  but  the  Date 
brewer  planted 
green-and-white  un 
brellas  across  th 
world's  squares  and  p 
azzas  more  than  half 
century  ago. 

But  with  little  or  n 
growth  expected  £ 
home,  the  two  Amer 
can  giants  are  shiftin 
their  focus  to  frothie 
markets  in  Asia,  Lati 
America,  and  Europ( 
That  means  the  bi; 
global  battle  amon; 
the  top  three  beer  t 
tans  is  about  to  begi 
in  earnest.  Mille 
Brewing  Co.,  a  unit  c 
Philip  Morris  Cos.,  an 
Anheuser-Busch  Cos 
are  forging  alliance 
and  buying  stakes  in  breweries  aroun 
the  world.  Heineken  is  girding  to  defen( 
itself  against  the  neophytes  with  a  bij 
push  into  Asia  and  Central  Europe.  It  i 
also  scouting  for  new  partners  "to  ex 
pand  our  growth  opportunities,"  say; 
Chief  Executive  Karel  Vuursteen. 

The  Americans  are  still  far  behind  ii 
terms  of  geographic  reach  (charts).  Bu 
with  their  deep  pockets,  Anheuser  am 
Miller  could  make  rapid  strides  in  nev 
lands.  Admits  Vuursteen:  "You  shouk 
never  underestimate  your  competitors. 
Already,  Heineken  is  far  more  likely  U 
bump  up  against  troops  fi-om  Anheuser 
nearly  three  times  Heineken's  size, 
places  such  as  China.  And  Miller  may  b( 
able  to  tap  into  Philip  Morris'  interna 
tional  marketing  savvy. 

To  gain  experience  quickly.  Miller  toot 
a  20%  stake  in  Canada's  Molson  Brewer 
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:es  last  year,  while  its  parent  has  bought 
i  7.9%  stake  in  Mexico's  No.  2  bi-ewery, 
^EMSA,  which  makes  Dos  Equis.  Fast  on 
;he  heels  of  that  deal,  Anheuser  snapped 
jp  a  17.7%  stake  in  Mexico's  largest  brew- 
;ry,  Grupo  Modelo,  famous  for-  Corona.  It 
dso  acquired  a  5%  stake  in  China's  Tsing- 
ao  Brewery.  "Four  years  ago,  Anheuser 
ind  Miller  weren't  on  [Heineken's]  radar 
icreen,"  warns  a  top  rival  executive. 
Both  now  have  international  strategies 
md  formidable  cash  flows." 
>UTCH  TREAT.  Vuursteen  is  preparing  for 
he  coming  battles.  In  the  U.  S.,  Heineken 
las  recently  strengthened  its  position  by 
aking  over  its  long-standing  American 
listributor  and  installing  its  own  man  to 
xin  the  operation.  Aside 
rem  low-cal  Amstel 
jight,  the  Dutch  are 
)ushing  new  products 
;uch  as  Murphy's  Irish 
>tout  through  their 
J.  S.  distribution  net- 
vork.  To  maintain  its 
lold  on  the  No.]  spot, 
leineken  is  spending 
40  million  plus  on  U.  S. 
idvertising  this  year— 
nore  than  all  other  im- 
lorters  combined. 

In  Europe,  not  every 
irewer  will  survive  in- 
lependently.  Indeed, 
arUer  this  year.  Miller's 
lacDonough  stopped 
ly  Amsterdam  head- 
luarters  to  hoist  a  few 
irews,  leaving  some 
leineken  executives 
/ith  the  impression 
hat  he  was  on  the 
■rowl  for  deals  in  Eu- 
ope.  Heineken,  of 
curse,  would  be  a  per- 
3Ct  geographic  fit. 

But  Heineken  would 
ot  be  a  willing  partner 
0  a  full-scale  marriage, 
'hilip  Morris  is  prob- 
bly  the  only  company 
nth  the  financial  mus- 
le  to  come  up  with  the 
7.5  billion  it  would  take 
3  seize  control  of  Hei- 
eken,  but  Vuursteen 
m't  exactly  receptive 
3  the  idea.  "There  are 
ome  companies  that 
elieve  if  they  offer 
nough,  you'll  be  for 
ale,"  he  says,  his  face 
eddening  in  anger. 
We're  not  for  sale." 

Besides,  the  leg- 
ndary  Freddy  Heine- 
en  would  never  allow 
..  He  has  repeatedly 
aid  he  won't  sell  out. 


FETING 


And  he's  still  very  much  a  force,  conti-ol- 
ling  ju.st  over  50%  of  the  publicly  traded 
company's  stock.  He  gave  up  day-to-day 
operating  control  in  1989,  but  he's  still 
chairman  of  the  company's  powerful 
supervisory  council.  Since  his  private  of- 
fice is  just  around  the  corner  from 
Heineken's  headquarters,  he  often  pops  in 
for  chats  with  Vuursteen,  whom  he  per- 
sonally recruited  from  Dutch  electronics 
giant  Philips.  Yet  Freddy's  succession  re- 
mains an  open  question.  His  only  child,  a 
daughter,  is  not  involved  in  the  business. 
What  will  happen  to  Fi-eddy's  stake  when 
it  passes  out  of  his  control  is  unclear. 

Vuursteen,  52,  isn't  waiting  to  find  out. 
To  defend  Heineken's  leading  position  in 
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the  $31  billion  European  beer  market, 
he's  building  what  insiders  call  "Fort  Eu- 
rope." The  goal  is  to  make  Heineken  the 
dominant  bi'and  in  an  expanded  Europe 
in  the  same  way  that  Budweiser  rules 
the  U.  S.  market.  That's  hard  to  do  with 
choosy  Em-opean  beer  diinker-s,  who  have 
strong  loyalties  to  the  beers  in  theii"  back- 
yar-ds.  So  Heineken  is  teaming  up  with 
smaller  rivals  in  Hungary,  Poland,  and 
Switzerland,  buying  local  stakes,  plan- 
ning to  have  them  eventually  brew  Hei- 
neken themselves. 

PACIFIC  OVERTURE.  In  Asia,  the  key  Hei- 
neken bet  is  on  a  joint  ventui  e  with  Sin- 
gapore's Fi-aser  &  Neave,  called  Asia  Pa- 
cific Breweries,  which  is  the  maker  of 
Tiger  Beer.  Aside  fi'om 
a  financial  stake  of  42.5%, 
Vuursteen  has  strength- 
ened the  relationship  by 
shifting  more  Heineken 
executives  into  the  ven- 
ture over  the  past  year. 
More  important,  he  has 
signed  on  to  Asia  Paci- 
fic's plans  to  spend  some 
$460  million  over  the 
next  three  years  to  buy 
and  build  breweries. 

Already,  Asia  Pacific 
has  sriapped  up  a  stake 
in  Fujian  Breweiy,  in  the 
Chinese  city  of  Fuzhou, 
and  has  plans  foi  brew- 
ery projects  in  Thailand 
and  Vietnam.  Vuuisceen 
figures  the  Chinese  beer 
market  is  growing  at 
20%  a  year,  which  means 
an  additional  beer  vol- 
ume of  some  530  million 
gallons— equaling  the  en- 
tire French  beer  market. 

One  advantage  Hei- 
neken enjoys  over  its 
u.  S.  rivals  is  its  lengthy 
history  of  recruiting  and 
training  globally  minded 
executives.  Hair  de  Goed- 
eren,  Heineken's  produc- 
tion director  in  the  Neth- 
erlands, recalls  that 
during  his  454  years 
working  in  Heinekerr  out- 
posts in  Afi'ica,  the  tele- 
phone often  didn't  work. 
"That  was  good  tr  aining 
for  making  your  own  de- 
cisions without  the  sup- 
port of  the  group  in  Hol- 
land," he  says. 

Nor  has  Heineken 
been  stingy  with  spread- 
ing knowhow  abroad. 
Starting  in  1931,  when  it 
teamed  up  with  Singa- 
pore's Fi-aser  &  Neave, 
Heineken  has  run  the 
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tecl.ii  >:i  side  of  the  operation  while  its 
partners  handled  the  selling.  The  com- 
pany has  followed  a  basic  pattern:  It  be- 
gins by  exporting,  which  helps  boost 
bi-and  familiarity  and  image.  Then,  if  the 
market  looks  enticing  enough,  it  will  li- 
cense its  brands  to  a  local  brewer,  ex- 
panding the  volume  of  its  beer  reaching 
the  market.  If  the  relationship  flourishes, 
Heineken  may  take  an  equity  stake  or 
forge  a  joint  venture  with  it. 

More  often  than  not,  the  formula  has 
worked.  The  primary  goal  is  to  piggy- 
back sales  of  its  pricier  Heineken  brand 
on  top  of  the  established  local  brew,  em- 
ploying a  single  sales  force  and  distribu- 
tion network  for  both  brands.  That  pyra- 
mid structure,  with  Heineken  at  the  top 
and  lesser-priced  brands  at  the  bottom,  is 
important  to  protecting  the  premium  im- 
age of  the  company's  flagship. 

While  it  uses  the  home  brew  to  cater 
to  local  tastes,  the  Heineken  recipe  stays 
the  same  everywhere.  Every  two  weeks, 
the  Heineken  "A  yeast,"  developed  by  a 
student  of  Louis  Pasteur,  is  air-shipped 
from  Holland  to  the  19  breweries  around 
the  world  that  make  Heineken.  The  yeast 
helps  give  the  brand  its  distinctive  taste, 
which  British  beer  connoisseur  Michael 
Jackson  describes  as  "crisp,  slightly  sprit- 
zy,  and  grassy."  Its  premium  image  is 
the  envy  of  brewers  everjTvhere.  While 
Heineken  is  an  everyday  brand  in  the 
Netherlands,  its  marketers  have  succeed- 
ed in  transforming  it  into  a  top-shelf  prod- 
uct almost  everywhere  else.  In  the  U.  S., 
a  case  of  Heineken  sells  for  twice  as 
much  as  a  case  of  Budweiser. 

Despite  its  cachet,  Heineken  does  face 
some  gritty  challenges.  It  remains  far 
less  efficient  than  its  U.  S.  rivals,  with 
operating  margins  of  about  11.2%  in  1994, 
vs.  Anheuser's  at  16.3%.  That's  a  situation 
Vuursteen,  who  served  as  a  crisis  manag- 
er at  Philips  before  joining  the  brewer,  is 
hoping  to  change.  The  company  cut  5%  of 
its  workforce,  or  1,323  jobs,  last  year, 
mostly  in  Europe  and  Africa.  There  are 
more  layoffs  to  come  in  Holland  and  else- 
where on  the  Continent.  As  a  result,  this 
traditionally  paternalistic  company  is  fac- 
ing its  first  labor  unrest  ever. 

But  with  its  strong  cash  flow,  conserva- 
tive balance  sheet,  and  recognition  that  it 
needs  to  become  more  efficient,  chances 
are  Heineken  can  remain  independent  for 
years.  Its  war  chest  of  $900  million  in 
cash  and  securities,  plus  strong  borrowing 
capacity,  could  allow  it  to  "easily"  make  a 
$1  billion-plus  acquisition,  Vuursteen  says. 
If  he  can  stay  the  course,  he'll  do  more 
than  merely  maintain  Heineken's  inde- 
pendence. He'll  be  teaching  the  Ameri- 
cans their  lessons  for  years  to  come. 

By  Julia  Flynyi  in  Amsterdam,  with 
Richard  A.  Melcher  in  Chicago 


COFFEE  I 


TROUBLE  BREWING 
AT  THE  COFFEE  BAR 


After  Brazil's  frost,  U.S.  price  hikes  provide  grounds  for  worry 


Over  the  past  few  years,  millions 
of  Americans  have  become  ad- 
dicted to  novel  forms  of  coffee: 
such  concoctions  as  a  $2.20  double  tall 
latte— two  shots  of  espresso  drowned  in 
steamed  milk.  And  many  who  once 
bought  cans  of  Folger's  or  Maxwell 
House  are  buying  beans  with  such 
names  as  Colombian  Supremo  or  Irish 
Cream,  selling  for  up  to  $8  a  pound. 

But  now,  such  trendsetters  will  have 
their  newfound  dedication  to  gourmet 
coffee  tested.  Two  severe  fi'osts  in  Brazil 


DAUNTLESS  IN  SEATTLE:  AT 
STARBUCKS,  JUST  10%  PRICIER 


0.S 
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in  June  and  July  have  sent 
prices  soaring  on  commodi- 
ty exchanges,  and  the  rises 
are  being  passed  on  to  the 
consumer.  That  could  turn 
off  some  of  the  newly  initi- 
ated and  lead  to  a  shakeout 
in  the  booming  business. 

After  dropping  in  the 
1960s  and  1970s,  consump- 
tion in  the  U.  S.,  the  world's 
largest  coffee  market,  has  been  climbing, 
largely  because  of  specialty  brews.  In 
the  '90s,  that  segment  has  grown  by  7% 
to  10%  a  year,  as  such  cafe  chains  as 
Starbucks  and  Gloria  Jean's  opened  out- 
lets across  the  country.  Entrepreneurs 
jumped  in,  too,  offering  lattes  and 
mochas  on  street  corners. 

Until  this  year,  though,  basic  gi-een- 
coffee  prices  remained  low.  That's  be- 
cause the  International  Coffee  Agree- 
ment, a  cartel  that  for  years  propped 
up  prices,  fell  apart  in  1989.  As  prices 
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softened,  world  production  fell  this  ha' 
vest  season,  to  an  estimated  90.6  millicjf 
bags— well  below  consumption  of  abow 
100  million  bags  per  year.  j 
FAST  KICK.  Next  year's  crop  was  e;< 
pected  to  decline  even  more.  Then  th; 
frosts  hit  Brazil,  which  grows  one-thirl 
of  the  world's  coffee,  and  wiped  oi^i 
an  estimated  45%  of  its  1995  harves-I 
That  sent  coffee  prices  up  100%  on  Ne''' 
York's  Coffee,  Sugar,  &  Cocoa  Sugt 
Exchange,  to  a  high  of  $2.74  a  poun 
on  July  13. 

In  the  U.  S.,  the  big  thre 
producers  reacted  quickl;; 
Procter  &  Gamble,  Krai' 
General  Foods,  and  Nesth 
which  together  control  70' 
of  the  market,  kicked  price; 
up  45%,  or  about  $1.35  pe 
pound.  Hikes  by  gourmet-co 
fee  producers,  with  fatte: 
margins,  have  been  some? 
what  less.  Brothers  Gourme 
Coffees  in  Boca  Raton,  Fla; 
the  largest  supplier  to  U.  E 
supermarkets,  raised  it 
prices  65?  per  pound. 

Consumer  agencies  ar 
taking  notice.  On  July  ' 
Richard  M.  Kessel,  execi 
tive  director  of  the  Ne\ 
York  State  Consumer  Pre 
tection  Board,  called  o 
the  Justice  Dept.  to  in\'<- 
tigate  the  surge  in  rt-Ui 
prices.  "Coffee  already  d 
store  shelves  has  not  bin; 
to  do  with  this  year's  ci-op 
Kessel  says. 

Seattle's  Starbucks  (_'<i1 
fee  Co.,  whose  383  outlet 
make  it  the  nation's  No. 
operator  of  specialty  coffee  shops,  claim 
that  its  planned  10%  price  hike  on  Jul; 
22  is  minimal.  "We  did  not  raise  on 
price  to  cover  current  replacement  cost- 
only  to  cover  incremental  costs  in  fis.-j 
1995,"  says  Starbucks  President  Orii 
Smith.  He  and  other  gourmet  sellei- 
are  sticking  to  their  growth  plans 
They're  betting  that  consumers  hookec 
on  lattes  won't  mind  spending  an  extr; 
nickel  or  dime  for  their  morning  fix.  ) 

By  Dori  Jones  Yang  in  Seattle,  witt 
Bill  Hinchber-ger  in  Sao  Paulo 
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Wlien  the  architect  in 
Boston  showed  her  drawings 
\da  computer  to  the  client  in 
Seattle,  he  looked  puzzled 
until  she  walked  him  through 
eachroom 


Now  you  can,  too. 


Introducing  AT&T  WorldWorx™  Solutions: 
video,  voice  and  instantaneous  data 
sharing. 

It's  simple  to  use.  Its  affordable.  And 
it  enables  you  to  Alt^l 
collaborate  on  eveiy-  MJVVNIAGE 
thing  from  spreadsheets  to  word  process- 
ing to  design.  Because  you'll  not  only  see 
and  hear  each  other,  you'll  be  able  to 
work  on  the  same  document  at  the  same 


time,  just  as  if  you  were  sitting  next  to 
each  other  instead  of  across  the  country. 
So  you'll  be  able  to  save  time  and  make 
decisions  faster.  Which  could  be  the  busi- 
ness ad\antage  you've  been  waiting  for. 

So  whatever  your  business,  find  out 
how  AT&T  WorldWorx  Solutions  can  help 
you  transform  the  way  you  work  with  other 
people.   


lust  call  us  at 


1 800  828-WORX. 


Ali^  Wor[,dWorx  '  Solutions. 
Changing  tlie  way  people  work. .  .togedier. 


©  1994  AT&T 

WorldWorx  is  a  trademark  of  AT&T 
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INVESTEGATION  I 


BLOWING  THE  WHISTLE  ON 
A  FAMOUS  WHISTLE-BLOWER 


Accusations  of  stock  manipulation  are  dogging  star  analyst  Ray  Dirks 


Wliistle-blower.  To  Raymond  L. 
Dirks,  Wall  Street's  most  sto- 
ried securities  analyst,  the 
whistle-blower  holds  a  special  place  of 
honor.  No  wonder.  In  1973,  while  much 
of  the  Street  looked  on  in  derision— and 
the  Securities  &  Exchange  Commission 
cried  foul— Dirks  warned  investors  of  a 
fraudulent  stock,  Ecjuity  Funding.  In  the 
years  to  come,  Equity  Funding  went 
bust  and  Dirks  was  victorious,  though  it 
took  a  long  and  costly  battle  all  the  way 
to  the  U.  S.  Supreme  Court.  In  the  end, 
Ray  Dirks,  whistle-blower,  was  cleared 
of  spreading  inside  information. 

This  new  episode  of  the  Dirks  saga 
involves  whistle-blowers.  But  this  time, 
other  people  are  blowing  the  whistle— on 
Dirks— and  some  of  their  accusations  are 
as  grave  as  stock  manipulation.  And  this 
time,  it  is  Dirks  who  is  trying  to  dis- 
credit his  most  visible  adversary— even 
as  some  of  his  closest  associates  seem  to 
be  taking  sides  against  him. 

Such  is  the  latest,  increasingly  curious 
chapter  in  the  story  of  the  60-year-old 
Dirks,  one  of  the  Street's  most  widely 
quoted  stock-pickers.  Today,  ever  more 
serious  questions  are  l)eing  raised  about 
Dirks,  his  firm  Ray  Dirks  Research,  and 
RAS  Securities  Corp.,  the  Manhattan- 
based  underwriter  from  which  Dirks  is 
about  to  part  comi)any. 

This  tale  is  multifaceted  but  has  a 
common  thread:  Ray  Dirks's  most  be- 
loved stock,  oxiGENE.  It  is  the  story  of 
his  effort  to  discredit  Susie  Niess,  a  for- 
mer Dirks  analyst  who  has  no  love  for 
oxiGENE.  And  it's  the  story  of  Michael 
M.  LeConey,  Dirks's  star  biotech  ana- 
lyst and  OXiGENE's  main  champion,  who 
Niess  maintains  improperly  traded  in 
stocks  he  recommended  through  an  ac- 
count in  another  person's  name. 
STOCK  DIPS.  Apparently  the  SEC  is  exam- 
ining some  of  the  goings-on  at  RAS.  Ac- 
cording to  sources  at  RAS,  the  sec  has 
launched  an  inquiry  into  trading  at  RAS 
of  shares  of  oxiGENE.  HAS  Chief  Execu- 
tive Robert  A.  Schneider  declined  com- 
ment, and  Dirks  denied  knowledge  of 
the  probe.  (The  SEC  would  not  say  if  it 


NIESS  GAVE  THE  SEC  RECORDS  IMPLICATING  A  DIRKS  ANALYST  IN  ALLEGED  IMPROPER  TRADING 


is  conducting  an  inquiry.)  The  probe  is 
said  to  have  begun  on  July  1,  the  day  an 
article  appeared  in  BUSINESS  WEEK  about 
Dirks.  The  article  explored  accusations 
that  current  and  former  employees  had 
leveled  against  him.  Dirks  Research,  and 
R.-\S  Securities.  Some  of  those  allega- 
tions maintainefl  that  Dirks  had  gone 
overboard  in  promoting  OXitiENE,  his 
largest  holding,  and  other  stocks.  The 
sources  maintained  that  RAS  had  en- 
gaged in  improper  trading  practices  to 
boost  the  price  of  stocks  RAS  took  public. 
The  allegations  were  denied  by  Dirks 
and  Schneider. 

In  the  weeks  since  then,  the  accu- 
sations have  become  even  more  seri- 


ous. Among  the  questions  being  raised: 
■  What  explains  the  decline  in  oxIgene 
stock  from  June  28  to  June  30,  just 
prior  to  negative  publicity?  OXiGENE 
plummeted  20%  prior  to  a  June  29 
broadcast  by  Dan  Dorfman  of  CNBC,  who 
was  downbeat  on  OXiGENE.  Dorfman 
mentioned  speculation  about  an  impend- 
ing BUSINESS  WEEK  story,  which  ap- 
peared on  July  1  and  was  also  negative,  t 
According  to  trading  records,  a  50,000- 
share  block  of  OXiGENE  stock  was  traded 
over  the  counter  at  11:44  a.m.  on  June 
28,  some  two  hours  before  Niess  says  ,\ 
she  was  interviewed  by  Dorfman,  who 
quoted  her  in  his  broadcast.  A  RAS 
source  says  the  shai'es  were  bought  by  a 


64  BUSINESSWEEK/AUGUST  1,  1994 


FINANC  Ik 


v-edish  institution,  but  it  could  not  be 
termined  who  the  seller  was  or  if  the 
ning  was  related  to  the  impending 
gative  publicity.  Dirks  says  OXiGENE 
ares  were  under  attack  by  short-sell- 
s  who,  he  adds,  have  amassed  a  giant 
ort  position. 

Did  Dirks  artificially  inflate  the  price 
oxiGENE  stodc  in  midJuly?  This  allega- 
)n  is  stunning  because  it  asserts  that 
rks  attempted  to  manipulate  the  price 
oxiGENE  shares  after  the  SEC  launched 
5  inquiry  on  July  1.  According  to  a 
urce  at  RAS,  in  recent  weeks  Dirks 
flated  the  price  of  oxiGENE  by  buying 
ares  for  accounts  that  did  not  order 
e  stock,  with  the  idea  of  moving  the 
;ares  to  other  unwary  account-holders 
hen  the  transaction  was  discovered, 
ich  phony  orders,  or  "wooden  tickets," 
ould  help  artificially  sustain  the  price 
the  stock.  The  aim  would  be  to  even- 
lally  unload  the  stock  on  the  open  mar- 
ii  at  a  higher  price.  Dirks  denies  he 
rote  wooden  ticKets. 
Did  a  star  biotech  analyst,  Michael 
»Coney,  engage  in  improper  trading  in 
«cks  that  he  recommended?  Niess, 
ho  once  was  LeConey's  assistant,  says 
le  has  .supplied  the  sec  with  trading 
icords  that  show  LeConey  engaged  in 
•ades  in  1992  and  1993  for  an  account 
lat  he  opened  for  William  O'Mahoney 
r.,  who  was  described  in  account  docu- 
lents  as  a  38-year-old  man.  In  fact, 
eConey  acknowledges  that  O'Mahoney 
;  a  child,  the  stepson  of  his  brother, 
fiess  says  the  trades  included  three  in- 
:ances  of  front-running— illegal  buying 
f  shai'es  prior  to  issuance  of  a  favorable 
esearch  report.  And  documentation  she 
as  supplied  to  the  SEC  appears  to  bear 
er  out  in  one  instance.  According  to 
iternal  RAS  trading  records,  LeConey 
ought  8,500  shares  of  Premier  Anes- 
hesia  Inc.  on  Sept.  3,  1992,  six  days 
efore  publishing  a  favorable  report  on 
'remier.  The  trading  records  indicate 
hat  LeConey  bought  5,000  more  shares 
fter  the  report  came  out  and  sold  all 
3,500  at  a  profit  over  the  following  few 
i^eeks.  LeConey  vigorously  denies  that 
le  engaged  in  front-running.  He  ac- 
:nowledges  the  Sept.  3 
rade  but  says  RAS  poli- 
y   bans   trades  only 
vithin  three  days  of  a 
■esearch    report.  Le- 
Coney maintains  the  ac- 
•ount  lost  money  and 
hat  any  profits  were  to 
)e  set  aside  for  his  chil- 
Iren,  not  himself.  In 
1983,  LeConey  was  dis- 
nissed    from  Merrill 
!^ynch  &  Co.  for  setting 
ip  a  trading  account  at 
mother  firm.  Two  yeai's 
ater,  he  consented  to 
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$10,000  fines  and  suspensions  by 
the  National  Association  of  Secur- 
ities Dealers  and  the  New  York 
Stock  Exchange.  LeConey  says  that 
front-running  was  suspected  at  the 
time  but  that  regulators  investigated 
and  cleared  him. 

■  Has  Diiks  engaged  in  a  smear  cam- 
paign against  a  former  analyst? 

Niess,  the  former  RAS  biotech  analyst, 
has  maintained  that  Dirks  exaggerated 
the  merits  of  OXiGENE,  which  is  develop- 
ing a  product  to  prolong  the  lives  of  pa- 
tients undergoing  radiation  therapy. 
Niess,  who  is  setting  up  her  own  biotech 
stock  newsletter,  in  recent  months  has 
faxed  letters  to  money  managers  main- 
taining that  OXiGENE's  prospects  have 
been  exaggerated  by  RAS  because  OXi- 
GENE's drug  is  based  on  a  cheap,  widely 
used  generic  medication.  Immediately 
after  Dorfman  quoted  Niess  in  his  broad- 
cast. Dirks  faxed  to  money  managers 
copies  of  internal  RAS  memos  and  corre- 
spondence from  Niess,  including  a  hand- 
written letter  fi-om  Niess  to  Dirks  bitter- 
ly complaining  about  her  neighbors.  A 
handwritten  notation  from  Dirks  on  one 
fax  calls  Niess  "a  sick  person  mentally" 
(above).  Dirks  admits  to  writing  that. 
Niess  asserts  that  Dirks  has  falsely  ac- 
cused her  of  mental  illness  in  an  effort 
to  keep  her  from  speaking  out  about 
oxiGENE.  She  also  says  she  has  received 
a  letter  from  oxiGENE  Chairman  Richard 
A.  Brown  that  threatens  "all  legal  means 
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SMEAR  CAMPAIGN? 

Roy  Dirks  has  claimed  to  money 
managers  that  Niess  is  "a  sick  person 
mentally"  and  thus  has  no  credibility  in 
her  analysis  of  OXiGENE.  The  note  below 
was  part  of  a  multipage  fax  to  a  money 
manager.  Niess  denies  charges  of  mental 
illness  and  maintains  Dirks  is  trying  to 
keep  her  from  speaking  out  on  OXiGENE. 


available  to 
us  to  correct  the  situation, 
including  litigation"  if  she  doesn't  cease 
what  Brown  describes  as  her  "malicious 
assault  on  oxiGENE." 
LITTLE  ACCORD.  In  an  interview.  Dirks 
doggedly  maintained  that  Niess  was,  in 
his  words,  "paranoid"— and  he  provided 
BUSINESS  WEEK  with  copies  of  the  corre- 
spondence and  memos  that  he  faxed  to 
the  money  managers.  All,  he  says,  sup- 
port his  view  that  Niess  cannot  be  be- 
lieved. But  believed  about  what?  Dirks 
concedes  that  her  main  factual  asser- 
tion—that OXiGENE's  product  is  based  on 
a  cheap  generic  drug— is  true  and  has 
not  been  disputed  by  the  company.  But 
he  differs  with  her  analysis,  pointing  to 
a  series  of  favorable  research  reports 
written  by  LeConey.  "You  can  believe 
anything  he  has  to  say,"  says  Dirks. 
So  what  does  LeConey  have  to  say? 

He  agrees  with  Dirks 
about  oxiGEN'E— and  not 
much  else.  "Ray  is  one 
of  the  most  maniacal 
people  I  have  ever 
met,"  says  LeConey. 
"He  gets  focused  on 
things.  He  likes  battles 
and  controversy.  The 
more  you  stir  the  pot, 
the  more  excited  he 
gets."  In  recent  days, 
Dirks  Research  has  as- 
serted in  its  900-num- 
ber  stock-tip  service 
JJLY19        that  the  short  position 
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in  OXiCENE  is  a  million  shares— one-fifth 
of  the  company's  market  capitalization.  If 
true,  that  would  he  very  bullish  because 
shares  borrowed  and  then  sold  by  short- 
sellers  eventually  have  to  be  replaced. 
Dirks  cites  research  on  the  subject  by 
LeConey,  who  disavows  authorship. 
"That's  Ray,  not  me,"  he  says.  "I  have 
no  idea  what  the  short  position  in  oxi- 

GENE  is." 

JOB  CHANGE.  What  about  the  accusa- 
tions of  wooden  tickets?  Says  LeConey: 
"I  heard  that  something  like  that  oc- 
curred. I  have  a  habit  in  there  of  mak- 
ing no  effort  to  find  out  about  that  kind 
of  stuff,  to  distance  myself." 

Ray  Dirks  is  doing  a  bit  of  distancing 


of  his  own.  He  is  severing  his  connec- 
tions with  RAS  Securities  over  the  next 
few  weeks.  Why?  Says  Schneider:  "I 
asked  Mr.  Dirks  to  leave  five  months 
ago.  We  have  philosophical  differences. 
Let's  say  I'm  more  conservative  than 
he  is.  "  No  way,  says  Dirks.  He  main- 
tains that  he  is  pulling  out  because  of  a 
dispute  over  allocation  of  profits  and  be- 
cause the  firm  is  inadecjuately  capital- 
ized. Is  that  true?  No  way,  says  Schnei- 
der. Did  Schneider  order  Dirks  to  cease 
his  faxes  to  money  managers  regarding 
Niess?  Schneider  says  yes;  Dirks  says 
no.  And  even  though  Schneider  says 
that  he  has  "shut  down"  the  900-num- 
ber  stock-tip  service,  it  is  alive  and 


well— though  in  recent  days  has  said  i 
has  no  connection  with  RAS.  The  tw 
men  agi'ee  on  one  thing— that  a  disput 
over  wooden  tickets  was  not  a  factor  i 
the  split,  as  claimed  by  sources  at  RAS 
As  Ray  Dirks  faces  a  move  to  ar 
other,  as  yet  unknown  securities  firm,  h 
is,  as  usual,  calm  and  unflappable.  H 
only  seems  irritated— slightly— whe 
comparisons  are  made  between  the  Ra 
Dirks  of  1973  and  the  Susie  Niess 
1994.  Ridiculous,  he  says.  Why?  "B( 
cause  she's  wrong,"  says  Dirk; 
But  then  again,  that's  what  they  used  t 
say  about  Dirks  in  the  days  when  h 
was  blov/ing  the  whistle. 

By  Gary  Weiss  in  New  Yor 


Commentary/by  Greg  Burns 

CLEANIHG  UP  CHICAGO'S  PITS:  DON'T  STOP  NOW 


When  undercover  FBI  agents 
infiltrated  Chicago's  futures 
exchanges  in  the  late  1980s, 
they  found  that  traders  could  cheat 
customers  by  changing  prices  with  a 
simple  stroke  of  the  pen.  The  paper 
cards  used  to  record  trades  hadn't 
changed  appreciably  since  the  19th  cen- 
tury. Now,  if  the  Chicago  Board  of 
Ti-ade  has  its  way,  that  horse-and-bug- 
gy  system  could  last  into  the  next 
millennium. 

The  CBOT  wants  to  postpone  the  in- 
troduction of  handheld  computers— tam- 
per-proof devices  that  would  replace 
trading  cards.  With  the  tacit  assent  of 
the  Chicago  Mercantile  Exchange,  the 
CBOT  wants  four  more  years  to  meet 
tough  trade-monitoring  standards  im- 
posed by  Congress  that  would  other- 
wise go  into  effect  in  October,  1995. 
Oh,  the  exchanges  have  a  device  that 
can  do  the  job.  But  they  aren't  going 
to  introduce  it  without  being  pushed. 
PATHFINDER.  It's  easy  to  see  why.  The 
Audit  trading  computer  would  compli- 
cate life  in  the  pits,  forcing  hidebound 
traders  to  change  the  way  they  do 
business  and  increasing  surveillance 
by  electronically  recording  every  trade 
in  sequence.  The  computer  would  pre- 
vent abuses  of  dual  trading,  a  contro- 
versial practice  in  which  brokers  filling 
customer  orders  can  simultaneously 
trade  for  their  personal  accounts.  One 
such  abuse,  front-running— brokers 
trading  ahead  of  their  customers  to 
get  a  better  price— would  be  easily  de- 
tected by  Audit. 

Ironically,  the  exchanges  have  made 
a  good-faith  effort  to  develop  hand- 
helds  so  far.  Under  pressure  from  the 


READY  OR  NOT?  "AUDIT"  WOULD  CURB  FRAUD 


Federal  Bureau  of  Investigation's  sting, 
which  snared  46  traders  on  fraud-relat- 
ed charges,  the  Board  of  Trade  and 
Merc  spent  $12  million  in  a  joint  effort 
to  develop  Audit.  The  computer  allows 
traders  to  write  on  a  screen  modeled 
after  the  paper-trading  cards. 

Yet  Board  of  Trade  leaders  have  dis- 
tanced themselves  from  their  creation. 
After  saying  for  years  that  a  compu- 
terized audit  trail  would  best  deter 
fraud,  the  CBOT  now  contends  that  pa- 
per and  ink  are  good  enough.  After 
promoting  the  practical  benefits— re- 
ducing errors  and  saving  back-office 
expenses— the  exchange  says  the  com- 
puters' cost  would  put  it  at  a  disadvan- 
tage to  its  non-U.  S.  competitors.  And 
after  promoting  the  cutting-edge  de- 
sign of  Audit,  some  CBOT  bigshots  ar- 
gue that  the  machine  is  too  heavy  and 
slow— and  couldn't  be  used  without 
massive  technological  advances.  "We 
could  spend  $100  million  and  not  be 
any  further  along  than  we  are  now," 
says  CBOT  Chairman  Patrick  Arbor. 


Nonsense.  "Spend  another  $5  mil- 
lion, and  you'll  be  light  years  ahead," 
counters  John  T.  Geldermann,  who 
heads  Audit  development  at  the  Merc, 
Indeed,  the  two  exchanges  can  well 
afford  it,  with  volume  up  4.5%  and  pre- 
tax profits  expected  to  top  $60  million 
this  year.  Geldermann  and  some  offi 
cials  close  to  the  project  at  the  Board| 
of  Trade  say  the  units  could  be  operat- 
ing on  a  limited  basis  within  months 
Although  the  Merc  has  not  joined  the 
CBOT  in  asking  for  a  delay,  it's  not  like- , 
ly  to  meet  the  1995  deadline,  either. 
NEW  CHIEF.  Now,  it's  up  to  the  Com 
modify  Futures  Trading  Commission 
After  years  of  weak  leadership,  the 
CFTC  is  slated  to  get  a  highly  regarded 
new  chairman,  Securities  &  Exchange! 
Commissioner  Mary  L.  Schapiro.  As 
she  evaluates  Audit,  Schapiro  may  find' 
that  even  with  a  good-faith  effort,  tht 
exchanges  won't  be  able  to  meet  the 
required  standards  by  1995.  No  ont 
would  expect  the  deadline  to  stand  if  it, 
meant  disrupting  the  markets.  But 
Schapiro  should  not  let  the  exchange.- 
use  that  as  an  excuse  to  back  off  Aud 
it  for  four  additional  years. 

The  CFTC  should  consider  proddind 
the  exchanges  to  go  full  throttle  orj 
Audit  by  banning  dual  trading  unti' 
the  system  is  up  and  running.  Tht 
Merc  ah-eady  operates  under  a  partia 
ban  that  has  done  nothing  to  hurt  mar 
ket  liquidity.  Sure,  the  exchanges  havt 
improved  their  surveillance.  But  Audit 
would  be  a  bigger  step  forward— anc: 
make  them  more  efficient  to  boot. 

Burns  covers  the  futures  markets 
from  Chicago. 
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IS  YOUR  IDCAL  AGENT 
[OYERED  FOR  THIS? 


ianks  are  buying  small  insurance  outfits — and  agents  are  worried 


ichard  W.  Bellemare  has  had  a 
Up  lot  to  worry  about  over  the  last 
l^^few  years.  His  Bristol  (Conn.) 
usiness,  TVacy-Driscoll  Insurance,  is 

i  ist  now  recovering  from  the  recession- 

I  riven  slump  in  insurance  policy  sales, 
.s  president  of  the  agency,  he  must 

1 ,80  vie  with  three  local  Allstate  Insu- 

I  mce  Group  agencies  and 
ational  insurers  such  as 
eico  Corp. 

Now  Bellemare  has  a  big 
l  ew  worry:  banks.  Shaw- 
lut  National  Corp.,  with 
30.7  billion  in  assets,  is 
iking  direct  aim  at  insu- 
ince  agencies  like  Tracy- 
•riscoll.  Shawmut  bought 
n  agency  in  Connecticut 
ist  fall,  and  plans  to  sell 
11  manner  of  policies  in  its 
etwork  of  branches. 
We've  got  plenty  of  com- 
etition  already,"  complains 
lellemare,  reflecting  the 
iew  of  many  other  agents, 
rhey  should  stay  out  of 
ie  insurance  business." 
URP  WAR.  Not  likely, 
lanks  have  been  selling  an- 
uities  like  hotcakes,  rack- 
ig  up  $12  billion  worth  in 
992,  fully  20%  of  all  annu- 
ies  sold.  Now,  in  the  wake 
f  a  U.  S.  district  court  de- 
ision  last  July  authorizing  national 
anks  to  sell  insurance  as  agents  from 
owns  with  fewer  than  5,000  residents, 
'hawmut  and  other  banks  want  to  ex- 
and  even  further  into  agents'  turf. 
!anks  are  buying  agencies  and  gearing 
p  to  use  them  as  a  base  to  market 
Toducts  from  auto  to  life  insurance 
hrough  their  vast  branch  networks. 

Banks  don't  yet  appear  ready  to  take 
n  giants  like  Aetna  Life  &  Casualty 
h.  by  trying  to  get  regulatory  authority 
0  underwrite  insurance.  But  banks  be- 
eve  they  can  become  successful  agents 
ly  cutting  overhead  costs  and  selling 
lolicies  as  much  as  30%  cheaper  than 
■xisting  insurance  agents.  "The  agen- 
ies  see  we  have  a  competitive  advan- 
age  as  far  as  price,"  says  Gunnar  S. 
)verstrom  Jr.,  Shawmut's  president  and 
hief  operating  officer. 

The  banks  are  moving  quickly  to  ex- 
iloit  that  advantage.  After  the  district 


court  allowed  Portland-based  U.  S.  Na- 
tional Bank  of  Oregon  to  go  ahead  with 
the  purchase  of  an  agency,  other  banks 
followed  suit.  Last  October,  Jacksonville- 
based  Barnett  Banks  Inc.,  Florida's  larg- 
est bank,  bought  the  Linda  Clifford  Insu- 
rance Agency  in  tiny  Belleview,  Fla. 
Owensboro  National  Bank  in  Kentucky  is 


been  unable  to  obtain  a  license  for  an 
agency  it  created  in  1989.  The  banks 
are  determined,  however:  Barnett  is  ap- 
pealing its  ruling,  and  Shawmut's  Over- 
strom  says  that  if  state  insurance  regu- 
lators block  his  plans,  he'll  fight  all  the 
way  to  the  Supreme  Court. 

Unfortunately  for  insurance  agents, 
the  courtroom  may  be  the  only  place 
they  can  effectively  fight  banks.  Their 
political  clout  has  been  blunted  by  pub- 
licity of  alleged  sales  practices  violations 
by  agents  for  New  York  Life,  Prudential, 
and  Metropolitan  Life.  And  they've 
spread  themselves  thin  by  taking  on  nu- 
merous other  issues,  such  as  health-care 
reform  and  interstate  banking. 

Moreover,  many  insurers  are  support- 
ing bankers'  efforts  because  they  gain  if 


TAKING  OFF  THE  GIOVES 

CONNECTICUT  Shawmut  National 
bought  a  New  Haven  insurance 
agency  in  November.  The  state 
insurance  regulator  sued  to  can- 
cel deal. 

fLORIDA  Barnett  Banks  purchased 
agency  last  October.  The  insu- 
rance commissioner  sued,  and  a 
judge  ruled  against  the  bank  in 
December.  Barnett  appealed. 

KENTUCKY  Owensboro  National 
Bank  tried  to  get  authority  to  li- 
cense its  own  agents.  The  insu- 
rance commissioner  refused. 

LOUISIANA  State  insurance  com- 
missioner went  to  court  to  block 
First  National  Bank  of  Denham 
Springs'  purchase  of  an  insur- 
ance agency  it  created  in  1 989. 

DATA,  BUSINBSWEEK 


trying  to  get  authority  to  license  its 
own  agents.  Shawmut  Ijought  Insurance 
Associates  of  New  Haven  Inc.  last  No- 
vember, then  moved  its  headquarters 
to  Chester,  population  3,370. 
LEGAL  LOLLAPALOOZA.  The  banks'  incur- 
sions have  agents  fighting  for  their  lives. 
They're  trying  to  beat  off  the  banks  by 
filing  lawsuits,  lobbying  state  and  feder- 
al politicians,  and  enlisting  state  insu- 
rance commissioners.  "We  will  not  roll 
over  on  this  issue,"  says  Paul  Equale,  a 
senior  vice-president  at  the  Independent 
Insurance  Agents  of  America.  "We  will 
litigate  in  every  court  possible."  Adds 
Warren  Ruppar,  executive  vice-president 
of  the  state  agents'  association,  "We  per- 
ceive they're  breaking  the  law." 

Florida  insurance  regulators  success- 
fully sued  last  December  to  keep  Bar- 
nett from  buying  its  agency.  Owensboro 
National  has  run  into  similar  snags.  First 
National  Bank  of  Denham  Springs  has 


banks  boost  sales  of  their  products.  Over 
40  insurers  banded  together  to  form  the 
Coalition  For  Competition  in  Insurance 
Sales  and  wrote  to  every  U.  S.  senator 
to  express  opposition  to  limits  on  bank 
insurance  sales.  Insurers  know  that 
banks  have  much  more  sophisticated 
systems  for  analyzing  customers'  buy- 
ing patterns  than  they  do.  In  Europe, 
banks  sell  up  to  five  times  as  many  pol- 
icies per  agent  as  independent  agents 
do,  according  to  William  M.  Arnold  Jr.,  a 
principal  at  management  consultants 
Towers  Perrin. 

Insurance  executives,  though,  are  anx- 
ious to  avoid  alienating  agents  by  go- 
ing any  further  to  get  into  bed  with  the 
banks.  "The  agency  force  is  very  impor- 
tant to  us,"  says  one.  With  banks  on 
the  march,  agents  can  only  hope  insur- 
ers continue  to  feel  that  way. 

By  Chris  Roush  in  Hartford,  unth  Amy 
Barrett  in  Washington 
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MOVIES  ON  PC 
COULD  MAKE 
THIS  STOCK  BOFFO 


Want  to  watch  a  film  on  your 
computer?  That  day  may 
come  sooner  than  expect- 
ed—probably by  October.  That's  when 
Image  Entertainment  plans  to  roll  out 
its  optical  laser  product:  video  CD- 
ROMs— sometimes  called  CD-ROM:  The 
Movie.  Some  pros  have  started  buy- 
ing into  Image,  a  major  producer  of 
laserdisks,  which  is  41%-owned  by  fi- 
nancier John  Kluge. 

"'CD-ROM:  The  Movie  will  provide  af- 
fordable video  products  for  computer 
applications,  the  market  for  which  is 
potentially  explosive,"  says  Steven 
Christenson,  director  of  research  at 
Dallas  Research  &  Trading.  The  ru- 
mor is  that  Image  will  soon  sign  con- 
tracts with  studios  for  rights  to  re- 
create their  films  on  CD-ROM.  Already, 
Image  makes  and  distributes  laserdisks 
of  movies  for  Walt  Disney,  Orion  Pic- 
tures, Playboy  Home  Video,  and  Tur- 
ner Home  Entertainment. 

Presumably,  Image  Entertainment 
Chairman  and  CEO  Marty  Greenwald 
will  get  the  same  studios  to  sign  up  for 
CD-ROM  videos.  Talk  is  that  The  Termi- 
nator, Dances  With  Wolves,  The  Silence 
of  the  Lambs,  and  RoboCop  will  be 
among  the  first  movies  on  CD-ROM. 

Apart  from  Kluge,  big  Image  stake- 
holders include  Disney,  which  owns 
warrants  to  buy  6%  at  $6  a  share,  and 
Twentieth  Century  Fox,  which  also 
owns  warrants  to  buy  6%  of  the  stock. 
Japanese  giants  Mitsubishi  Electrical 
Industrial  and  Mitsui  each  own  stakes 
of  less  than  5%. 

SOLO  ROLE.  Christenson  thinks  the 
stock,  now  at  8,  up  from  5  in  February, 
"is  substantially  undervalued."  Image, 
he  says,  is  the  only  pure  equity  play  in 
video  laserdisks— larger  versions  of 
CDs,  encoded  with  both  visual  and  au- 
dio effects.  And  soon.  Image  will  be 
the  sole  stock  play  in  CD-ROM  movies. 

Image,  which  distributes  more  than 
5,000  laserdisk  movie  titles  to  some 
2,500  outlets  in  North  America,  will 
market  the  CD-ROMs  in  video  stores, 
in  music  stores,  and  through  PC  mak- 
evs.  ''CD-ROM:  The  Movie  should  have  an 
immediate,  positive  contribution  to  Im- 
ageV-  revenues  and  should  account  for 
50%  i  sales  in  three  years,"  says 
Chn:  'nson. 


AaiON  AHEAD  AT 
IMAGE  EHTERTAINMENT? 


STOCK  PRICE 
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Without  the  CD-ROM  product,  he  sees 
Image  making  25<F  a  share  this  year  on 
sales  of  $67  million  vs.  1993's  loss  on 
revenues  of  $60  million.  In  1995,  as- 
suming CD-ROMS  kick  in  11<F  a  share,  he 
sees  73<F  on  a  volume  of  $89  million. 
He  thinks  that  with  the  type  of  stake- 
holders involved.  Image  is  a  potential 
takeover  target  worth  $20  a  share. 


A  NICE,  juia 

STAKE  IN  ISRAEL 


To  bag  winners  in  a  hot  Middle 
East  economy,  a  number  of  big 
investors  are  buying  shares  of  a 
New  York  outfit:  Ampal-American  Is- 
rael. No,  it  isn't  a  bank,  although  Is- 
rael's largest— Bank  Hapoalim— controls 
it.  Ampal  is  a  holding  company  with 
large  chunks  of  26  Israeli  companies 
in  real  estate  and  finance,  energy,  ho- 
tels, and  technology. 

"Ampal  reflects  the  growing  strength 
of  Israel's  economy,  and  we  think  Am- 
pal's  stock  is  significantly  undervalued 
because  of  hidden  values  in  many  of 
the  assets  it  holds,"  says  a  money  man- 
ager at  a  New  York  asset-management 
company  that  owns  5%  of  the  equity. 
He  figures  the  stock  will  double  in  18 
months.  U.  S.  investors,  he  notes,  "are 
starting  to  pay  serious  attention  to  the 
investment  prospects  in  Israel,  with 
gross  domestic  product  growing  at  an 
estimated  6%." 

Analyst  Sherri  Spear  of  Lehman 
Brothers  agrees.  She  says  the  current 
valuation  of  Ampal,  at  8  a  share,  is 
"extremely  attractive."  It  is  "trading 
at  an  18%  discount  to  the  net  asset 
value,"  she  notes.  By  comparison. 


Spear  points  out  that  First  Israel 
Fund,  a  mutual  fund  also  focusing  on 
Israel,  trades  at  an  18%  premium. 

She  says  Ampal's  concentration  in 
Israel's  domestic  business  offers  an  op- 
portunity for  investing  in  sectors  that 
will  benefit  from  the  widening  interest 
among  European  and  U.  S.  investors. 
Some  22%  of  Ampal's  investment  is  in 
hotels,  including  Israel's  second-larg-i 
est,  Moriah  Hotel,  of  which  it  ownsf 
46%.  A  further  23%  is  in  energy,  45% ' 
in  real  estate  and  finance,  and  10%  in, 
technology. 


ALL  AMERICAN  IN 
THE  BK  LEAGUES? 


ardly  a  giant  among  national 
distributors  of  electronic  com- 
ponents, All  American  Semi- 
conductor nevertheless  has  an  impres 
sive  sales  and  earnings  record  that 
may  deserve  star  billing.  Net  income 
doubled  in  1993,  and  profits  soared 
110%  in  this  year's  first  quarter.  Ana- 
lysts see  a  further  60%  jump  this  year 
and  a  healthy  50%  in  1995.  So  why  is 
All  American's  stock  performing  sc 
poorly,  down  from  nearly  4  a  share  in 
late  March  to  2!^? 

"There  is  no  great  mystery  to  it,' 
says  a  hedge-fund  manager  in  New 
York  who  snapped  up  shares  when  the 
stock  started  to  drop  in  late  April. 
"The  big  institutional  investors  have 
ignored  All  American  for  the  biggies  in 
the  business,  such  as  Arrow  Electron- 
ics and  Avnet."  He  notes  that  only  twi 
institutions  own  All  American  shares- 
but  says  big  earnings  gains  ahead  wili 
draw  their  attention.  This  pro  has  load- 
ed up  on  the  stock,  currently  selling  at; 
only  a  13  price-earnings  ratio,  because 
he  thinks  it's  worth  at  least  twice  thej 
current  price. 

"Earnings  surprises  will  be  on  thej 
upside,"  predicts  Hank  Powell  of  South 
east  Research  Partners  in  Boca  Raton 
Fla.  He  says  that  the  company  has  in 
vested  heavily  in  capacity  and  that 
sales  could  jump  from  an  estimateciv 
$105  million  this  year  to  between  $30(1 
million  and  $500  million  in  two  to  three, 
years. 

All  American,  notes  Powell,  is  a  rapi! 
idly  growing  distributor  of  components' 
to  the  industrial  market.  It  supplies  £, 
full  range  of  semiconductors,  such  as 
microprocessors  and  memory  chips,  t( 
original-equipment  makers  and  contracit 
manufacturers  in  various  industries':, 
including  autos,  aviation,  medicine,  anc 
telecommunications. 
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The  Toshiba  T4700C  Series 


AnDtebod<  so  powerful,  it 


The  Toshiba  T4700C  Series  can  run  your  most  intense  applications  or  even  help  you  nin  a  presentation.  With 
its  SL  Enhanced  i486'"DX2  50MHz  processor,  it  easily  handles  graphics-nch  programs.  The  built-in  multimedia  capabilities 

let  you  create  and  give  breakthrough  presentations  anywhere.  And  Toshiba's  advanced  color  gives  you  a  choice  of 
either  stunning  TFT  or  eye-popping  Dynamic-STN  dual-scan  displays.  With  so  much  going  for  it,  buying  a  T4700C  Series 
.  notebook  is  a  very  sound  decision.  For  a  Toshiba  dealer  near  you,  call  1-800-457-7777. 


Incredible  Sound: 

An  integrated  sound 
system  and  built-in 
speaker  lei  you 
enjoy  fantastic  sound 
whenever  you  want. 


The  only  comyuter  you'll  ever 
need:  The  oj'tional  Desk  St^ition  IV, 
lets  you  instantly  connect  to  your 
network,  printer,  VGA  monitor, 
mouse,  and  full-size  _ 
keyboard.  ^^'"33-*. 


Two  separate 
PCMCIA  slots: 

A  llvmndnda 
Smm  slot  are  your 
keys  to  expansion, 
—for  modems, 
storage  and  more. 


A  multimedia 
roadshow:  Heiuiphone 
or  external  speaker  port 
and  microphone  jacks  ,  ■■. 
tnake  the  WOOC  J 
Series  perfea  for 

presentations.  ■HHBHBlil 


T4700CT 

•  9.5°  dia.  color  TFT-LCD  active  matnx  display 

•  256  simultaneous  SVGA  colors  at 
640x480  resolution 

T4700CS 

•  9.5°  dia.  color  Dynamic-STN  dual-scan 
display 

•  256  simultaneous  SVGA  colors  at 
640x480  resolution 


BOTH  MODELS 

•  50MHz  SL  Enhanced  i4B6  'DX2 

•  8MB  RAM  expandable  to  24MB 

•  200/320MB  HDD 

•  Two  PCMCIA  slots  (16mm  and  5mm) 

•  Integrated  graphics  accelerator 
•VL  local-bus  video 

•  Built-in  microphone 

•  WAV  audio  capabilities 


I  Audio  lacks:  headphone/speaker,  microphone 
I  NiMH  battery  for  extended  life 
I  QuickCharge  battery  recharge  system 
1 ,15°  1.44MB  floppy  disk  drive 
I  BallPoint  ■  2-0  mouse  with  QuickPort ' 
'  MaxTime  '  Power  Management  system 
'  LCD  status  icon  bar 
•  DOS  ',  Windows  ',  and  Windows  Sound 
System"  software  pre-installed 
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In  Touch  with  Tomorrow 

TOSHIBA 

€)  1994  Toshiba  Amenta  Information  Systems.  Inc.  The  Intel  Inside  logo  is  a  trademark  of  Intel  Corporation.  All  products  indicated  by  trademark  symbols  are  trademarked  and/or  registered  by  their  respective  companies. 


nformation  Processin 


COMPUTERS  I 


RETURN  OF 
THE  DINOSAURS 


IBM's  mainframes  are  having  a  good  year — so  far 


On  a  morning  in  early  July,  Louis 
V.  Gerstner  Jr.  took  the  stage 
at  the  New  York  Hilton  Hotel 
to  tell  1,000  customers  a  thing  or  two 
about  big  computers.  Declaring  reports 
of  the  mainframe's  demise  premature, 
he  chided  his  listeners:  "IBM  and  you 
all  deserve  a  shot  in  the  head  for  allow- 
ing this  mythology  that  mainframes  are 
dead."  Easing  into  his  I-am-one-of-you 
role,  IBM's  CEO  declared:  "You  take  my 
mainframe  away,  and  my  business  is 
dead."  The  mostly  hard-core  mainframe 
customers  ate  it  up.  At  the  end  of  his 
pep  talk,  Gerstner  was  given  a  T-shirt 
emblazoned  with  a  Tyrannomurus  rex 
and  the  words  "Mainframe  Rex."  Beam- 
ing, he  raised  the  shirt  and  shouted: 
"Dinosaurs  are  back." 

Not  so  fast.  A  new  Ice  Age  may  be 
coming— as  soon  as  next  year.  To  be 
sure,  Big  Blue  is  having  a  respectable 
year  selling  big  iron.  Analysts  say  it  is 
sold  out  through  the  current  quarter  and 
perhaps  the  remainder  of  the 
year.  Still,  IBM  mainframe 
revenues  will  be  down  for 
the  year— although  less 
sharply  than  last  year's 
40%  drop.  And  the  slow- 
down could  reaccelerate 
in  1995  as  the  likes  of 
Hewlett-Packard  Co.  and 
Sequent  Computer  Sys- 
tems Inc.  keep  snagging 
bread-and-butter  corporate 
customers  with  large-scale 
"server"  computers  run- 
ning the  Unix  operating 
system.  These  machines 
anchor  the  local-area  net- 
works (LANS)  that  busi- 
nesses now  favor  (chart). 
CHIP  SHOT.  IBM  has  an  an- 
swer: a  new  series  of 
mainframes  based  on  new 
technology.  Although  the 
machines  aren't  yet  a  re- 
placement for  conventional 
mainframes— they  only  do 
si'Ci  ific  tasks,  such  as 
ti  ai  I  suction  processing  and 
database  query,  and  work 
as  adjuncts  to  IBM  main- 
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.AND  APPLICATIONS 
MOVE  ELSEWHERE 

UNs 


frames— Big  Blue  has 
portrayed  them  as  the 
start  of  a  new  era  foi' 
big  iron.  Based  on  the 
semiconductor  technolo- 
gy found  in  personal 
computers,  the  new 
models  cost  at  least  25% 
less  than  traditional 
mainframes  to  produce, 
IBM  says. 

But  interest  in  the 
new  PTS  and  PQS  has 
been  limited— largely  be- 
cause the  cost  savings  ai-en't  reflected  in 
the  prices,  which  are  only  a  bit  less  than 
those  of  conventional  IBM  mainframes.  So 
older  mainframes  are  selling  fast.  But 
with  prices  30%  higher  than  those  of 
Unix  servers,  the  new  machines  aren't. 

Why  not  simply  cut  prices?  In  a  word: 
profits.  Gerstner  has  promised  investors 
a  substantial  gain  in  the  bottom  line  this 
year,  and  he  needs  a  good  year  in  big 
iron  for  that.  "What  they 
want  to  do  is  maximize 
their  profit,"  says  Gart- 
ner Group  Inc.  analyst 
Charles  Burns.  Main- 
frames and  related  soft- 
ware and  services  con- 
tribute some  30%  of 
IBM's  overall  revenue  and 
over  half  its  profits.  Still, 
if  IBM  loses  more  custom- 
ers, says  Burns,  "this 
may  be  a  win-the-battle, 
lose-the-war  scenario." 

To  win  the  war 
against  the  upstarts,  IBM 
must  quickly  move  cus- 
tomers to  newer  and 
cheaper  technology— 


GERSTNER  SEES  A  NEW  ERA  FOR 
BIG  IRON  BASED  ON  PC  CHIPS 
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even  if  it  means 
knocking  off  its  own  prod- 
ucts. If  not,  rivals  will  be 
happy  to  do  the  job.  "HP 
eats  IBM's  children,  and 
they  do  it  well,"  says  Meta 
Group  Inc.  analyst  Carl 
Greiner.  "For  some  reason. 


IBM  just  doesn't  want  to  get  real  [o 
pricing].  I  can  give  them  a  jillion  [cu; 
tomers]  they've  lost  on  price." 

IBM  says  prices  will  reflect  the  ne' 
'  technologies— eventually.  The  PTS  an 
PQS  models  use  PC-type  chips,  and  fi 
ture  models,  using  dozens  of  processor 
should  provide  a  furtht 
boost  in  bang  for  thi 
buck.  "This  is  really  I 
technology  being  applit 
to  your  mainframe,"  saj 
Philip  G.  Heasley,  vie 
chairman  of  First  Ban 
System  Inc.  and  an  earl 
PQS  customer.  But  a 
cording  to  Andrew 
Hurter,  director  of  U 
marketing  for  IBM 
large-scale  computin 
business,  it  may  tal 
IBM  up  to  30  months 
work  such  technolog 
completely  into  its  proi 
uct  line— an  eternity  f( 
some  customers. 
In  the  meantime,  the  cost  per  millic 
instructions  per  second  (MIPS)  of  cor 
puting  power  on  IBM  machines  remair 
high.  According  to  Gartner's  Biu-ns,  IBM 
ES/9000  machines  sell  for  $27,000 
$29,000  per  MIPS,  and  the  new  mode 
are  at  $25,000  to  $27,000.  Meanwhil 
large  Unix  servers  sell  for  only  $18,0( 
to  $20,000. 
MIPS  GYPS?  That  doesn't  sit  too  w€ 
with  customers.  "We  suggested  thi 
$10,000  to  $12,000  (per  mips]  would  be 
number  that  would  get  us  interested 
says  Boyd  Hopkins,  a  vice-president 
CIGNA  Systems,  the  data-processing  ar 
of  insurer  CIGNA  Corp.  Price  isn't  Ho 
kins'  only  worry.  Key  software— such 
a  version  of  IBM's  DB2  database  pr 
gram— won't  be  available  for  the  ne 
line  until  next  year.  IBM's  Hurter  sa;; 
lower  prices  and  general-purpose  m- 
chines  are  coming.  And  if  custome: 
won't  wait?  "You  always  worry  th , 
your  market  is  going  to  run  away  froi 
you  before  you  get  there,"  he  says. 

Foi"  now,  Gerstner  is  right  when  1; 
says  the  mainframe  isn't  really  extim. 
And  he  can  even  boast  of  a  lineup  i 
popular  that  IBM  can't  keep  up  with  d- 
mand.  But  IBMers  concede  that  tli 
shortage  is  not  entirely  due  to  deman; 
Hit  by  a  huge  falloff  in  mainframe  sal  5 
—from  $10.7  billion  woi'ldwide  in  19't! 
to  a  $6.4  billion  last  year,  according  ) 
SoundView  Financial  Group— IBM  simp^ 
underestimated  demand.  In  other  worci 
Gerstner  should  remember  that  son 
myths  are  based  on  fact.  ' 

By  Ira  Soger  in  New  York,  with  Robd 
D.  Hof  in  San  Francisco 
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This  Summer  Get  Away 
From  It  All,      .  , 
Including  Monthly  Payments..., 


Now,  enjoy  the  peace  and  quiet  of  the  all-new  Cadillac  DeVille.  With  the  peace  of  mind  of  the  Airbank  System 
that  helps  protect  all  three  front-seat  passengers.  At  the  same  time,  you'll  also  be  getting  away  from  monthly  payments 
with  a  single  up-front  lease  payment  of  $11,622,  saving  you  $1,474.  Call  1-800-333-4CAD. 


SmartLease  Plus 

SniartLease 

n\m  or 

$429** 

Single  up-front  payment 

a  month 

24-month  lease/savings  of  SI. 474 

24  nwnths/$2.800  down 

Before  Summer  Passes  By,  See  Your  Local  Cadillac  Dealer. 


Cadillac  DeVille 

Creating  A  Higher  Standard 


Payment  examples  based  on  d  14^4  DfVille  $14,405  MSRP  im KkIiikj  destination  iharge  Tax.  license,  title  fees  and 
insurance  extra  Your  payments  may  be  fii^her  or  lower  Payments  may  tn-  slightly  higher  m  Alabama.  ConneffKut, 
Hawdii.  Texas  and  Virgmia  You  must  take  retail  delivery  out  of  dealer  stock  by  9/28/94,  GMAC  must  approve  lease 
Option  to  purchase  at  lease  end  for  S24.95fi  Mileage  charge  of  $  10  per  mile  over  30.000  miles.  Lessee  pays  for 
excessive  wear  and  use,  See  your  participating  dealer  for  qualification  details.  *24-Montli  SmartLease  Plus  Make  all 
payments  in  advance  totaling  $11,622  plus  a  refundable  security  deposit  of  $525  for  a  total  of  $12,147  due  at  lease 


signing.  Cash  savings  based  on  comparison  of  total  of  monthly  payments  under  a  conventional  24-month  SmartLease 
With  cash  down  payment  vs.  all  payments  in  advance  under  the  SmartLease  Plvis  program  ($1  i.096  vs.  $1 1,h22).  "34- 
Month  SmartLease  First  month's  lease  payment  of  $429  plus  $450  refundable  security  deposit  and  consumer  down 
payment  of  $2,800  for  a  total  of  $1,679  due  at  lease 

s,„,„.  Monthly  payment  .  based  on  a  cap,.al,zed  cos,  of  ^'"^'%-^^:^^^^:Zrr^tt'^^^^^^  M 
$i0.788  tor  a  total  oi  monthly  payments  of  i\0.2%.  CADILLAC,  SMARTLEASE.  wSSmm 
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DOOM  IS 

ALL  AROUND  US 


The  pulse-pounding  computer  game  is  a  cult  phenomenon 


IN  YOUR  FACE:  ID  CO-FOUNDERS  ADRIAN  CARMACK,  JOHN  ROMERO,  AND  JOHN  CARMACK 


Perhaps  you've  had  an  experience 
similar  to  this  at  the  office  recent- 
ly: Wounded  badly,  you  scurry 
across  a  stone  platform  surrounded  by 
green-glowing  radioactive  slime  pits. 
Suddenly,  50  yards  ahead,  trouble  ap- 
pears. Hovering  a  few  feet  off  the 
ground,  a  grotesque,  10-foot  spherical 
blob  of  red  flesh  with  horns  and  a  single 
eye  fixes  on  you  with  its  goofy  but  sinis- 
ter smile.  The  Cacodemon  belches  a 
streaking,  white-hot  fireball  at  you. 
"Take  that,"  you  shout,  letting  off  a  shot- 
gun blast.  The  bloated  monster  just 
grins  a  lead-eating  grin  and  belches  fire 
again.  You  crumple  to  the  ground,  dead. 

Sound  familiar?  Then  obviously  you're 
part  of  the  Doom  boom,  a  computer- 
game  phenomenon  that  has  spread  to 
as  many  as  5  million  computers  world- 
wide since  its  release  last  December. 
With  remarkable  3-D  graphics,  nonstop 
action,  and  the  ability  to  be  played  solo 
or  against  other  players  across  phone 
lines  or  office  networks,  "Doom  is  the 
next  step  up  in  PC  games.  It's  the  shape 
of  tilings  to  come,"  says  Bruce  Ryon, 
chief  multimedia  analy.st  at  market  re- 
searclier  Dataquest  Inc. 

Doom  is  proving  so  addictive  that  it 
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has  been  partially  banned  at  New  York 
multimedia  developer  Flow  Research 
Inc.,  a  University  of  Texas  campus,  and 
parts  of  Intel  Corp.  Flow  Research  Pres- 
ident Daniel  Gross  says  he  played  Domn 
for  18  hours  straight  when  he  first  got 
it.  "It's  stultifying,"  he  says.  "You  can't 
do  anything  productive  afterwards." 
HUNT  FOR  HELLSPAWN.  But  Doom,  one 
of  the  fastest-selling  programs  in  use 
today,  is  anything  but  stultifying  for  id 
Software  Inc.,  the  Mesquite  (Tex.)  devel- 
oper of  the  game.  Doomers,  ranging 
from  children  to  senior  citizens,  are  up 
all  night  hunting  specters,  imps,  and 
other  hellspawn,  battling  each  other  in 
so-called  Deathmatch  tournaments,  and 
checking  out  the  latest  Doom  lore  by 
conversing  with  the  game's  developers 
over  computer  chat  lines. 


TAKE  THAT:  ANOTHER  DEMON  BUYS  IT 


The  Doom  boom  has  quickly  made  i  i 
Software  an  important  player  in  cor 
puter  games— and  potentially  a  com( 
in  multimedia.  It  also  proves  the  ama 
ing  power  of  marketing  in  cyberspac 
As  it  did  with  an  earlier  game  calk 
Wolfenstein  3D,  id  has  promoted  Doo 
by  giving  away  copies  for  free— as  s^ 
called  shareware.  Id  encourages  peop  . 
to  grab  Doom  from  an  Internet  compu 
er  or  Apogee  Software  Inc.'s  sharewai 
bulletin  board,  or  to  reproduce  a  friend 
shareware  disks. 

BODY  ENGLISH.  So  far,  close  to  100,0( 
people  have  gone  on  to  pay  $40  for  th 
complete  Doom  package,  says  id  Chii 
Executive  Jay  Wilbur.  It  provides  tw 
extra  "levels,"  or  episodes,  to  play.  B 
cause  the  10-person,  privately  held 
sells  directly  over  the  phone,  profits  ai 
rolling  in.  Now,  two  of  the  three  pr 
grammers  who  founded  the  company 
1991— John  Romero,  26,  and  John  Ca 
mack,  23— can  be  seen  around  town 
their  Ferrari  Testarossas.  Co-found( 
and  artist  Adrian  Carmack,  27  but  no  r 
lation,  drives  an  Infiniti.  Id's  1994  re 
enues:  $6  million  to  $10  million. 

What's  the  allure  of  Dooml  While 
lacks  the  sophisticated  plot  of  many  c: 
ROM-based  games,  it  makes  up  for  th; 
with  unmatched  intensity.  Id's  propri 
tary  graphics  software  lets  players  moA 
fluidly  in  a  3-D  world.  With  stert 
sound,  the  illusion  gets  so  convincir 
that  players  often  try  body  English  ■ 
avoid  their  demon  foes.  And  long  Doo 
sessions  can  lead  to  strong  aftereffect 
Players  report  seeing  real  walls  mo\ 
and  wondering  what  beast  is  lurkir 
around  the  next  street  corner. 

Doom  also  has  spawned  worldwic 
collaboration  over  the  Internet.  By  r 
leasing  technical  details  of  its  prograr 
id  has  enabled  Doovi  fans  to  write  hu 
dreds  of  extensions  to  the  game.  Mos 
including  a  popular  episode  that  le; 
players  chain  saw  their  way  throug 
dozens  of  purple  Barney  dinosaurs,  ai: 
available  on  the  net. 

What's  ahead  for  Doomeis?  Id  hu 
authorized  a  company  called  Austin  Vi- 
tual  Gaming  to  license  an  eight-scret; 
Doom  arcade  setup  around  the  count; 
It  also  has  hired  an  agent  to  shop  D* 
movie  and  literary  rights.  And  gunsigl 
everywhere  are  trained  on  Oct.  1 
Doomsday— when  id  plans  to  ship  Z)( 
2.  Wilbur  says  it  will  be  "bigger,  badd(i 
and  better"— new  levels,  new  weaporl 
and  new  demons.  With  promotion  air 
distribution  to  be  handled  by  New  Yor- 
based  video  distributor  Good  Times  E- 
tertainment,  id  is  looking  for  sales  > 
approach  1  million  units.  If  that  ha- 
pens,  id  may  develop  an  ego. 

By  John  W.  Verity  in  Neiv  Yoi 
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in  the  war. 


The  Motorola  MicroTAC  Ultra  Lite  " 
comes  from  a  long  line  of  heroes. 
Like  the  original  SCR  536  hand-held 
wireless  radio,  which  cut  our 
boys  loose  from  the  wires  of  war. 
Lives  depended  on  us  then.  Busy 
lives  depend  on  us  now.  Motorola. 
The  best-selling,  most-preferred 
cellular  phones  in  the  world. 
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EKTITLEMENTSI 


THE  FUTURE  SHOCK 
OF  ENTITLEMEHTS.. 
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■  FEDERAL  SPENDING  ON  ENTITLEMENTS 

SOCIAL  SECURITY,  MEDICARE, 
AND  OTHER  MANDATED  PROGRAMS 
ALL  OTHER  FEDERAL  SPENDING 


...AHD  THE  ODDS  OF  PASSING 
 LEGISIATION  TO  CONTROL  THEM 

CURB  COST-OKIVING  HIKES      RAISE  THE  RETIREMENT  AGE      MEANS-TEST  MEDICARE 


The  inflation  index 
could  be  adjusted 
downward. 
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Boomers  may  have  to  Wealthy  retirees  could 
postpone  that  retirement  get  socked  with  higher 
cruise  until  they're  70.  premiums. 


BET  THE  RANCH 
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MEANS-TEST  SOCIAL  SECURITY  RAISE  SOCIAL  SECURITY  TAXES  LIMIT  MORTGAGE  DEDUGION 

85%  of  wealthy's  bene-  Same  rate,  but  all  wages  Principal  residences 

fits  are  taxed  now.  Con-  might  be  taxed— not  just  are  safe.  Second 

gress  is  eyeing  the  rest,  the  first  $60,000.  homes  aren't. 


2000  EST. 
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▲  BILLIONS  OF  DOLLARS 


DATA:  CONGRES5I0NAI BUDGO  OFFICE,  OFFICE  OF  MANAGEMENT  S  BUDGET 


IS  NOTHING  SACRED 
ANYMORE?  MAYBE  NOT 


Suddenly,  cuts  in  Social  Security  and  Medicare  are  thinkable 


Slowly,  reluctantly,  but  inexorably, 
the  political  system  is  zeroing  in 
on  federal  programs  that,  until 
now,  have  been  considered  untouchable. 
Not  long  ago,  ten-ified  lawmakers  would 
not  even  talk  about  cutting  spending  for 
programs  such  as  Social  Security,  Medi- 
care, and  Medicaid.  Now,  the  House  is 
taking  votes  on  ways  to  curb  these  and 
other  entitlement  programs,  and  a  Pres- 
idential commission  is  looking  at  seri- 
ous long-term  cuts.  At  the  same  time, 
Washington  is  starting  to  turn  its  at- 
tention to  another  corner  of  government 
that  has  been  growing  uncontrollably, 
the  140  subsidies  that  litter  the  Internal 
Revenue  Code— subsidies  such  as  the 
home-mortgage  deduction. 

Under  heavy  pressure  from  a  cadre  of 
Republicans,  rogue  Democr-ats,  and  new- 
ly elected  deficit  hawks,  the  House  is 
considering  ways  to  impose  an  overall 
cap  on  the  total  co.st  of  manda- 
tory spending  programs.  Later  in  the 
summer,  it  will  vote  on  proposals  to  cut 
specific  benefits  for  current  and  future 
retirees. 

STARK  CHOICES.  Health-care  reform  has 
put  the  rising  cost  of  Medicare  and  Med- 
icaid on  the  front  burner  as  well.  In  the 
midst  of  all  the  jabber  about  "soft  trig- 
gers" and  "health  alliances,"  Congress  is 
facing  stark  choices.  Some  versions  of 
health-care  reform  would  expand  Medi- 
care. Others  would  create  new  entitle- 
ments—for small  business,  for  instance. 


Still  others  would  slash  Medicare  spend- 
ing by  tens  of  billions  of  dollars.  Pri- 
vately, many  lawmakers  admit  they  will 
be  unable  to  finance  universal  coverage 
without  cutting  reimbursements  for  doc- 
tors and  increasing  premiums  for 
wealthy  pensioners. 

The  White  House-chartered  Biparti- 
san Commission  on  Entitlement  &  Tax 
Reform  also  is  turning  up  the  heat  on 
entitlements.  That  group,  chaired  by 


QUIXOTE 

FROM  NEBRASKA 


S: 


ocial  Security  was  once  dubbed 
the  "third  rail  of  American  poli- 
tics." Yet  Senator  Bob  Kerrey,  a 
Nebraska  Democrat  running  for  re- 
election, is  grasping  the  is- 
sue with  both  hands. 

The  50-year-old  Kerrey 
is  chairman  of  the  Biparti- 
san Commission  on  Enti- 
tlement &  Tax  Reform, 
whose  goal  is  to  raise  pri- 
vate savings  and  cut  the 
deficit.  That  means  curb- 
ing programs  such  as 
Social  Security  and  Medi- 
care. Already,  he's  being 
hammered    as   the  guy 


Senators  Bob  Kerrey  (D-Neb.)  and  Jolfe 
C.  Danforth  (R-Mo.),  hopes  to  have  sp'»' 
cific  recommendations  by  yearend  a 
ways  to  reduce  entitlement  spendin, 
curb  tax  breaks,  and  overhaul  the  t;: 
code.  The  goal:  to  reduce  the  deficit  ail 
raise  national  saving. 
POLITICAL  SUICIDE?  Of  course,  spine  ii- 
plants  in  a  few  politicians  don't  me;i 
Washington  will  change  overnight.  Whs 
many  Democrats  back  cuts  in  tax  sub- 
dies.  Republicans  insist  they  won't  eva 
discuss  the  issue.  At  the  moment,  t; 
Kerrey  Commission  is  struggling  ju: 
to  define  the  problem  it's  wrestling  wit. 
And  the  anti-entitlement  amendmenj 
in  the  House  won't  become  law  any  tir; 
soon.  But  something  important  is  ha- 
pening.  What  was  unmentionable  fi'; 
years  ago  is  now  being  debated  all  ov:* 
Washington.  "It's  been  the  conventioi  l 
wisdom  that  even  discussing  these  topis 
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who  wants  to  trash  Social  Securitji 
The  job  is  so  distasteful  that  som 
cynics  hint  that  President  Clinton  sucls 
ered  Kerrey  into  taking  it.  But  the  \v. 
tense  senator  says  it  was  neither  pur 
ishment  nor  payoff.  Kerrey  insists  h 
volunteered:  "I  think  it  is  a  moral  i,*: 
sue.  There  is  virtue  connected  to  thi 
idea  of  saving." 

Kerrey,  a  Medal  of  Honor  winne 
who  opposed  the  Persiai 
Gulf  War,  has  alway 
marched  to  a  differen 
drummer.  And  tackling  er 
titlements  won't  win  hir 
many  friends  in  the  Sen 
ate.  But  the  quixotic  Kei 
rey  doesn't  seem  to  mind 
Instead,  he  quotes  a  lin 
usually  attributed  to  Hai 
ry  Truman:  "If  you  want 
friend  in  Washington,  ge] 
a  dog." 


GOVERNfJ 


If  Ken  Konishi  had  a  ValuePoint,"  he  could  harness  all  that  power  and  all  that 
•   memory  to  run  several  programs  at  once.  He'd  be  getting  so  much  done  it  wouldn't  be  funny. 
Especially  to  the  guy  he's  up  against  for  that  promotion. 


The  IBM  Performance  Series. 
Now  available  to  Ken  Konishi. 
And  everyone  else. 


or  more  information,  contact 
3ur  authorized  dealer 
r  call  our  Personal  Systems 
elpCenter  at  1-800-772-2227 
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is  poliiical  suicide,"  says  Representative 
Chrislojjher  Cox  (R-Calif.).  "The  commis- 
sion has  ah'eady  demolished  that  taboo." 

Why  are  all  these  lawmakers  sudden- 
ly willing  to  march  into  the  lion's  den? 
There  is  only  one  reason:  They  have 
run  out  of  places  to  cut  big  bucks  from 
federal  spending.  Since  1990,  they  have 
raised  taxes  and  cut  planned  spending 
by  a  staggering  $1  trillion.  In  fiscal  1995, 
the  deficit  is  expected  to  fall  below  $200 
billion.  But  starting  in  1997,  it  will  begin 
heading  back  up,  largely  because  the 
cost  of  entitlement  programs  is  about 
to  explode.  "Now,"  .says  Martha  Phillips, 
executive  director  of  the  Concord  Coali- 
tion, an  antideficit  group,  "people  have 
realized  that  entitlements  are  the  key  to 
deficit  reduction." 

Some  startling  numbers  show  why. 
Collectively,  entitlements  such  as  Social 
Security,  Medicare,  and  Medicaid— as 
well  as  welfare,  farm  subsidies,  and  vet- 
erans' benefits— will  co.st  the  federal  gov- 
ernment over  $800  billion  this  year, 
more  than  half  the  budget.  The  tax 
breaks— "tax  expenditures"  in  budget 
ese— will  cost  the  Treasury  $400  billion 
in  lost  revenue,  cutting  the  total  tax 
take  by  one-third. 

BOOMER  BUSTERS.  The  present  situation 
is  worrisome  enough,  but  the  future 
looks  horrendous.  Within  a  couple  of 
years  (chart,  page  74),  the  government 
will  be  spending  more  money  on  pen- 
sions and  health  care  for  the  elderly  than 
it  does  on  national  defense,  education, 
crime  prevention,  national  parks,  and  ev- 
erything else  combined.  Twenty  years 
from  now,  when  the  first  baby  boomers 
start  retiring,  every  cent  the  govern- 
ment is  expected  to  collect  in  taxes  will 
go  just  to  entitlements  and  interest  on 
the  debt.  "The  arithmetic  is  inexorable," 
says  Federal  Reserve  Board  Chairman 
Alan  Greenspan.  "It  is  something  we 
just  cannot  push  under  the  rug." 

While  the  fiercest  resistance  to 
change  comes  from  today's  pensioners, 
they  are  not  the  ones  really  threatened. 
Current  retirees  will  almost  surely  enjoy 
solid  benefits  throughout  their  lifetimes. 
The  real  impact  will  be  on  baby  boom- 
ers, and  they're  not  yet  paying  atten- 
tion. That  presents  an  opportunity  for 
deficit  hawks.  Says  Allen  Schick,  a  pro- 
fessor at  the  University  of  Maryland 
and  a  budget  specialist:  "People  won't  let 
you  take  away  a  benefit  at  the  brink  of 
their  retirement.  But  the  boomers  are 
not  yet  agonizing  about  it.  That's  the 
window  to  slice  benefits." 

It  is  finally  dawning— albeit  slowly— on 
the  political  Establishment  that  if  enti- 
tlements have  to  be  tackled,  better  now 
than  when  the  boomers  wake  up.  That's 
why  entitlement  cuts  are  coming— and 
sooner  than  anyone  ever  imagined. 
By  Howard  Gleckman  in  Washington 


PRODUCT  LIABILITY  I 


SNATCHING  DEFIAT 

FROM  THE  JAWS  OF  VICTORY 


A  Senate  product-liability  bill  was  in  hand  until  last-ditch  action 


SUPERLOBBYIST  THOMAS  BOGGS  HELPED  SAVE  THE  DAY  FOR  TRIAL  LAWYERS 


When  auto-parts  distributor 
Dale  R.  Larson  boarded  a 
plane  in  Fargo,  N.  D.,  bound 
for  Washington  on  June  27,  he  was  look- 
ing forward  to  a  victory  celebration. 
The  Senate  had  scheduled  a  critical  vote 
on  product-liability  reform  for  the  next 
day,  and  Larson,  who  had  spent  more 
than  a  decade  crusading  for  the  bill,  be- 
lieved Congress  would  finally  put  an  end 
to  outrageous  jury  awards  and  skyrock- 
eting legal  costs. 

Larson's  optimism  was  understand- 
able. Unlike  past  years,  when  conserva- 
tive Republicans  dominated  the  drive 
for  reform,  this  year's  battle  was  headed 
by  West  Virginia's  Senator  John  D. 
Rockefeller  IV,  a  respected  moderate 
Democrat  who  could  transform  the  often 
acrimonious  fight  into  a  cool  bipartisan 
negotiation.  Rockefeller  was  confident 
he  had  more  than  enough  support  to 
quash  a  filibuster  in  votes  set  for  Tues- 
day night  and  Wednesday  morning.  With 
that  victory  in  sight,  final  passage  of 
the  measure  would  be  closer  than  ever. 


But  it  was  not  to  be.  A  barrage  i 
clever  last-ditch  assaults  orchestrate 
by  consumer  activists  and  trial  lawyei 
proved  too  much  for  Rockefeller  and  h 
allies.  Opponents  of  the  bill  convince 
lawmakers  through  emotional  appea 
from  victims,  gender  politics,  and  prov 
sions  involving  tobacco  and  guns,  tumir 
loose  some  of  the  most  powerful  lobbi 
ing  groups  in  Washington.  "They  threl 
everything  at  us,  and  they  won,"  sigll 
pro-business  lobbyist  Victor  E.  SchwartI 
"SIDESHOW."  This  is  the  story  of  howf 
liill  that  had  gained  so  much  mome 
tum  was  abruptly  derailed.  On  tl 
morning  of  June  28,  advocates  for  bot 
sides  were  nervously  milling  about  tl 
gilded  anteroom  outside  the  Senal 
chamber.  Two  dozen  business  lobbyist 
sporting  "Product  Liability  Reform  Nov' 
buttons  were  on  one  side  of  the  roor) 
collaring  as  many  lawmakers  as  the 
could.  On  the  other  side  were  about  tH 
same  number  of  opponents,  includir'i 
24-year-old  Mario  M.  Mahne,  a  disfi;' 
ured  Ford  Mustang  crash  victim  w! 
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Our  CoynsEs 
llit[  Limited  To 

12  SiyDENTS, 

Byr  Our 
Classroohs  Are 
QyiTE  Larce. 


People  who've  taken  our  courses  say  they  learned  more  about  themselves  in  that 
one  week  than  they  had  in  years.  Which  isn't  too  surprising,  when  you  consider  that  we 
have  incredibly  qualified  instructors.  Limited  groups.  A  challenging  curriculum. 
And  whether  you  backpack,  sail,  canoe  or  even  dogsled,  our  classroom  settings  just 
can't  be  beat.  So  call  1-800-243-8520  and  we'll  send  you  a  free  color  catalog  today. 

A  nonprofit,  nondiscriminatory  organization  celebrating  over  50  years  of  excellence  in  education  worldwide. 


Outward  Bound. 

THE  ADVENTURE  LASTS  A  LIFETIME. 
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Every  cancer  patient  should  have  one. 


The  corporate  jet.  You'd  be  surprised  who's  flying  on  it  these  days.  But  Corporate  Angel 


Network  (CAN)  isn't.  CAN  is  a  nationwide  program  designed  to  help  cancer  patients  of  ail 


ages  travel  free  to  or  from  recognized  treatment.  CAN  arranges  with  corporations  to  utilize 


1! 


the  empty  seats  on  their  corporate  aircraft  operating  on  business  flights.  This  unique  program 
allows  cancer  patients  to  travel  in  comfort  and  dignity.  And  best  of  all,  the  CAN  program  is 


free  and  it's  easy.  Since  its  inception  in  1981,  CAN  has  already  helped  thousands  of  patientsii 


across  the  country.  If  you'd  like  to  find  out  more,  call  Corporate  Angel  Network  at 


914-328-1313 
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rs  she  paid  her  own  way  from  Gaines- 

le,  Fla.,  to  fight  the  bill. 

Mahne,  who  consumer  advocates  say 

•sonifies  the  need  to  make  companies 
)le  for  their  misdeeds,  became  a  light- 
ig  rod  of  sorts  during  the  debates. 

one  point,  while  Mahne  stood  in  the 
;eroom  with  Pamela  Gilbert,  director 
Ralph  Nader's  Congress  Watch,  Gen- 
ii Motors  Corp.  lobbyist  Alfred  W. 
rtese  Jr.  came  by  and  tossed  Gilbert  a 
n.  "Here's  a  quarter  for  your  side- 
)w,"  he  said,  referring  to  Mahne's 
>sence.  When  asked  about  it,  Cortese 
plains:  "I  wanted  to  register  my  dis- 
te  for  those  tactics.  They're  exploiting 
!  victims."  Nader,  who  quickly  spread 
rd  of  the  incident  to  Senate  aides, 
ists  that  Cortese's  comment  was 
orth  votes  for  us." 
Such  last-minute  an- 
3  were  only  a  portion 
the  opponents'  strate- 
,  Additional  votes 
ne  from  female  Demo- 
itic  senators  because 
one  element  in  the  bill 
it  would  have  barred 
nitive  damage  awards 
•  injuries  caused  by 
^ducts  approved  by 
i  Food  &  Drug  Ad- 
nistration  or  the  Fed- 
il  Aviation  Adminis- 
ition.  The  activists 
d  that  if  the  measure 
■re  in  place  years  ago, 
imen  injured  by  sili- 
le  breast  implants,  the 
ti-miscarriage  drug 
S,  and  other  allegedly 
iective  medical  devices 
d  drugs  would  not  have  been  able  to 
[  adequate  compensation. 
That  argument  angered  Rockefeller 
d  business  lobbyists  because  DES  and 
plants  never  were  approved  by  the 
A.  "Nader  and  all  the  consumer 
Dups  were  lying,"  Rockefeller  fumes, 
bert  contends  that  relying  on  FDA  ap- 
3val  to  shield  manufacturers  from  li- 
ility  is  dangerous.  "The  FDA  isn't  per- 
•t,"  she  says. 

The  activists'  argument  yielded  little  at 
3t.  "We  hit  a  brick  wall,"  admits  Karen 
Renick,  a  victims'  advocate  from  DES 
tion  USA.  But  then  they  found  a  potent 
y— House  member  Patsy  T.  Mink  (D- 
iwaii),  herself  a  DES  victim.  Mink  had 
iKessfully  sued  the  University  of  Chica- 
15  years  ago  over  a  1951  experiment 
the  school's  hospital,  which  adminis- 
•ed  DES  to  Mink  and  other  pregnant 
imen  without  telling  them.  Mink,  whose 
ughter  has  a  precancerous  condition, 
md  out  years  later  about  the  experi- 
int  after  receiving  a  letter  from  a 


researcher.  "I  blew  my  top,"  she  says. 

Mink's  credibOity  had  a  powerful  influ- 
ence on  some  senators.  And  on  June  14, 
at  a  news  conference  sponsored  by  Pub- 
lic Citizen  and  victims'  groups.  Mink  and 
Senators  Carol  Moseley-Braun  (D-Ill.) 
and  Barbara  Boxer  (D-Calif.)  blasted  the 
product-liability  bill.  Braun,  for  one,  had 
previously  indicated  she  would  vote  with 
Rockefeller,  Senate  aides  say. 
TWIN  TORPEDOES.  Another  bombshell 
dropped  on  reformists  five  days  before 
the  big  vote,  when  Senator  Frank  R. 
Lautenberg  (D-N.  J.)  announced  amend- 
ments that  brought  two  heavyweight 
lobbies  into  the  debate  for  the  first  time. 
With  the  help  of  Consumers  Union  lob- 
byist M.  Kristen  Rand,  Lautenberg 
drafted  an  amendment  that  would  hold 


HOW  lOBBYISTS  BEAT  BACK  TORT  REFORM 

GENDER  POLITICS  A  provision  consumer  groups  argued  would  limit 
damages  in  cases  brought  by  women  injured  by  medical  devices  turned 
female  and  other  lawmakers  against  the  bill. 

GUNS  AND  TOBACCO  Powerful  lobbies  for  gun  and  cigarette 
manufacturers  joined  the  fight  against  reform  for  the  first  time  when 
amendments  were  introduced  making  it  easier  for  consumers  to  sue  the 
companies.  The  amendments  cost  the  support  of  lawmakers  from  tobacco 
states,  such  as  Senator  Wendell  Ford  of  Kentucky. 

EMOTIONAL  APPEAL  As  part  of  a  campaign  organized  by  victims' 
groups,  a  disfigured  Florida  auto-accident  victim,  along  with  other  victims 
of  various  product  malfunctions,  spoke  with  lawmakers  outside  the  Senate 
chamber  on  the  days  of  crucial  votes.  The  victims  argued  that  they  could 
not  receive  proper  compensation  under  the  proposed  measure. 

CONNECTIONS  Top  trial-lawyer  lobbyist  Tommy  Boggs's  longtime 
relationships  with  key  senators,  including  Majority  Leader  George 
Mitchell,  helped  sway  pivotal  votes. 


gun  dealers  liable  for  selling  to  minors 
and  mentally  impaired  persons  who  then 
hurt  others.  Lautenberg  also  backed  a 
change  that  would  require  the  tobacco 
industry  to  pay  for  federal  health  ex- 
penses stemming  from  tobacco  use. 

Predictably  enough,  the  National  Rifle 
Assn.  and  the  tobacco  lobby  quickly 
swung  into  action.  "My  phone  went  into 
phone  melt  from  calls  from  the  nra," 
says  one  business  lobbyist.  The  tobacco 
industry's  opposition  produced  strange 
political  bedfellows.  Outside  the  Senate 
chamber  the  night  of  the  vote,  tobacco 
lobbyist  William  H.  Hecht  sat  next  to 
superlobbyist  Thomas  H.  Boggs  Jr., 
whose  clients  include  the  trial  lawyers 


Even  one  of  the  bill's 
co-sponsors  changed  his 
mind  at  the  last  instant 


who  sue  tobacco  companies.  "My  ten- 
dency is  to  be  with  the  business  commu- 
nity," says  Hecht.  In  the  end,  Lauten- 
berg's  amendments  never  were  offered, 
but  they  turned  at  least  one  senator  at  a 
moment  when  every  vote  counted.  Aides 
to  pro-tobacco  Senator  Wendell  H.  Ford 
(D-Ky.)  say  their  boss  would  have  voted 
to  end  the  filibuster  had  it  not  been  for 
Lautenberg's  proposals. 

Shortly  before  the  June  28  vote, 
Rockefeller  knew  he  would  lose  if  he 
didn't  withdraw  the  FDA  provision.  So  he 
decided  to  support  an  amendment  to 
drop  it.  But  the  next  day.  Senators  Er- 
nest F.  Hollings  (D-S.C.)  and  Howell 
Heflin  (D-Ala.),  perennial  friends  of  the 
trial  lawyers,  refused  to  allow  any 
changes  to  the  bill.  Lobbyists  speculate 
that  Boggs,  a  hunting 
buddy  of  Hollings  and 
longtime  ally  of  Heflin, 
had  a  hand  in  their  ob- 
jections. It  would  have 
been  vintage  Boggs,  who 
is  known  to  target  key 
lawmakers  such  as  com- 
mittee heads  and  senior 
legislators  during  critical 
debates— a  strategy  that 
contrasts  with  other  lob- 
byists who  generally  ap- 
peal to  rank-and-file 
members  to  peel  off 
votes  one  at  a  time. 
Boggs  declines  to  com- 
m.ent  about  his  role  in 
the  product-liability  fight. 

Despite  the  setback. 
Rockefeller  was  just 
three  votes  shy  of  the  60 
he  needed  to  end  the  de- 
bate. But  then,  the  bottom  fell  out.  Sen- 
ator Donald  W.  Riegle  Jr.  (D-Mich.),  who 
had  voted  to  end  the  filibuster  the  night 
before,  switched  his  vote  on  Wednes- 
day morning  with  little  explanation. 
Lawmakers  willing  to  cast  the  60th  vote 
only  if  necessary— but  who  were  unwill- 
ing to  cast  the  59th— soon  joined  Rie- 
gle. Even  Larry  Pressler  (R-S.  D.),  a  co- 
sponsor  of  the  bill,  turned  against  it  to 
protest  the  FAA's  reluctance  to  release 
documents  on  a  1993  plane  crash  that 
killed  South  Dakota  Governor  George 
S.  Mickelson.  "I  decided  in  great  frustra- 
tion" to  vote  against  the  bill,  said  Press- 
ler. In  the  end,  it  never  got  more  than 
57  votes. 

In  the  Senate  anteroom  after  the 
Wednesday  vote.  Rockefeller  made  it 
clear  that  the  forces  who  defeated  him 
won't  be  able  to  rest  on  their  laurels 
for  long.  As  he  departed,  Rockefeller 
told  Boggs:  "I'll  be  giving  you  more  busi- 
ness next  session."  Boggs  just  smiled. 
By  Catherine  Yang  in  Washington 
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Investing 


STEPPING  SNIARTLY 
AMONG  MONEY  FUNDS 


For  nearly  three 
years,  the  stock 
market  went  up, 
interest  rates  fell  ever 
lower,  and  money-market 
funds  were  just  plain 
boring.  Then  came  1994. 

Rising  rates  and  unset- 
tling volatility  in  the 
stock  and  bond  markets 
have  made  money  funds 
much  more  interesting. 
Not  only  do  they  provide 
a  gi'eat  place  to  hide  out 
for  a  while,  but  their  oth- 
erwise-lackluster yields 
have  been  edging  up. 
Since  Feb.  4,  the  first 
time  the  Federal  Reserve 
raised  short-term  rates, 
the  seven-day  average 
yield  on  all  taxable  mon- 
ey funds  has  moved  fr-om 
2.68%  to  3.82%,  accord- 
ing to  Money  Fund  Re- 
port. The  top-ranked  Ben- 
ham  Prime  Money 
Market  Fund  returns  a 
not-too-shabby  4.59%. 

But  not  all  money 
markets  are  created 
equal.  There  are  more 
than  1,000  to  choose 
from— in  several  catego- 
ries. Even  with  this  most 
conservative  brand  of 
mutual  fund,  you  should 
consider  what  risks  you 
are  willing  to  take,  as 
well  as  the  impact  of  tax- 
es and  expenses. 
BAILOUTS.  Case  in  point: 
Some  money  funds  had  to  be 
bailed  out  recently,  so  their 
share  prices  wouldn't  fall  be- 
low $1.  In  an  effort  to  in- 
crease yields,  these  funds  pur- 
chased certain  derivative 
securities,  which  plummeted 
in  value  when  rates  rose  and 
had  to  be  sold  at  a  loss.  Bank- 
America,  for  one,  covered 
losses  of  $67  million  in  two  of 
its  Pacific  Horizon  funds  in 
June.  This  doesn't  mean  mon- 


ey fund  shareholders  should 
panic,  says  Robert  Plaze,  as- 
sistant director  of  the  Secu- 
rities and  Exchange  Commis- 
sion's investment  maniigement 
division.  At  worst,  these 
funds'  net  asset  value  would 
have  temporarily  fallen  to  98C 
or  99<t  before  returning  to  $L 
But  these  bailouts  proved 
that  some  money-market  fund 
managers  are  willing  to  pur- 
sue more  aggressive  strate- 


gies than  others.  Wliile  Bank- 
America  says  the  structured 
notes  it  was  forced  to  sell  at 
a  loss  were  "permissible  in- 
vestments," some  pros  were 
amazed  a  money-fund  manag- 
er would  buy  them. 

"Derivatives  of  one  sort  or 
another  are  almost  unavoida- 
ble," says  Ian  MacKinnon, 
who  heads  Vanguard  Group's 
fixed-income  unit.  But  while 
some  are  safe  and  liquid,  oth- 


ers aren't  appropriate  f 
money  funds,  he  say 
even  though  they  may 
ideal  for  other  kinds 
l>ond  funds.  In  a  June 
letter,  the  sec  stated  th 
the  following  derivativ' 
were  unsuitable  for  mo 
ey  funds:  "inverse  floE 
ers,"  "le\'eraged  floater; 
"CMT  floaters,"  "capp< 
floaters,"  "range  floaters 
"dual-index  floaters,"  ai 
"COFI  floaters."  Partly  b 
cause  of  the  letter,  fum 
that  dabbled  in  risky  d 
rivatives  have  probab 
sold  them  and  taken  tht 
losses,  says  Teresa  Re 
inger,  editor  of  Mon 
Fund  Report. 
REPO  DEALS.  But  if  t] 
idea  of  exposing  yo 
cash  reserves  to  exot 
securities  makes  you  nc 
vous,  ask  the  fund  abo 
its  policy  on  derivative 
"We're  getting  tho 
calls,"  says  Amy  O'Do 
nell,  portfolio  manager 
taxable  money-mark 
funds  at  Benhami.  "Il 
very  comforting  for  us 
say  we  don't  own  t 
problematic  ones."  Be 
ham  Prime  Money  Ms 
ket  F\ind  enjoys  the  No 
spot  primarily  because 
opened  last  Novemb 
and  has  been  able  to  pa 
its  portfolio  with  high( 
yielding  securities  as 
sets  have  gi'own. 

To  avoid  derivatives  coi 
pletely,  you  can  stick  wi 
100%  U.  S.  Ti-easury  func 
Their  average  yield  of  S.Sl 
isn't  too  exciting,  but  y^ 
may  get  a  boost:  They're 
empt  from  most  state  taxel 
For  a  little  more  yield  af 
a  touch  more  risk,  some  mcl 
ey  funds  invest  in  treasuril 
and  repurchase  agreemen', 
or  "repos."  In  a  typical  rei 
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al,  a  fund  would  buy  a 
£h  of  government-agency 
•unties  from  a  bond  deal- 
agreeing  to  sell  them 
:k  the  next  day  at  the 
ne  price— plus  a  little 
erest.  Funds  pick  up  a 
idgen  of  credit  risk  but 
/e  the  securities  as  col- 
eral  if  the  bond  dealer 
I't  make  good  on  the  re- 
rchase  agreement. 
The  next-riskiest  money 
ids  own  government  and 
3ncy  debt,  so  they  have 
tually  no  credit  risk.  But 
ne  of  them  have  gotten 

0  trouble  with  structured 
tes  issued  by  agencies 
zh  as  Ginnie  Mae  and 
Hie  Mae. 

General-purpose  funds 

1  buy  any  of  the  above- 
mtioned  securities,  plus 
:h-quality  commercial  pa- 
r  issued  by  corporations, 
ere  is  some  credit  risk 
'olved,  but  the  funds  are 
11  quite  safe  because  only 
ancially  strong  companies 
luld  offer  high-quality  pa- 
r.  So-called  second-tier 
ids  buy  lower-quality  pa- 
r.  But  there  are  only  seven 
lilable,  since  most  investors 
peot  top-rated  holdings  in 
noney  fund. 

Tax-free  money  funds 
ve— so  far— avoided  trouble 
th  derivatives,  because  the 
otic  securities  aren't  avail- 
le  for  that  type  of  fund.  But 


1         THEY'RE  NOT  ALL  THE  SAME        -  1 

Money-Market  Fund  Investments 

Yield* 

100%  U.S. 
TREASURY 

Highest  safety.  Federal  tax  applies; 
returns  tax-exempt  in  most  states. 

3.57% 

U.S.  TREASURY 
AND  REPO 

Participates  in  repurchase  agreements, 
in  which  a  bond  dealer  sells  securities, 
agreeing  to  buy  them  back  on  a  certain 
date  at  a  specified  price. 

3.66% 

U.S. 

GOVERNMENT 
AND  AGENCIES 

Buys  securities  issued  by  U.  S. 
agencies,  such  as  the  Student  Loan 
Marketing  Assn.  The  funds  have  no 
credit  risk,  but  some  have  taken  on 
market  risk  by  purchasing  derivatives. 

3.66% 

GENERAL 
PURPOSE 

Can  buy  high-quality  commercial  3.77% 
paper  of  corporations,  which  adds  some 
credit  risk.  May  gamble  with  derivatives. 
A  handful  of  "second-tier"  funds  purchase 
lower-quality  paper  for  a  higher  yield  (4.14%). 

TAX-FREE 

Invests  in  short-term  municipal 
securities,  such  as  tax  anticipation 
notes.  Exempt  from  federal  taxes.  Only 
state-specific  funds  avoid  state  taxes. 

1.84%** 

'Compound  annualized  7-day  yield,  including  reinvested  dividends  and  capital  gains  for  the  week  of  July  6-1 2. 
"3.05%  tax-equivalent;  39.6%  lax  brocket                                  DATA:  I8C/D0N0GHUE  INC.,  BUSINESS  WEEK 

that's  not  enough  reason  to 
choose  a  tax-free  fund.  Since 
prices  of  municipal  debt  have 
held  up  much  better  than 
government  and  corporate 
debt  this  year,  the  spread  be- 
tween tax-exempt  and  taxable 
money  funds  is  now  a  lot  wid- 
er. People  in  the  highest  tax 
bracket  may  be  able  to  find  a 
tax-exempt  fund  that  will  gen- 
erate a  better  aftertax  vield 


than  a  taxable  fund.  But  that 
is  getting  harder  to  do. 

Compare  how  you  would 
fare  in  taxable  vs.  tax-exempt 
funds  by  subtracting  your  tax 
bracket  from  1  and  dividing 
that  into  the  tax-exempt  yield 
times  100.  Using  this  formula, 
a  tax-free  yield  of  1.84%  (the 
average  for  retail  tax-free 
funds)  for  someone  in  the 
39.6%  bracket  compares  with 


a  taxable  yield  of  3.05%. 
The  average  taxable  fund 
yields  3.77%.  Only  state- 
specific  funds  are  exempt 
from  local  as  well  as  feder- 
al taxes.  And  some  treas- 
ury-only funds  are  exempt 
from  state  taxes  but  not 
federal  ones.  You  may  need 
an  accountant  to  determine 
your  best  aftertax  return. 
"GRADATIONS."  You  should 
also  look  at  expenses.  In  the 
second  quarter  of  1994,  57% 
of  money  fimds  were  waiv- 
ing all  or  part  of  their 
charges  temporarily,  and  the 
average  expense  ratio  was 
0.58%,  according  to  Money 
Fund  Report.  But  fee-waiv- 
ers can  be  misleading,  since 
charges  can  be  reinstated  at 
any  time.  Vanguard  doesn't 
waive  them  but  offers  fixed 
low  expenses:  0.32%  for  its 
Money  Market  Reserve 
funds  and  0.15%  for  its 
$50,000-minimum  Admiral 
series.  Other  companies  low- 
er expenses  for  people  who 
sock  away  a  lot  of  cash. 

Although  different  money 
funds  have  different  risk  lev- 
els, "we're  talking  about  very 
small  gradations  here,"  says 
Sanford  Bragg,  managing  di- 
rector of  Standard  &  Poor's 
Ratings  Group.  Still,  since 
safety  is  paramount  to  money- 
fund  investors,  you  should 
know  exactly  what  you're 
buying  into.        Aviey  Stone 


nvestors  who  don't  want  to 
risk  stocks  or  bonds  right 
)w  may  be  eyeing  the  rising 
elds  in  money-market  mu- 
lal  funds  or  bank  certificates 
'  deposit.  But  if  you're  will- 
g  to  tie  up  some  cash  for 
vo  to  five  years,  good  old 
.  S.  Treasury  bonds  look 
ighty  pretty. 

Backed  by  Uncle  Sam, 
'easuries  are 
Dout  as  secure 
1  investment  as 
3u  can  make  if 
?ld  to  maturity, 
nd  currently, 
ields  on  two- 
3ar  T-bonds  top 
while  two- 
ear  CDS  return 
5%  or  less  and 
loney-market 
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FOR  THE  MID-TERM, 
T-BOHDS  GET  TOP  MARKS 


PLAHNG  THE 
YIELD  CURVE 


RATE 

AS  OF  JULY  18 


MO. 


3  6  1  2  3  4  5  7  10  15  20  30 
MATURITY 

▲  PERCENT 

DAIA:  BLOOMBERG  FINANCIAL  MARKEtS 


funds  earn  almost  4%  on  aver- 
age—gaps that  have  widened 
since  February.  The  three- 
and  five-year  T-bonds  yield 
about  6.3%  and  6.8%,  respec- 
tively. One  rea- 
son for  the  differ- 
ential is  that 
banks  have  been 
slow  to  raise  the 
rates  they  pay 
depositors  even 
as  the  rates  they 
charge  borrowers 
have  moved  up- 
ward since  the 
spring. 


■YEARS 


A  money-market  fund 
would  still  make  more  sense 
for  someone  who  might  need 
instant  access  to  the  cash.  If 
you  buy  a  treasury  and  want 
the  money  quickly,  you  would 
have  to  pay  a  fee  on  the  sale 
of  your  bond;  Charles  Schwab 
charges  a  flat  $49.  You  may 
also  suffer  a  loss  of  principal 
if  rates  have  risen. 

Treasury  securities  have 
the  added  bonus  of  not  being 
taxed  at  the  state  or  local 
level.  They  ai'e,  however,  sub- 
ject to  federal  taxes.  Inves- 
tors in  higher  brackets,  par- 


ticularly those  paying  above 
39%,  may  want  to  consider 
municipal  bonds,  which  usual- 
ly are  exempt  from  state  and 
federal  taxes.  The  tax  bene- 
fits on  treasuries  typically  are 
best  for  those  with  a  rate  of 
less  than  30%. 

Investors  can  buy  T-bonds 
from  any  Federal  Reserve 
Bank  or  through  a  brokerage 
firm.  Buying  directly  fi'om  the 
government  requires  at  least 
$5,000  for  two-  and  three-year 
bonds,  $1,000  for  five-year 
notes,  and  there  is  no  trans- 
action cost.  Brokers  can  sell 
some  securities  in  smaller 
amounts,  but  they  charge  a 
commission.  Either  way,  one 
of  the  safest  investments  is 
also  offering  some  of  the  best 
returns.  Amy  Barrett 
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A  SHORT  COURSE  IN  COVERED  CALLS 


Smart  Money 

BREATHING 
LIFE  INTO 
TIRED  STOCKS 


Are  your  stocks  stag- 
nating? You're  not 
alone.  These  days, 
many  stocks  are  just  rocking 
back  and  fortii  in  a  narrow 
trading  range.  That  makes  it 
a  good  time  to  generate  some 
extra  dollars  by  selling  "cov- 
ered calls"— a  fairly  safe  op- 
tions play. 

A  covered  call  is  an  option 
you  sell  on  stock  you  already 
own.  It  gives  the  buyer  the 
right  to  purchase  your  shares 
at  a  fixed  "strike"  price  for  a 
limited  amount  of  time— com- 
monly, three  months.  For  this 
right,  the  buyer  pays  you  a 
premium,  providing  you  with 
an  instant  return  on  a  stock 
that  may  not  be  budging.  The 
premium  can  soften  the  blow 
if  the  price  of  the  stock  drops. 

"If  you  can  pick  up  a  1% 
to  3%  return  every  few 
months,  it's  a  significant  boost 
to  your  annual  return,"  says 
Richard  Schmidt,  president  of 
Stellar  Management,  a  mon- 
ey manager  in  Naples,  Fla. 
"It  also  keeps  you  from  los- 
ing as  much  in  a  down  mar- 
ket. The  only  negative  is  that 
it  could  limit  upside  gain." 
That's  why  it's  not  a  good 
strategy  for  a  bull  market. 
And  in  a  bear  market,  you 
might  want  to  buy  put  op- 
tions, which  deliver  a  profit 
if  the  stock  price  drops  below 
that  specified  in  the  contract. 

But  in  this  so-called  side- 
ways market,  covered  calls 


Worth  Noting 

■  HOMEWORK.  Want  to  sell 
your  house  without  paying  an 
agent's  commission?  A  new 
video  from  Picket  Fence  Pro- 
ductions, How  To  Sell  Your 
Own  Home,  explains  how  to 
price  the  property,  show  it  to 
potential  buyers,  and  close  the 
deal.  It's  $29.95,  plus  shipping. 
Call  800  836-5577. 


are  the  strategy  du  jour.  Take 
retired  businessman  Glenn 
Caudill  of  Naples.  He  bought 
6,500  shares  of  Motorola  at 
$35.  Now  that  it's  trading 
around  $50,  he  wants  to  take 
some  profit.  Instead  of  out- 
right selling,  he  had  his  bro- 
ker "write"  covered  calls  at  a 
strike  price  of  $50  for  $4  a 
share.  His  65  contracts,  each 
covering  100  shares  worth 
$26,000,  cost  him  $157.11  in 
commissions  at  a  discount  bro- 
ker. The  minimum  commission 
at  discount  broker  Charles 
Schwab  is  $39.  A  full-service 
broker  would  charge  around 
$751  for  the  same  deal.  The 
call  is  then  traded  on  an  op- 
tions exchange. 

Investors  who  think  Motoro- 
la could  go  above  $54  will  buy 
the  call.  But  if  the  stock  is  still 
$50  when  the  call  expires  in 
Octoter,  the  buyer  won't  exer- 
cise it.  Then  Caudill  can  keep 
the  stock  and  the  $4  per  share 
premium— for  an  8%  return  in 
only  three  months. 
"BUimN  PROFlf."  If  the  stock 
drops  to  $45,  the  buyer  also 
won't  exercise  the  option  be- 
cause he  can  purchase  Moto- 
rola on  the  open  market  for 
less.  When  the  call  expires, 
Caudill  would  have  a  $5  per 
share  paper  loss,  but  an  off- 
setting $4  gain  from  the  pre- 
mium. Thus  the  call  would 
protect  him  against  a  small 
price  drop. 

If  the  stock  rises  above  $50, 
say  to  $54,  the  buyer  will  ex- 
ercise the  option  because  at 
$50,  the  call  is  cheaper  than 
the  stock's  price  on  the  mar- 
ket. Caudill  must  surrender 
his  stock  for  $50.  but  the  $4 
premium  gives  him  the  same 
profit  as  if  he  had  sold  it  out- 
right at  $54.  However,  that's 
the  most  he  can  make.  If  Mo- 


■  STOCK  WATCH.  A  new  daily 
fax  service  can  help  people 
monitor  their  investments. 
InfoWire  Personal  Portfolio 
from  CPC  Communications 
gives  prices  and  other  statis- 
tics for  up  to  99  stocks  or  mu- 
tual funds,  plus  news  briefs 
pertinent  to  your  holdings. 
The  cost  is  $39.95  per  month, 
with  $2.95  extra  when  the  fax 
is  sent  to  a  hotel.  Call  800 
222-9473. 


Writing  covered  calls  is  the  most  basic  form  of  options 
trading.  It  means  you  sell  to  another  party  the  right  to  buy 
stock  you  already  own.  Here's  how  it  works: 

The  1 ,000  shares  of  XYZ  stock  you  bought  for  $56  each 
have  been  stagnating.  You  hope  to  generate  extra  income 
by  writing  a  call  to  sell  the  stock  at  $60.  The  option  price  is 
$3  per  share,  or  $3,000.  The  commission  for  10,  lOO-shore^ 
contracts  is  around  $71  at  a  discount  broker. 

IF  THE  STOCK  PRICE  DOESN'T  CHANGE  The  call  buyer  doesn't 
exercise  the  option  at  the  end  of  three  months.  The  call  ex- 
pires, you  keep  the  stock,  and  collect  $3,000,  a  5%  return. 

IF  THE  STOCK  PRICE  RISES  XYZ  climbs  to  $65.  The  buyer  exer- 
cises the  call  and  buys  the  stock  for  $60.  You  moke  the  $3 
per  share  premium  plus  the  $60  strike  price.  Your  profit  is 
$7,000,  including  $4,000  appreciation  in  the  stock  price. 
But  you  lose  out  on  the  two-point  appreciation  above  $63. 

IF  THE  STOCK  PRICE  DROPS  If  the  stock  falls  to  $50,  the  buyer 
won't  exercise  the  call  because  the  market  price  is  cheaper 
than  the  strike  price.  You  pocket  the  premium  of  $3000, 
which  cuts  your  loss  from  $6,000  to  $3,000. 

DATA:  BUSINESS  WHK 


torola  goes  to  $60,  he  will  lose 
out  on  the  extra  $6  per  share 
in  appreciation.  But  Caudill 
doesn't  mind  because  he 
bought  the  stock  so  cheaply 
in  the  first  place.  "I  wouldn't 
do  this  if  I  didn't  have  a  built- 
in  profit,"  he  says. 
BE  PREPARED.  Most  covered 
calls  are  sold  slightly  above 
the  current  stock  price.  "That 
allows  you  to  participate  in 
some  upside  appreciation  over 
and  above  the  option  premi- 
um," says  Michael  Schwartz, 
chief  options  strategist  at  Op- 
penheimer  &  Co.  in  New 
York.  Strike  prices  usually 
come  in  $5  increments,  so  you 
would  pick  the  one  just  above 
your  stock  price— say,  $50  for 
a  stock  selling  at  $48. 

Because  a  covered  call  lim- 
its the  appreciation  you  can 
realize,  write  one  only  if  you 
like  a  stock  but  don't  think  it 
will  rise  much.  Conversely,  if 
you  think  the  stock  will  tank, 
sell  it.  The  premium  isn't 
much  help  if  the  price  plum- 


I 


mets.  Also,  only  write  c; 
on  issues  of  companies  ,\ 
don't  mind  selling,  becaust 
your  stock  rises  above  ' 
strike  price,  the  buyer  \ 
probably  want  it.  "You  h; 
to  be  mentally  prepared 
giving  away  the  appreciatii 
says  Bernard  Schaeffer,  ti 
tor  of  Option  Adviser  in 
cinnati.  If  you  change  y<| 
mind  in  midcall,  you  can 
back  the  option  before  it's 
ercised.  And  as  the  call  < 
pires,  you  can  roll  it  oven 
varying  strike  prices. 

After  a  year  of  writing  c> 
ered  calls,  Caudill  has  becci; 
a  fan.  "The  only  reasoi 
didn't  use  it  before  was  rr 
vousness  about  dealing  in  ) 
tions,"  he  says.  Educatioa 
materials  from  the  Chic 
Board  Options  Exchange  ( 
786-5600)  and  the  Options 
stitute  (312  786-77601  hel 
quell  his  fears.  So  did  the  5: 
cess  that  came  from  using 
right  financial  strategy  at 
right  time.  Pam  Bl\ 
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PERSONAL  BU: 


THE  COMPUTER  MUSEUM  THANHS  THOSE  STELLflR  SPONSORS  RNO  VOLUNTEERS  WHOSE  TERMWORH 
MADE  THE  1994  COMPUTER  ROWL  RLL-STRR  GRME  R  RERL  WINNER 

^►THE  COMPUTER  MUSEUM'S  1994  COMPUIER  BOWL®  ULL-STHR  GAME,  PRESENIEO  BV  IHE  flSSOCIflllON  FOR  COMPUTING  MflCHINERV^ 
IHE  EAST  CflliST  HLL-SIIIII TEIIM;  David  L.  Nelson,  Novell  Multimedia,  East  Coast  All-Star  Most  Valuable  Player  ,  Mitchell  Kapor,  [lectronic  frontier 
foundation.  Captain;  Neil  J.  Colvin,  foundation  Designs  Inc.;  Bob  Ftonksfon,  Microsoft  Corporation;  Pomelo  McCorduck,  Author.  WEST  COAST  IILL- 
Dlfltl  TEAM:  David  Liddle,  Interval  Research  Corporation,  West  Coast  All-Star  Most  Valuable  Player ;  Bill  Joy,  Sun  Microsystems,  Inc.,  Captain;  Bill 
Gates,  Microsoft  Corporation;  Jeffrey  Kolb,  Consultant;  Harry  J.  Sool,  Smart  Valley,  Inc.  "THE  EXfllllNtH";  Dr.  Andrew  S,  Grove,  Intel  Corporation 
POONOEHS:  Pat  Collins  Nelson  and  David  L.  Nelson  THE  (ILL-STflll  AWARDS  SPONSOA:  COMPUTEAWOALD  OFFICIAL  SPONSOAS:  Adaptec,  Inc.  The  tOware® 
Company;  Bank  of  Boston,  The  Bank;  BASF  Information  Systems,  The  Diskette;  Cirrus  Logic,  Inc.,  The  featureChip'"  Company; 
Intel  Corporation,  The  Microprocessor;  Kleiner  Perkins  Caufield  &  Byers,  The  Venture  Capital  firm;  Network  General  Corporation, 

The  Network  Monitoring  and  Analysis  Company;  Powersoft  Corporation,  The  Client-Server  Application  Development  Tool; 

Price  Woterhouse,  The  Accounting  firm;  Robertson,  Stephens  &  Company,  The  Investment  Bank;  Stratus    Computer,  Inc., 

The  Transaction  Processor;  Viewlogic  jilOflliS  l"0  ["lllS  IjflG'UP  Systems,  Inc.,  The  f lectronic  Design 

Automation  Company;  Visix  Software  Inc.,  Qyj"  [[|[J|p[j|'9f  Performance  Workstation  Soft- 

wore  Company;  Wellfleet  Communications,  Inc.,  The 

BOlUl  UJOS  Internetworking    Company.    SAIELLIIE  SPONSOA: 

Microsoft  Corporation  lABLE  PAIAONS:  Cunningham  on  all-sFor  event.  Communication,  Inc.,  Interval  Research  Corpora- 
tion. TABLE  SPONSOAS:  3Com  Corporation,  Alex.  Brown  &  Sons,  American  Airlines,  Apple  Computer,  Inc., 
Apple  Computer,  Inc. /Entry  Macintosh  Products,  Asset  Management  Company,  Gwen  and  Gordon  Bell,  Borland  International 
Inc.,  Brobeck  Phleger  &  Harrison,  Bronner  Slosberg  Humphrey,  Inc.,  Brooke  and  Owen  Brown,  Charles  River  Ventures,  Chronologic, 
CIO  Publishing,  Inc.,  Linda  Benedict  Colvin,  Karen  and  Gardner  Hendrie,  Heuristics  Search,  Inc.,  Intermetrics,  Inc.,  LAN  Times,  The  Mathworks, 
Inc.,  Microsoft  Corporation,  Miller  Communications,  Object  Management  Group,  Suhas  Patil,  PCWeek,  PC  World,  SunSelect,  SuperMac  Technology, 
Inc.,  Testa  Hurwitz  &  Thibeault,  Veritas  Software,  The  Weber  Group,  Ziff-Davis  Interactive,  BOWL  GALA  DINNEA  SPONSOA:  Business  Week  Magazine 
HEOIA  SPONSOAS:  Business  Week  Magazine,  BYTE  Magazine,  CIO  Publishing,  Inc.,  Communications  of  the  ACM,  Compute,  COMPUTERWORLD,  DEC 
Professional,  Forbes,  HP  Professional,  Information  Week,  InfoWorld,  LAN  Computing,  LAN  Times,  MIDRANGE  Systems,  Network 
World,  NewMedia  Magazine,  PCWeek,  PC  World,  Software  Magazine,  Upside.  The  Computer  Bowl  is  a  project  to  benefit  the 
educational  programs  of  The  Computer  Museum.  Watch  for  Computer  Bowl  2.0  in  1  995.  For  information  call  41  5/323-1  909. 


Keynote  speakers: 


The  1994  Business  Week 
Asia  Chief  Executive  Forum 

Asia  Now:  How  Asian  Enterprise  is  Transforming  the  Global  Economy 
Date:  October  5-7,  1994 

Place:  The  Grand  Hyatt,  Taipei,  Taiwan,  R.O.C. 


Hon.  Lee  Teng-Hui 

President,  Rcjtiibltc 
of  China 


Dr.  Peter  Drucker 

1  he  " father "  of  moder>i 
management  thinking 


Presented  by: 

Business  Wi-fk  and 
Ministry  of  Economic 
Affairs,  Taiwan,  R.O.C. 

/;/  association  with: 
Epoch  Foundation 
Fun  Xerox 


Executive 
programs 


eiipv:%l't  l'>'>l  Mi<,r.iu'-Hill.  Inc. 


Stag  c,  e  r  i  n  c,  (growth. 
Diversified  markets.  Sophisticated 
consumers.  Global  investment. 
Increased  competition. 

All  eyes  are  on  Asia.  Now. 

For  chief  executives  and  corporate 
sponsors  interested  in  making  the  Far 
East  a  world  closer.  Business  Week  is 
pleased  to  provide  an  opportunity  to 
explore  options,  develop  strategies,  and 
gain  access  to  the  highest  ranks  of  Asian 
business  and  government:  The  1994 
Business  Week  Asia  Chief  Executive  Forum. 

If  you  are  not  in  Asia  Now-your 
competition  will  be. 


A  limited  number  ol  corporate  spon- 
sorships are  still  available.  For  spon- 
sorship information,  please  call: 
New  York       William  H.  DeGraff 

+1-212-512-6012 
London  Alice  Thorpe-Pollner 

+44-71-589-6007 
Hong  Kong     Steve  Moss 

+852-868-2010 
Tokyo  Alan  Lammin 

+81-3-3581-9811 

Business  Week  Executive  Programs. 
A  company  capability. 


BusinessWeek 


Beyond  news.  Intelligence. 


PRODUCTION 

"honge  from  lost  week:  0%  ' 
change  from  last  yeor:  2.7% 


1967=100  (four-week  moving  average) 


200. 


July  9 
1973 


185 


180 


mill 


July  2 
1973r 


J>,ly 
1994 


July  Nov.  Mar, 

1993  1993  1994 

he  production  index  was  flat  for  the  week  ended  July  9  Seasonally  adjusted 
(Utput  of  autos,  trucks,  steel,  electric  power,  crude-oil  refining,  lumber,  and  rail-freigfit 
roffic  alt  declined.  Coal,  paper,  and  paperboord  production  increased.  Before 
alculotion  of  tfie  four-week  moving  average,  tfie  index  fell  sharply,  to  196,  from 
98.6.  Some  of  the  decline  reflected  a  loter-thon-usuol  Independence  Day  and  auto- 
ilont  closings  for  model  changeovers. 

BW  production  index  copyright  1994  by  McGraw-Hill  Inc. 


LEADING 

Change  from  last  week:  0.2% 
Change  from  lost  year:  7.3% 


July  9 
238.4 
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July  2 
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July  Nov  Mar 

1993  1993  1994 

The  leading  index  increosed  during  the  week  ended  July  9  as  materials  prices 
continued  to  grow  at  o  rapid  pace.  In  addition,  higher  stock  prices  and  faster 
growth  rotes  for  M2  and  real  estate  loons  contributed  to  the  gain.  On  the  negative 
side,  bond  yields  were  higher,  while  doto  on  large-business  failures  were  unavailable. 
Before  cotcutation  of  the  four-week  moving  overage,  the  index  rose  sharply  to  240, 
from  238.2  in  the  previous  week. 

Leading  index  copyright  1 994  by  Center  for  Internationoi  Business  Cycle  Reseorch 


PRODUaiON  IMDICATORS 

Latest 
week 

Week 
ago 

%  Change 
yeor  ago 

'EEL  (7/1 6)  thous.  of  net  tons 

1,874 

1,892# 

1.1 

JTOS  (7/16)  units 

35,237 

21,249r# 

-53.7 

tUCKS  (7/16)  units 

13,716 

23,043r# 

-70.4 

ECTRIC  POWER  (7/16)  millions  of  kilowatt-hours 

67,753 

68,544# 

-1.4 

RUDE-OIL  REFINING  (7/16)  thous.  of  bbl./dcy 

14,391 

14,200# 

1.2 

3AL  (7/9)  thous.  of  net  tons 

14,660# 

18,630 

5.2 

(PERBOARD  (7/9)  thous.  of  tons 

748.0# 

788.0 

-0.7 

(7/9)  thous.  of  tons 

841. 8# 

871.9 

5.2 

JMBER  (7/9)  millions  of  ft. 

343.3# 

461.8 

2.1 

AIL  FREIGHT  (7/9)  billions  of  ton-miles 

18.5# 

22.3 

1.1 

ources:  American  Iron  &  Steel  Institute,  Ward's  Automotive  Reports,  Edison  Electric  Institute, 
merican  Petroleum  Institute,  Energy  Dept.,  American  Paper  Institute,  WWPA',  SFPA^,  Association 
American  Railroods 

FOREIGN  EXCHANGE 

Latest 
week 

Week 
ago 

Year 
ago 

IPANESE  YEN  (7/20) 

99 

98 

107 

ERMAN  MARK  (7/20) 

1.56 

1,53 

1.72 

RITISH  POUND  (7/20) 

1.55 

1.57 

1.50 

KENCH  FRANC  (7/20) 

5.36 

5.25 

5.86 

ANADIAN  DOLLAR  (7/20) 

1.38 

1.38 

1.28 

WISS  FRANC  (7/20) 

1.32 

1.29 

1.51 

lEXICAN  PESO  (7/20)' 

3.403 

3.400 

3.117 

ources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U.S.  ciollar,  exce 
ouncJ  expressecJ  in  cJollars 

Dt  for  British 

PRICES 

Latest 

week 

Week 
ago 

%  Chonge 
year  ago 

OLD  (7/20)  $/troy  oz. 

387.450 

384.650 

-1.3 

lEEL  SCRAP  (7/19)#l  heavy,  $/ton 

117.50 

116,50 

-0.8 

OODSTUFFS  (7/19)  index,  1967=100 

213.8 

21 1.2 

3.9 

OPPER  (7/16)  C/lb. 

114.6 

1 14.3 

26.6 

LUMINUM  (7/16)  c/lb. 

74.0 

72.5 

33.3 

»HEAT  (7/16)  #2  hard,  $/bu. 

3.47 

3.38 

6.1 

OTTON  (7/16)  strict  low  middling  1-l/16in.,  </lb 

69.73 

71.47 

24.2 

ources:  London  Wednesday  final  setting,  Chicago  ma 
/eek,  Kansas  City  market,  Memphis  market 

rket.  Commodity  Research  Bureau,  Meto/s 

LEADING  INDICATORS 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

STOCK  PRICES  (7/15)  S&P  500 

449.54 

447.61 

0.2 

CORPORATE  BOND  YIELD,  Aaa  (7/i5) 

8.18% 

8.18% 

14.2 

INDUSTRIAL  MATERIALS  PRICES  (7/15) 

103.6 

102.6 

9.2 

BUSINESS  FAILURES  (7/8) 

NA 

NA 

NA 

REAL  ESTATE  LOANS  (7/6)  billions 

$430.7 

$428. 8r 

4.1 

MONEY  SUPPLY,  M2  (7/4)  billions 

$3,556.3 

$3,547.2r 

2.5 

INITIAL  CLAIMS,  UNEMPLOYMENT  (7/2)  thous 

344 

353 

3.3 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1 980^  1 00),  D 
street  (failures  of  large  componies).  Federal  Reserve,  Labor  Dept.  CIBCR  seasonally  o 
on  business  failures  and  reel  estate  loons 

un  &  Brad- 
djusts  data 

MONTHLY  ECONOMIC  INDICATORS 

Latest 
month 

Month 
ago 

%  Change 
year  ago 

INDUSTRIAL  PRODUCTION  (June)  total  index 

116.8 

1 16.3r 

5.8 

CAPACITY  UTILIZATION  (June) 

83.9% 

83.6%r 

3.5 

RETAIL  SALES  (June)  billions 

$183.8 

$182.7 

6.6 

CONSUMER  PRICE  INDEX  (June) 

148.1 

147.7 

2.6 

Sources:  Federal  Reserve,  Census  Bureau,  BLS 

MONETARY  INDICATORS 

Lotest 
week 

Week 
ago 

%  Change 
year  ago 

MONEY  SUPPLY,  Ml  (7/4) 

$1,146.4 

$1,149.3r 

6.4 

BANKS'  BUSINESS  LOANS  (7/6) 

297.6 

294.5r 

6.9 

FREE  RESERVES  (7/6) 

924r 

624r 

-6.5 

NONFINANCIAL  COMMERCIAL  PAPER  (7/6) 

154.1 

154.2 

-3.5 

Sources:  Federal  Reserve  (in  billions,  except  for  free 
week  period  in  millions] 

reserves,  which 

are  expressed  for  a  two- 

MONEY  MARKET  RATES 

Latest 
week 

Week 
ago 

Year 
ago 

FEDERAL  FUNDS  (7/19) 

4.19% 

4.23% 

3.09% 

PRIME  (7/20) 

7.25 

7.25 

6.00 

COMMERCIAL  PAPER  3-MONTH  (7/19) 

4.66 

4.82 

3.19 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (7/20) 

4.60 

4.81 

3.16 

EURODOLLAR  3-MONTH  (7/15) 

4.80 

4.76 

3.18 

Sources:  Federal  Reserve,  First  Boston 


Row  data  in  the  production  indicators  ore  seasonolly  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipment. 
=Western  Wood  Products  Assn.     2  =  Southern  Forest  Products  Assn.     3  =  Free  market  value     NA=  Not  available     r=revised     NM  =  Not  meaningful 
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Keep  A  Great  Thing 
Growing  America, 
Tree  City  USA 

You  can  help  make  your 
town  a  Tree  City  USA, 
make  your  neighborhood 
more  beautiful,  and  make 
your  home  more  valuable 
when  you  prune  and  care  for 
your  trees. 

A  free,  easy-to-follow 
"How  To  Prune"  guide  has 
been  prepared  by  The  National 
Arbor  Day  Foundation  to 
show  you  how. 

You'll  learn  how  to  shape 
and  guide  a  shade  tree  when 
it's  young  so  that  it  will  grow 
straight,  strong  and  healthy. 

Keep  a  great  thing  grow- 
ing. Write  for  your  free 
booklet  today.  Send  your 
name  and  address  to:  How 
To  Prune,  National  Arbor 
Day  Foundation,  Nebraska 
City  NE  68410. 


TREE  CITY  USA 

Tlie  National 
Arbor  I)avFburidatiQp 


Index  to  Companies 

This  index  gives  the  starling  page  for  a  story  or  fea- 
ture with  a  significant  reference  to  a  company.  Most 
subsidiories  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 
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tlMENTARY 

mmer  rally  was  building  steam 

Fed  Chairman  Alon  Green- 
1,  in  congressional  testimony, 
sd  the  possibility  that  the  cen- 
bonk  would  hove  to  hike  short- 
I  interest  rates  again  later  this 
-.  Nonetheless,  Treasury  bonds 
aged  to  hold  on  to  about  half 

gains,  and  stocks  finished  the 
k  slightly  in  the  black.  The  big 
is  were  abroad.  On  the  Pacific 

stocks  in  Hong  Kong  were  up 
4,  and  Australia,  5%.  In  Eu- 
I,  German  stocks  rose  4. 1  % 

French  equities,  3.5%. 


STOCKS 

July      Jan.       July     July  14-20 


52-week  change 
+  1.0% 


BONDS 

July      Jan.       July     July  14-20 


451.60 
4S0  1500 


1 -week  change 
+0.6% 


52-week  change 
-10.9% 


1  -week  change 
+  1.5% 


THE  DOLLAR 

July      Jan.       July     July  13-20 


\39t  19 
1385  90 


52-week  change 
-3.2% 


1  -week  change 
+0.8% 


lARKET  ANALYSIS 


%  change 


.  STOCKS 

latest 

Week 

52-week 

FUNDAMENTALS 

Latest 

Week  ago 

Veor  ago 

1  JONES  INDUSTRIALS 

3727.3 

0.6 

4.8 

90-DAY  TREASURY  BILL  YIELD 

4.39% 

4.50% 

3.14% 

SIZE  COMPANIES  (S&P  MIdCap  Index) 

168.8 

0.2 

2.4 

30-YEAR  TREASURY  BOND  YIELD 

7.54% 

7.67% 

6.63% 

IL  COMPANIES  (Russell  2000) 

243.7 

0.0 

3.7 

S&P  SOO  DIVIDEND  YIELD 

2.79% 

2.81% 

2.80% 

COMPANIES  (Russell  3C00) 

259.2 

0.4 

0  7 

S&P  500  PRICE/EARNINGS  RATIO 

19.5 

19.9 

21.2 

%  change  (local  currency) 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Rending 

iEIGN  STOCKS 

latest 

Week 

52-week 

S&P  500  200-clay  moving  average 

460.9 

461.0 

Negative 

DON  (FINANCIAL  TIMES  100) 

3077.2 

2.4 

93 

Stocks  above  200-day  moving  overage 

33.0% 

30.0%r 

Positive 

rO  (NIKKEI  INDEX)  20,780.8 

1.2 

3.5 

Speculative  sentiment:  Put/coll  ratio 

0.41 

0.45 

Positive 

ONTO  (TSE  COMPOSITE) 

4181.7 

1.0 

8  1 

Insider  sentiment:  Vickers  sell/buy  ratio 

1.01 

1.10 

Positive 

HDUSTRY  GROUPS 

BLOOMBERG  FINANCIAL  MARKETS,  BRIDGE  INFORMATION  SYSTEMS  INC. 

% 

change 

%  chonge 

Price 

E-MONTH  LEADERS 

1 -month 

12-month 

Strongest  stock  in  group 

1 -month 

1 2-month 

lUMINUM 

7.0 

18.3 

ALCOA 

9.9 

16.9 

82 

\ANUFACTURED  HOUSING 

6.7 

13.9 

FLEETWOOD  ENTERPRISES 

7.8 

14.0 

223/8 

CBACCO 

6.2 

9.1 

PHILIP  MORRIS 

7.9 

13.9 

543/8 

)IL  AND  GAS  DRILLING 

6.0 

-10.5 

ROWAN 

7.5 

-6.5 

9 

PPAREL  MANUFACTURING 

5.5 

3.6 

SPRINGS  INDUSTRIES 

1 1.3 

-9.5 

333/8 

%  change 

%  ch 

ange 

12-month 

Price 

E-MONTH  LAGGARDS 

1 -month 

12-fflonth 

Weakest  stock  in  group 

1  -month 

MCHINE  TOOLS 

-19.9 

-19.4 

GIDDINGS&  LEWIS 

-28.0 

-23.9 

163/4 

>RUG  CHAINS 

-8.2 

-0.4 

WALGREEN 

-1 1.4 

-7.1 

35% 

RUCKING 

-7.5 

7.4 

ROADWAY  SERVICES 

-9.2 

4.2 

61 'A 

OMPUTER  SYSTEMS 

-6.4 

19.1 

IBM 

-10.8 

21.9 

555/8 

IIL  EXPLORATION  AND  PRODUCTION 

-5.8 

-16.9 

BURLINGTON  RESOURCES 

-9.8 

-15.8 

iOVe 

UTUAL  FUNDS 


kDERS 

LAGGARDS 

^week  total  return 

% 

Four-week  total  return 

% 

EXINGTON  STRATEGIC  INVESTMENTS 

5.3 

MONITREND  GOLD 

-13.4 

AERRILL  LYNCH  TECHNOLOGY  A 

5.2 

INVESCO  STRATEGIC  GOLD 

-9.4 

IDELITY  SELECT  SOFTWARE  &  COMPUTER 

5.0 

INVESCO  STRATEGIC  ENVIRONMENTAL  SVCS. 

-8.7 

»eek  total  return 

% 

52-week  total  return 

% 

AORGAN  STANLEY  INSTL.  EMERG.  MARKETS 

46.7 

MONITREND  GOLD 

-41.3 

'FAMCO  EMERGING  MARKETS  INSTL. 

44.9 

STEADMAN  OCEANOGRAPHIC  TECHNOLOGY 

-23.2 

AORGAN  STANLEY  INSTL.  ASIAN  EQUITY 

44.7 

KEYSTONE  AMERICA  HARTWELL  EMERG.  GR.  A 

-21.1 

S&P  500 
4-week  total  return 


MORNINGSTARINC. 

Average  fund 
52-week  total  return 


ElATIVE  PORTFOLIOS 


DRI/McGRAW-HILL 


liar  amounts 

iresent  the  present 
,  ue  of  $10,000 
t  ested  one  year  ago 
I  iach  portfolio 

I  centages  indicate 
1  i-day  total  returns 


nil 


UJ 


Foreign  stocks 
$12,135 

+0.54% 


U.S. stocks 
$10,356 

+  1.32% 


Money  market  fund 
$10,201 

+0.05% 


Gold 
$9,802 

-0.43% 


Ti'easury  bonds 
$9,686 

+2.59% 


Jota  on  this  page  are  os  of  market  close  Wednesdoy,  July  20,  1  994,  unless  otherwise  indicated, 
stry  groups  include  S&P  500  companies  only;  performonce  and  share  prices  are  as  of  market  close 


July  1  9  Mutual  fund  returns  are  as  of  July  15.  Relative  portfolios  are  valued  as  of  July  1  9  A  more 
detoiled  explanation  of  this  page  is  availoble  on  request,  r  =  revised 
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ITRUSr, 
ii  SMART  WAY 


t  a  time  when  corporate  mergers  are  dominating 
lie  headlines,  the  resolution  of  the  Microsoft  Corp. 
L..i  lase  provides  a  sensible  model  for  antitrust  policy  in 
today's  economy.  In  essence,  the  Clinton  Administration's 
antitrust  team  was  able  to  use  antitrust  policy  as  a  scalpel 
rather  than  a  bludgeon.  The  settlement,  signed  on  July  15, 
requires  Microsoft  to  stop  some  of  the  sales  practices  that 
Justice  says  it  was  using  to  bully  competitors  and  customers, 
but  it  doesn't  impair  the  software  powerhouse's  ability  to 
innovate. 

What  lessons  can  be  drawn  from  the  Microsoft  case?  In 
contrast  to  the  torpor  of  the  Reagan  era,  this  Administration 
is  right  to  aggressively  investigate  allegations  of  monopolies 
and  other  activities  that  squelch  competition.  Although  the 
Microsoft  investigation  was  initiated  during  the  Bush  years, 
Aime  K.  Bingaman,  Assistant  Attorney  General  for  anti- 
trust pdlicy,  has  picked  up  the  pace,  starting  scores  of  new 
investigations.  The  mere  knowledge  that  someone  is  standing 
watch  )nay  deter  some  companies  from  stepping  over  the 
line. 

Second,  in  an  era  of  global  competition,  the  Justice  Dept. 
used  sound  judgment  by  working  closely  with  European 
governments.  This  also  frees  companies  from  having  to  de- 
fend the  same  case  twice.  Finally,  the  Justice  Dept.  de- 
serves credit  for  employing  sanctions  that  are  sparing  and 
precise.  To  be  sure,  some  of  Microsoft's  competitors  might 
have  been  happier  if  the  Justice  Dept.  had  explicitly  prohib- 
ited Microsoft  fr"om  using  its  dominance  in  operating  systems 
to  achieve  an  advantage  for  its  spreadsheet  and  other  appH- 
cations  programs. 

But  coming  down  too  hard  on  Microsoft,  one  of  the  coun- 
try's technological  leaders,  would  have  been  a  mistake.  In  the 
fast-changing  and  highly  competitive  software  industry, 
wielding  antitmst  tools  gingerly  is  all  the  more  desirable  and 
effective.  And  if  Microsoft  oversteps  the  boundaries  of  fair 
competition  in  the  future,  the  Justice  Dept.  can  take  addi- 
tional action  against  the  company.  The  Clinton  Administration 
has  found  a  good  balance  between  preserving  competition 
and  fostering  innovation. 


NOW 


ihe  ferocious  debate  over  NAFTA  showed,  selling 
'  ee  ti'ade  to  Congress  isn't  easy.  Now  it's  the  Gener- 
I  Agreement  on  Tariffs  &  Trade  (GATT)  that's  strug- 
giuij',  against  a  strong  head  wind.  With  the  free  trade  pact  up 
for  approval.  Congress  and  the  Clinton  Administration  are 
wrangl)  ig  over  how  to  replace  the  $12  billion  in  tariff  reve- 
nues tb  .L  would  be  lost  over  the  next  five  years  if  the  U.  S. 
approves  GATT.  While  the  Administration  has  proposed  a 


package  of  revenue  hikes  and  spending  cuts,  congressio 
leaders  have  been  unwilling  to  push  for  what  amounts  to  e 
bling  legislation  for  GATT.  j 
This  foot-dragging  has  encouraged  every  interest  grd 
that  can  find  some  minor  flaw  in  gatt  to  crawl  out  of  • 
woodwork.  Environmental  and  consumer  groups  worry  t! 
GATT  sets  up  a  new  World  Trade  Organization  that  could  ; 
U.  S.  environmental  and  safety  laws,  such  as  fuel-efficiei 
standards.  Conservative  nationalists  fear  that  GATT  will  ft) 
the  U.  S.  to  relinquish  sovereignty  to  an  international  orgr 
ization. 

But  free  trade  is  far  too  important  to  the  country's  e 
nomic  future  to  be  caught  up  in  these  side  issues.  Far  m^ 
than  ever,  the  U.  S.  depends  on  trade  to  fuel  growth.  T 
fastest-growing  markets  are  overseas,  and  U.  S.  compan 
have  learned  how  to  thrive  on  the  free  flow  of  goods 
ideas  across  borders.  Any  hesitancy  about  approving 
General  Agreement  would  only  encourage  free  trade's  o 
nents,  both  at  home  and  abroad.  Congress  should  pass  GA' 
now. 


in 

\ 


BUSINESS  SHOULD  IGNORE 
THE  ECONOMIC  CASSANDRA) 


E 


ach  week,  it  seems,  the  U.  S.  faces  another  so-called  ; 
onomic  "crisis."  First  it  was  inflation  that  was  said  tO  ' 
threatening  to  run  amok.  Then  rising  interest  rt 
were  going  to  stall  growth.  Most  recently  the  big  scare  ^. 
the  falling  dollar,  a  supposed  sign  of  the  U.  S.  econon 
weakness. 

This  crisis  mentality  emanates  from  the  financial  nr 
kets,  which  have  been  buffeted  by  rising  interest  ra  s 
losses  on  derivatives,  and  falling  profits.  It  would  b 
shame  if  a  dyspeptic  Wall  Street  convinced  the  rest  of  An 
ica  that  there  is  something  fundamentally  wrong  with  j 
economy. 

In  spite  of  all  the  doom-sasang,  the  expansion,  nowi' 
months  old,  keeps  chugging  right  along.  Inflation  is  ;i 
subdued,  and  companies  are  adding  more  jobs.  The  fed<; 
budget  deficit  for  1994  is  now  projected  to  be  only  $190  ,'il 
lion,  far  below  the  earlier  estimate  of  $235  billion.  Corpi^ji 
tions  are  reporting  profits  in  the  second  quarter  that  wertj 
22%  over  the  same  period  last  year.  And  net  investmeni 
new  equipment  has  finally  hit  3%  of  gross  domestic  prod:i 
a  level  that  can  support  long-term  productivity  grov'r 
Even  if  growth  fails  to  keep  pace  in  the  second  half  of  l'>^ 
the  slowdown  will  lay  the  foundation  for  a  sustained  •< 
bound  in  1995. 

But  this  optimism  could  be  derailed  if  Wall  Street's  gloinjj 
prophets  beat  down  the  animal  spirits  of  U.  S.  businesseiplj 
is  vital  for  U.  S.  companies  to  break  their  old  habit  of  sIBi' 
ing  spending  on  much-needed  equipment  and  new  capa  ;j 
when  sales  temporarily  slow.  If  Corporate  America  sh<  Ic 


have  learned  anything  from  the  1980s,  it's  the  necessit; 


o; 


continued  investment,  even  if  growth  pauses.  That's  i( 
only  way  to  ensure  that  the  U.  S.  will  keep  its  place  inps 
global  economic  sweepstakes. 
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are  impressive 

tnen   take  a  Iook   at  our 


including  design, 
^  1,000  JOBS     R&D.  manufaclunng, 
marketing 


50  JOBS 


and  dealerships 


FROM  oui  Aiiifiican  research  and  (lesisrn  ctnieis  to  our  L'.S.  manufacturing  plants,  Toyota 
is  toniinitlecl  to  job  grovvlli  in  all  the  c  o  ni  ni  u  n  i  t  i  e  s  where  we  operate.  ()  ii  i  more  than 
$.')  billion  investment  in  America  is  paying  off  in  the  lOrm  ol  thousands  of  jobs  right 
acioss  the  country.  It's  an  investment  in  people  and  I  h  <i  t "  s  an  investment  in  the  lutuie. 
I  N  \      .S  /  /  ,V  (,      /  ;V      7'  //  /■.       I  H  I  N  (,  S      W  I:      :\  I.  I,      C  A  A'  /■,      ,1  It  <)  V  7'  .  TOYOTA 


For  more  informatiun  about  Toyota  in  Atnerira  write  Toyota  Motor  Corporate  Services.  9  West  57th  Street.  Suite  49()0-A  1 4,  New  York,  NY  10019. 
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HOW  COMPANIES  ARE  RETHINKING  THE 
MANAGEMENT  BUZZWORD  OF  THE  1980s 
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iO  THEY  SAID,  HE  SAID  AT  KIDDER: 
GARY  LYNCH  IS  PROBING  THE  JETT 
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TALK  SHOW 


This  job  is  not  much  fun.  I  emit  think  of  any  fun  h< 
had  in  the  past  two  years. 

—Digital  Equipment  ceo  Robert  Palmer,  after  his  long-troubled 
company  posted  a  $1.7  billion  fourth-quarter  loss 
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SUPPLY  AND  DEMAND 

TV  REALLY  IS 
A  LOW-GLASS  AQ 


Amei'ica's  love  affair  with 
TV  is  burning  hotter  than 
ever.  Sales  of  conventional 
sets— those  that  don't  pro- 
ject—ran at  a  record  annual 
rate  of  26.7  million  in  the  sec- 
ond (juarter,  says  the  Elec- 
tronic Industries  Assn.  (p:ia). 

This  isn't  great  news  to 
makers  of  glass  parts  for  pic- 
ture tubes,  the  heart  of  the 
set.  Demand  is  overwhelming 
the  capacity  of  the  U.  S.-based 
companies  that  sell  them: 
Tcchncglas  (a  unit  of  Japan's 
Nippon  Electric  Glass)  and 
(•orning  Asahi  Video  (a  joint 
venture    of    Cor'ninu  and 


Japan's  Asahi).  Thomson  Con- 
sumer Electronics  produces 
glass,  but  only  for  its  own 
General  Electric  and  RCA  sets. 
Most  sets  sold  in  the  U.  S. 
have  tubes  made  domestically. 

Techneglas  and  Corning 
Asahi  are  greatly  increasing 
imports  of  glass  from  Japan 
and  Germany— not  good,  giv- 
en the  dollar's  weakness.  Im- 
ports of  finished  tubes  and 
sets  are  up,  too. 

Why  not  just  increase  do- 
mestic production?  Not  so 
easy.  It  costs  from  $200  mil- 
lion to  $500  million  to  build  a 
plant,  reports  EIA.  The  two 
companies  did  boost  prices 
about  5%  in  January.  But 
with  TV  prices  so  low,  they 
don't  ])lan  any  further  hikes 
until  next  year.       Peter  C<i// 


Justice  Dept.  trustbuster 
Anne  Bingaman  has  won 
acclaim  for  her  judicious  set- 
tlement with  Microsoft,  end- 
ing its  alleged  anticompetitive 
activities  without  hamstring- 
ing its  world-class  operations. 
But  antitrust  targets  are 
learning  the  scrappy  litigator 
can  be  far  from  judicious  in 
the  midst  of  battle.  People 
close  to  the  talks  say  her  an- 
gry outburst  nearly  scuttled 
the  accord  at  the  last  minute. 

As  agi'eement  seemed  near 
in  the  wee  hours  of  July  15  in 
Washington,  Bingaman  de- 
manded that  the  company 
commit  to  a  settlement.  But 
Microsoft  lawyers  wanted  to 
give  Chairman  William  Gates, 
then  in  Idaho,  a  chance  to  re- 
view it  later  that  morning.  On 
the  phone  to  Gates,  Bingaman 
threatened  to  sue  Microsoft  if 


he  didn't  .sign.  When  G 
insisted  on  more  time,  Bi 
man  stopped  the  talks  ) 
a.m.  "I  said:  'We're  throu|c' 
she  says.  "You'd  have  tc.b 
out  of  your  mind  to  negoilt 
twice."  Bingaman,  who  deir 
she  lost  her  temper,  latei-i 


BINGAMAN:  I  l  ied  to  rush  Gc'S 


started  the  process.  Gates  dI 
enough  time  to  go  o? 
everything,  and  both  par; 
signed  the  final  papers.  Biia 
man  says  she  doesn't  regei 
her  actions,  which  she  ded 
justifiable.       Catherine  \  i 


THE  DEAL  MILL 


HO  MAHER  WHAT,  SAM,  DOH'T  LOOK  DOWH 


I 


nvestor  extraorxlinaire  Sam 
Zell,  a.k.a.  the  Grave  Danc- 
er, has  made  a  fortune  reviv- 
ing good  companies  with  bad 
balance  sheets,  such  as  drug- 
stoi'e  chain  Revco.  But  what  if 
the  problem  isn't  just  finan- 
cial? Like,  sav,  an  airline. 


\  I  I  I"  Y 


PLANEMAKER5  SAY  \ha\  curbing  legal 
bills  will  revive  the  small-plane  business,  which 
has  taken  a  nosedive  of  late.  In  1 979,  manufac- 
turers mode  17,032  small  planes; 
by  last  year,  production  had  plum- 
meted to  964.  Planemakers  put 


IN  REALITY,  the  p  obl  ems 

are  more  fundamental.  There's 
no  denying  that  the  suits  are  oner- 
ous (40%  of  them  involve  15- 
year-oid-plus  planes),  costing  up  to  $500,000 
in  legal  bills  even  for  those  a  planemaker  wins. 
But  lobbying  hype  has  exaggerated  the  suits' 
impact  on  the  industry.  More  important  is  that 


most  of  the  biame  on  product-liability  suits.  The 
legal  burden  is  the  chief  reason  Piper  says  it  is 
in  Chapter  1  1.  As  a  result,  Congress  is  poised  to 
exclude  from  suits  piston  planes 
older  than  15  years,  turboprops 
over  1  8,  and  jets  over  22. 


most  of  the  production  decline 
has  come  in  single-engine 
planes,  which  sell  for  around 
$125,000  each.  Demand  for 
new  single-engines  is  down  because  they  have 
seen  few  technological  improvements  in  the 
past  30  years  to  offset  the  sticker-price  advan- 
tage of  secondhand  models.  Christina  Del  Valle 


Zell's    investment  I'l 
Zell/Chilmark,  announced 
July  25  that  it  is  buying  '' 
of  troubled  Midway  Airlie 
for  $25  million.  With  then 
dustry   losing   money  - 
tough  competition  from  s 
other  low-cost 
carriers  as 
Southwest  Air- 
lines, he  has  a 
problem  that  fi- 
nancial revamp- 
ing alone  can't 
fix.     "Zell  is 
about  to  learn 
his  lesson,"  says 
consultant  Mi- 
chael Boyd. 

But  Zell  figures  on  winn^ 
over  folks  who  like  the 
duced  hassle  at  Chicag^: 
smaller,  close-in  Midway  / 
port.  From  there,  his  fi 
plane  airline  flies  to  desti 
tions  that  Southwest  shu 
Denver,    New    York's  1 
Guardia.  and  Washingto 
National.       Susan  Ghana 
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If  Alex  Crowley  had  an  IBM  PC,  he  could  call  in  the  middle  of  the  night 
and  ask  us  about  hard  drive  partitioning,  IRQ  conflicts,  memory  management  and 
on  behalf  of  a  friend,  of  course,  where  the  on /off  switch  is. 


2Hi<)iir  support  on  ll$M  I'Cs. 
Now  available  to  Alex  Crowley. 
And,  of  course,  his  friend. 


"or  more  information,  contact 
'our  auttnorized  dealer 
)r  call  our  Personal  Systems 
HelpCenter  at  1-800-772-2227 
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CEOs  MO  LONGER  HAVE 
ONE-PARTY  WALLETS 


Highly  paid  executives  are 
normally  a  Republican 
bunch.  But  some  are  getting 
bipartisan— at  least  in  their 
campaign  donations.  Of  Cor- 
porate America's  30  best-paid 
executives,  as  listed  in 
BUSINESS  week's  annual  pay 
survey,  only  six  have  given 
exclusively  or  primarily  to  the 
Grand  Old  Party  so  far  in  the 
1994  election  cycle.  Federal 
records  show  that's  a  sharp 
drop  fi'om  two  years  ago.  The 
number  of  top  execs  giving 
to  both  parties  has  doubled 
(table).  Example:  Frank  Ca- 


houet,  CEO  of  Pittsburgh- 
based  Mellon  Bank,  has  given 
to  both  Senator  Harris  Wof- 
ford  (D-Pa.)  and  GOP  chal- 
lenger Rick  Santorum. 

Why  the  bipartisan  spirit 
among  these  big  earners? 
Pi'agmatism.  Bill  Clinton's  cur- 


rent fortunes  may  Ije  woljbly, 
but  Democrats  still  control 
the  White  House  (unlike  in 
1992)  and  Congress. 

Which  pol  is  the  execs'  fa- 
vorite? At  $5,500,  it's  Berna- 
dine  Healy,  ex-chief  of  the  Na- 
tional Institutes  of  Health, 
who  lost  Ohio's  OOP  Senate 
primary  last  spring.  Repre- 
sentative Jim  Cooper  (D- 
Tenn.),  another  Senate  hope- 
ful, is  the  top  Democrat,  at 
$4,300.  The  biggest  giver  is 
also  the  best-paid  exec:  Dis- 
ney's Michael  Eisner,  whose 
$20,000  has  largely  gone  to 
Dems.      Richard  S.  Dunham 


SLUCFESTS 


FOR  PC  NETWORK  TITANS, 
IT'S  A  GANG  WAR 


There's  a  cybernetic  civil 
war  starting,  touched  off 
by  the  recently  announced 
merger  of  computer-network 
outfits  Wellfleet  and  SynOi> 
tics.  Alarmed,  the  two  other 
U.  S.  networking  leaders, 
Cisco  and  Cabletron,  are 
stepping  up  their  three- 
year-old  collaboration  to 
thwart  the  new  threat. 

First  sally:  Cisco  and  Ca- 
bletron ai'e  offering  fi"ee  tech- 
nological support  to  Wellfleet- 
SynOptics  customers  who 
defect.  Not  bad,  since  such  ser'- 
vice  can  run  from  $700  to 
$1,500  per  job.  Plus,  Cisco  and 
Cabletron  will  offer  up  to  a 
30%  discount  for  those  who 
trade  in  Wellfleet  and  SynOp- 
tics  products.  They  hope  to 
raid  Wellfleet  and  SynOptics 
customers  while  the  merger  is 
being  put  into  effect  over  the 


THE  BIG  PICTURE 

TOP  Of  THE  TECH  HIAP 

which  high-tech  outfits  turn  out  the  best  managers  and  CEOs?  A  recent 
survey  asked  1 00  senior  execs  of  technology  companies  for  the  one 
place  they  would  most  like  to  recruit  senior  executives.  IBM,  once  a 
top  source  of  talent  to  other  companies,  v/asn't  mentioned. 
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Economy 


next  three  months.  This  early, 
there  are  no  takers  for  the 
Cisco-Cabletron  enticements, 
although  they  report  interest. 
The  upshot,  says  Cabletron 
Chairman  Craig  Benson,  will 
be  "blood  in  the  water." 

How  fearsome  an  obstacle 
will  Cisco  and  Cabletron  be? 
Cabletron  is  a  close  second  to 
SynOptics,  the  world  leader  in 
hubs,  which  manage  the  links 
among  a  cluster  of  desktops. 


And  Cisco  is  No.  1  in  roub 
which  connect  the  clusters, 
No.  2  Wellfleet. 

SjmOptics  and  Wellfleet 
they  aren't  worried,  alleg 
that  Cabletron  is  behind 
curve  in  new  technolo 
which  Cabletron  denies, 
sides,  it's  costly  for  custom 
to  switch  network  providt 
And  the  networking  marke 
growing,  so  it  might  well  h: 
room  for  all  to  prosper. 


TRADE  TRENCHES 


PINALLY,  YANKEE  RICE  FOR  JAPANESE  PAIATES? 


Japan  has  long  barred 
American  rice  because  of 
its  taste.  Protecting  its  rice 
farmers  has  a  lot  to  do  with 
this,  too.  Tokyo,  though,  has 
pledged  to  let  more  foreign 
foodstuffs  in  starting  next 
year,  so  Washington  is  trying 
to  figure  out  how  to  pro- 
duce rice  that  will  over- 
come the  resistance  of 
Japanese  consumers, 
who  spend  $45  billion 
per  year  on  the  staple. 

The  key  is  a  bread- 
box-size  machine,  usee 
by  .Japanese  officials  t( 
detect  flavor  flaws,  callei 
the  Neuro-Fuzzy  Rice  Taste 
Tester.  Its  fuzzy-logic  software 
makes  sense  of  complex  phe- 
nt)mena— taste  appeal,  for  in- 
stance. The  tester  uses  near- 
infrared  light  to  measure  such 
things  as  protein  and  mois- 
ture in  rice.  On  a  0-to-lOO 
scale,  Japanese  rice  rates  75 
and  up.  But  the  American 
stuff  is  in  the  unacceptable 
65-to-75  range.  Even  with 


U.  S.  rice  allowed  in,  odds  ; 
Japanese  shoppers  woi \ 
shun  it  with  scores  like  thi 
Now,  the  U.  S.  Agriculti. 
Dept.  and  Texas  A&M  llni\  i 
sity  have  thcii-  owii  Xciii- 


Fuzzy  gizmo,  on  loan  from  i 
Japanese  maker.  America 
grown  rice  will  be  tested  ; 
ter  the  fall  harvest.  That 
good  news  for  American  ri( 
growers,  who  already  expo 
nearly  two-thirds  of  their  8 
million-ton  yearly  crop. 
Stephanie  Andersm  Fores, 


FOOTNOT>:S 


Inflation  increase,  first  half  of  1994  vs.  year-ago  period:  For  legal  services,  2.4%;  for  financial  services,  10.5% 
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Smart  Solutwns 

NUMBER    I  1- PRIORIT  Y  MAIL 


(erson  wants  to  get  15 
screenplays  to  L.A. 


Goes  to 
Post  Office. 


Doesn't  want  to  pay 
ovemigtit  prices. 


Finds  out  Priority  Mail™ 
is  a  very  smart  solution. 


Doesn't  want  to 
worry  either. 


Doesn't  cost 
much. 


Package  gets 
noticed. 


Person  sells 
screenplay. 


Starts  wearing  designer  suits 
and  putting  gel  in  his  hair. 


For  a  Priority  Mail  starter  kit,  call  1-800-THE-USPS,  ext.  967. 


We  Deliver^For  You. 
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SOFTWARE  EXPORTS: 

THE  REAL  STATS  ARE  STAGGERING 

In  his  commentary  "Uncle  Sam's  stats: 
Call  them  unreliable"  (Top  of  the 
News,  July  18),  Howard  Gleckman  de- 
cries the  lack  of  accurate  data  on  the 
size  of  U.  S.  software  exports.  We  find 
that  even  Gleckman's  estimate  of  the 
value  of  such  exports  at  $4  billion  is 
way  too  low.  In  fact,  International  Data 
Corp.'s  estimate  is  that  U.  S.  vendors 
received  total  revenues  from  sales  of 
packaged  software  (i.e.,  not  including 
custom  software)  of  nearly  $52  billion 
in  1993— of  which  they  exported  over 
$24  billion. 

As  he  points  out,  Microsoft  Corp. 
alone  is  responsible  for  over  $2  billion  of 
this,  but  IBM  exported  over  $6  billion 
worth.  More  startling  is  that  hundreds 
of  other,  smaller,  independent  software 
vendors  exported  more  than  $12  billion 
worth. 

R.  Paul  Mason 
Software  Research  Group 
International  Data  Corp. 
Framingham,  Mass. 

THE  SGI  CULT  WON'T  SAVE  IT 

fROM  EASTER  CHIPS  

Silicon  Graphics  Inc.  may  be  flying 
high  now  ("The  gee-whiz  company," 
Cover  Story,  July  18),  but  the  future  is 
bleak.  I  design  integi-ated  circuits  and 
use  Hewlett-Packard  Co.  workstations 
for  their  speed,  but  I  use  my  486-based 
PC  more  than  my  workstation.  Why? 
Because  even  for  chip  designers  like  me, 
computers  must  now  meet  a  range  of 
needs,  from  writing  a  memo,  running  a 
spreadsheet,  and  providing  E-mail  to 
running  sophisticated  modeling  and  sim- 
ulation progi'ams  at  high  speed.  Even 
if  workstations  maintain  their  speed  ad- 
vantage, their  high  cost,  lack  of  versatil- 
ity, and  lack  of  software  are  rapidly  rel- 
egating them  to  "server"  status. 

Silicon  Graphics'  strong  suit  is  its 
graphics,  which  are  more  difficult  to  de- 
liver from  a  server.  But  video  speeds 
in  PCs  have  increased  by  about  two  or- 
ders of  magnitude  (100  times)  in  the 
past  five  years.  As  thousands  more  en,gi- 


CORREaiONS  &  CLARIFICATIONS 


The  International  R&D  Scoreboarc 
(June  27)  omitted  the.se  companies 
Sweden's  L.  M.  Ericsson,  with  1993  re 
search  and  development  spending  o 
$1,407  billion,  should  have  rankec 
No.  22;  Sweden's  Investor,  with  R&L 
spending  of  $278  million,  should  hav() 
ranked  No.  72;  Germany's  SAP,  witl| 
R&D  spending  of  $162  million,  shoulc; 
have  ranked  No.  105.  ! 


neers  begin  working  on  faster  graphic 
chips  for  PCs  in  the  next  few  years,  P| 
video  speed  will  approach  SGl's  speed, 
a  small  fraction  of  the  cost.  When  con 
bined  with  new  operating  systems  an 
inexpensive  software,  even  SGl's  cul 
won't  be  enough. 

Mike  Palme 
Lagxma  Hills,  Calil 

WILL  UNIONS  USE  PROXY  BAHLES 
JUST  FOR  BEHER  BARGAINING? 


There  is  an  even  greater  dange 
of  labor-oriented  shareholder  acti 
vism  than  your  article  "Labor  flexe 
its  muscles— as  a  stockholder"  (Thi 
Workplace,  July  18)  suggests,  since  pub 
lie-sector  pension  fimds  may  soon  devel|i 
op  a  rationale  for  supporting  these  la;' 
bor  efforts. 

The  California  Public  Employees 
Retirement  System,  the  $80  billioi 
bellwether  among  public-sector  funds 
has  announced  that  it  will  start  makinj.: 
investment  decisions  in  part  on  the  ba 
sis  of  how  companies  treat  theii 
employees.  Labor  Secretary  Robert  B 
Reich,  who  regulates  the  pension  funds 
under  the  Employment  Retirement 
Income  Security  Act  (ERISA),  has  en 
couraged  others  to  follow  suit. 

But  the  political  officials  and  public 
sector  funds  could  easily  turn  their  rea- 
soning into  a  pretext  for  supporting 
proxy  campaigns  based  on  union  grie 
vances. 

David  F.  Shaffer 
President 

The  Public  Policy  Institute  of  New 
York  State  Inc. 
Albany,  N.Y. 
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!E  CEREAL  COUPON  CUTBACK 
\y  BE  CLIPPING  CUSTOMERS 

-ead  with  interest  your  article  "The 
aervous  faces  around  Kellogg's  break- 
it  table"  (Top  of  the  News,  July  18). 
'ery  article  I  have  seen  regarding  the 
-ea!  business  has  reported  that  Gener- 
Mills  Inc.  recently  decided  "to  drop  its 
ices."  On  the  surface,  this  is  true. 
)wever,  a  more  in-depth  analysis  indi- 
tes it  may  translate  into  overall  high- 
prices  for  consumers.  The  following 
ample  demonstrates  this  point. 
Under  the  former  higher-promotion 
d  higher-price  policy,  coupon-clipping 
stomers  could  purchase  a  $3  box  of 
real  for  $2.25,  using  a  75<t  coupon, 
jwever,  under  the  new  marketing 
heme,  the  cutback  in  promotions  and 
e  lack  of  coupons  result  in  the  con- 
mer  paying  $2.67  (the  straight  11% 
•ice  decrease).  This  is  42<f  more,  or 
I  increase  in  price  of  19%  over  the 
1.25  the  consumer  used  to  pay.  Who 
jnefits  from  this  so-called  price  drop? 
tie  manufacturer  benefits— not  the 
tnsumer. 

Alan  M.  Schultz 
Minneapolis 

HERE  IS  lAW 

<  THE  CABLE  JUNGLE  

four  article  "Information  highway- 
men" (Finance,  June  27)  performed 
commendable  service  in  alerting  poten- 
al  investors  to  wireless  cable  scams, 
ut  we  must  point  out  that  financing 
)r  most  legitimate  wireless  cable  sys- 
ims  is  done  through  the  public  issue  of 
iocks,  bonds,  or  other  bona  fide  instru- 
lents,  which  are  regulated  by  the  Se- 
urities  &  Exchange  Commission  and 
)r  which  prospectuses  must  be  issued— 
ot  by  boiler-room  telemarketers  offer- 
ig  partnerships  which  produce  the  scam 
ictims  you  wrote  about. 

Joel  A.  Strasser 
Director,  Corporate  Communications 
People's  Choice  TV  Corp. 

Shelton,  Conn. 
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Franklin  Valuemark  II 


Sometimes  the  Best 
Strategy  Is  To  Be  Flexible. 


As  your  life  changes  so  do  your  investment  needs.  And  Franklin 
Valuemark  II  was  designed  with  that  in  mind.  A  flexible  premium 
variable  annuity,  Franklin  Valuemark  II  combines  the  growth  poten- 
tial of  mutual  funds  with  the  tax-deferred  advantages  of  an  annuity.''' 

But  that's  just  an  overview.  Franklin  Valuemark  II  also  offers: 

*  Tax-deferred  accumulation    ,  , 


of  earnings 

*A  choice  of  18  diverse 
portfolios 

*  Fund  exchanges  with  no  tax 
liability  or  transfer  fee^^ 

Call  your  investment  repre- 
sentative or  Frankhn  today  for 
a  free  brochure. 


fitivestment  results  are  not  guaranteed. 
ffThe  minimum  transfer  amount  is  $1,000.  After 
1 2  transfers  m  a  year  (not  including  automatic  dol- 
lar cost  averaging  transfers),  thejee  is  $25  or  2°o  of 
the  amount  transferred,  whichever  is  kss.  Freijuent 
and  market  Inning  transfers  may  not  he  permitted 
See  the  Franitlin  I  'ahiemark  prospectus  for  other  limi- 
tations. Use  of  the  transfer  program  may  be  modified 
or  discontinued  at  any  tune. 
The  annuity  is  issued  by  Allianz  Life  Insurance 
Company  of  North  America  or  by  its  wholly  owned 
subsidiary.  Preferred  Life  Insurance  Company  of 
New  York.  The  Valuemark  Funds  are  managed  by 
Franklin  Advisers,  Inc.;  however,  two  of  the  funds 
are  sub-advised  by  its  Templeton  affiliates.  The 
annuity  is  distributed  by  NALAC  Financial 
Plans,  Inc. 


Call  1-800- 
342-FUND 
Ext.  ¥411 

Franklin  Funds 

777  Mariners  Island  Boulevard 
San  Mateo.  CA  94404-1585 

^("vi//  would  like  a  Jree  prospectus 
containing  more  complete  information  on  the 
Franklin  Valuemark  II  annuity,  including 
charges  and  expenses.  I  will  read  it  carefully 
before  I  invest  or  send  money. 

□  /  am  currently  a  Franklin  shareholder. 

Name 

Address 

City/State/Zip 
Davtiine  Phone 
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THE  WAGES  OF  GUILT:  MEMORIES  OF  WAR  IN  GERMANY  AND  JAPAN 

By  Ian  Buruma 

Farrar  Straus  Giroux  •  330pp  •  $25 

GERMAN  REMORSE, 
JAPANESE  DENIAL 


B 


On  July  14,  Bastille  Day,  200  Ger- 
man troops  marched  down  the 
Champs-Elysees  as  part  of  a 
four-nation  military  parade.  Some  old- 
er FYenchmen  were  horrified  to  see  sol- 
diers from  across  the  Rhine  on  the 
boulevard  where  Hitler's  troops  had 
once  marched,  but  politicians  hailed  the 
event  as  a  symbol  of  the  new  Europe. 

For  Germany's  old  World  War  II  ally 
in  Asia,  a  comparable  event  remains  un- 
thinkable. Even  the  idea  of  Japanese 
soldiers  acting  as  U.  N.  peacekeepers  in 
Cambodia  woiries  Asian  neighbors.  They 
needn't  look  far  for  evi- 
dence that  Japan  hasn't 
changed:  Consider  Shiget<^) 
Nagano,  the  71-year-old 
retired  general  who  was 
forced  to  resign  as  Jus- 
tice Minister  in  May  af- 
ter denying  that  the  1937 
Rape  of  Nanking  ever 
happened. 

Of  course,  Germany  is 
France's  NATO  ally  and 
European  Union  partner, 
while  Japan  has  no  mili- 
tary or  economic  alliance 
with  its  neighbors.  But 
that  doesn't  explain  why 
the  two  have  radically  dif- 
ferent relations  with  the 
nations  they  once  occu- 
pied. In  The  Wciges  of 
Guilt:  Memories  of  War  in  Germany  and 
Japan,  Ian  Buruma  seeks  an  explana- 
tion in  the  way  the  peoples  and  gov- 
ernments of  the  main  Axis  powers  have 
dealt  with  the  war's  legacy.  With  both 
nations  facing  internal  and  foreign  pres- 
sure to  become  greater  forces  in  interna- 
tional relations,  this  is  more  than  an  ac- 
ademic question. 

Few  Western  writers  are  better  qual- 
ified to  take  on  this  subject.  Born  in 
Holland  before  the  Nazi  invasion,  Buru- 
ma has  written  extensively  about  Japan 
and  its  role  in  East  Asia.  For  this  book, 
he  travels  to  Berlin  and  Tokyo,  with 
side  trips  to  such  killing  grounds  as 
Auschwitz  and  Nanking.  Examining 
everything  from  concentration  camps 
and  war  memorials  to  novels  and  mo- 
vies, he  asserts  that  many  Germans 
have  faced  up  to  their  past— and  have 
expressed  remorse  for  wartime  atroc- 


ities—in a  way  most  Japanese  have  not. 

Although  the  book  is  divided  equally 
between  the  two  nations,  the  Japanese 
sections  are  more  compelling,  largely 
because  Buruma  finds  many  Japanese 
in  a  state  of  denial  about  the  war.  To 
visit  Japanese  war  memorials  as  he  de- 
picts them  is  to  enter  a  time  warp.  At 
Tokyo's  Yasukuni  Shrine,  for  example, 
displays  glorify  troops  'liberating"  East 
Asia  fi'om  colonialists  and  communists.  A 
Shinto  priest  there  tells  Buruma  "the 
Asian  people  are  still  grateful."  On  the 
island  of  Kyushu,  at  a  memorial  to  kam- 


lind  to  the  brutal 


consequences,  many  in 
Japan  see  no  reason 
to  feel  guilty  about 
aggression  in  the  war 


ikaze  pilots  who  died  for  the  Emperor, 
the  museum  director  says  the  flyers  "sin- 
cerely believed  in  peace." 

Despite  his  disgust  at  such  self-delu- 
sion, Buruma  is  no  Japan-basher.  And  he 
avoids  the  tendency  of  many  Western 
writers  to  explain  the  behavior  of  Japa- 
nese and  other  Asians  by  casting  them 
as  Oriental  exotics.  Do  differences  in 
culture  explain  why  German  schoolchil- 
dren read  all  about  the  concentration 
camps  while  Japanese  students  get  only 
brief,  sanitized  accounts  of  Nanking  and 
other  atrocities?  Buruma  rejects  the  ar- 
gument, popularized  by  anthropologist 
Ruth  Benedict,  that  Japanese— unlike 
Germans,  with  a  Judeo-Christian  "guilt 
culture"— have  a  "shame  culture"  that 
makes  it  impossible  for  them  to  admit 
responsibility  for  what  they  and  their 
countrymen  did. 

After  Hiroshima,  of  course,  many  Jap- 


anese, believing  their  nation  had  eH 
dured  the  war's  greatest  horror,  saw  a 
reason  to  feel  guilty.  But  Buruma  finsj 
his  answer  in  political  events.  Duri 
the  U.  S.  occupation.  General  Dougf 
MacArthur,  woiTied  about  Japan's  stal 
ity  as  the  cold  war  loomed,  decided  thj 
Emperor  Hirohito— in  whose  name  Ja] 
nese  troops  had  rampaged  through  E 
Asia— need  not  face  the  war-crimes 
bunal.  Sparing  him  meant  symbolic 
quittal  for  almost  everyone  else,  s 
Buruma.  Hii'ohito  "had  been  formally 
sponsible  for  everything,  and  by  holdi 
him  responsible  for  nothing,  everybo 
was  absolved." 

In  addition,  Buruma  notes,  many 
Japan's  postwar  leaders  had  help 
spread  Imperial  Japan's  wartime  visi 
of  a  Greater  East  Asia  Co-Prosperiv' 
Sphere.  Small  wonder,  then,  that  th  ■ 
didn't  want  to  acknowledge  war  crinK , 
Here,  Buruma  draws  a  contrast  to  G(- 
many,  where  Erich  Honecker  in  the  E;t 
and  Willy  Brandt  in  te 
West  earned  credibiliv' 
by  opposing  Hitler.  "Sii 
the  postwar  order  \\  ~ 
not  set  up  by  Jajjam  r 
who  inherited  the  man  - 
of  resistance  against  t; 
ancien  regime,  feelins 
about  the  past  are  bond 
to  be  more  ambivalet 
than  is  the  case  in  Gc- 
many.  East  or  West." 

Not  all  Japanese  wee 
so  willing  to  twist  tt 
record.  One  of  the  boo  ^ 
shortcomings  is  Bururn 
failure  to  devote  ma 
than  a  few  words  to  0/ 
nawa,  the  southern  isla 
chain  whose  inhabitai.^ 
suffered  tremendous  los- 
es during  the  war.  Okinawans  long 
mained  bitter  toward  the  Japanese  gf- 
ernment.  By  leaving  them  out,  Buruia 
misses  the  chance  to  air  views  not  ofln 
heard  in  other  parts  of  Japan. 

Buruma  also  ends  on  an  overly  oji- 
mistic  note.  The  fall  of  the  Liberal  Dei- 
ocratic  Party  in  1993  cheers  him,  pi-r 
that  "the  rascals  can  be  thrown  oi.' 
But  as  the  new  coalition  of  the  LDP  ad 
the  Socialists  shows,  the  rascals  ;( 
back.  And  what  of  bureaucrats  who  c  i 
sor  history  texts?  Or  the  handlers  w| 
recently  refused  to  let  Emperor  Akihj 
go  through  with  a  planned  visit  to  Pi 
Harbor?  Throwing  them  out  won't 
so  easy.  And  while  they're  around, 
pan  will  be  hard-pressed  to  conviij 
Asian  neighbors  that  it  can  be  truste! 

BY  BRUCE  EINH' 
Einhorn    edits   Asian  stories 
BUSINESS  WEEK. 
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TED  BY  STEPHEN  H.  WILDSTROM 


)ATA  PRIVACY: 

\  WIN  FOR  BUSINESS 


5 


oftware  publishers  are 
elated.  Privacy  advo- 
cates are  sulking.  But 
S.  business  may  be  the  real 
inner  from  the  Clinton  Ad- 
inistration's  abrupt  move 
vay  from  a  plan  that  would 
ive  made  it  easier  for  the 
)vernment  to  eavesdrop  on 
icrypted  data  transmissions. 
If  the  Information  Super- 
ghway's  business  route  is 
'er  to  be  built,  com- 
mies need  a  way 
I  protect  sensitive 
ita  from  prying 
;es  and  to  provide 
le  digital  equivalent 
signatures  to  make 
ectronic  documents 
gaily  binding.  En- 
•yption  can  do  both 
}W-July  4).  But 
mtroversy  over  how 
rivate  encryption 
m  be  used  has 
owed  the  develop- 
lent  of  the  needed 
/stems. 

At  the  heart  of  the 
mtroversy  is  a  tech- 
ique  called  escrowed- 
ey  encryption,  pop- 
larly  known  as 
lipper.  Under  the 
dministration's  orig- 
lal  plan,  Clipper 
'ould  have  let  users 
icode  voice  and  data 
jmmunications.  Gov- 
rnment  agencies  would  have 
eld  in  escrow  the  keys  need- 
d  to  read  messages  and 
anded  over  the  keys  to  intel- 
gence  and  law-enforcement 
gencies  only  in  response  to 
ourt  orders.  In  the  interest 
f  national  security,  severe  re- 
trictions  were  put  on  the  ex- 
ert of  all  other  encryption 
echnologies. 

Business  reaction  to  Clip- 
'er  was  overwhelmingly  hos- 
ile.  The  major  objections: 
'he  technology  would  be 
umbersome  because  it  would 
le  available  only  on  a  special 


chip,  not  in  software.  It  was 
impossible  for  private  experts 
to  assess  how  secure  the  clas- 
sified computer  progi-am  was. 
Executives  and  privacy  advo- 
cates alike  feared  that  the 
government  would  abuse  the 
key-escrow  system.  And  Clip- 
per was  unacceptable  to  for- 
eign governments,  which 
would  not  be  able  to  read  en- 
crypted messages.  In  a  glo- 


C  ant  IV  ell 
I  right  I  on 
the  Hill 


HOW  THE  CHANGES  WILL  HELP 


►  Encryption  can  be  done  by  software,  not 
just  by  a  government-approved  secret  chip, 
making  the  system  far  more  flexible. 

►  Law-enforcement  and  national  security 
agencies  are  less  likely  to  abuse  their  access 
to  coded  messages. 

►  The  technology  can  be  exported. 


bal  economy,  this  was  a  se- 
vere limitation. 

A  campaign,  led  by  the 
major  software  publishers  in 
the  Business  Software  Alli- 
ance and  groups  such  as  the 
Electronic  Frontier  Founda- 
tion, which  advocates  elec- 
tronic free  speech,  forced  a 
turnabout.  The  climax  came 
on  the  day  that  the  House 
was  to  vote  on  a  measure, 
drafted  by  Representative 
Maria  Cantwell  (D-Wash.), 
to  ease  encryption  export 
restrictions. 

In  a  letter  to  Cantwell, 


Vice-President  Al  Gore  said 
CHpper  technology  would  be 
limited  to  scrambling  tele- 
phone calls.  Government  will 
work  with  industry  on  alter- 
native ways  to  guard  data 
communications.  Among  his 
promises:  The  computer  code 
for  a  new  encryption  system 
will  be  unclassified,  not  lim- 
ited to  a  secret  chip.  Usage 
will  be  voluntary.  The  tech- 
nology can  be  exported.  And 
private  institutions  might  re- 
place the  government  as  es- 
crow agents  for  the  keys. 
HOW  PRIVATE?  The  Adminis- 
tration's move  drove  a  wedgf 
between  Clipper's  privacy 
opponents  and  its  business 
foes.  Robert  Holleyman, 
president  of  the 
Business  Software  Al- 
liance, praised  Gore's 
letter  as  "substantial 
progress."  Pi'ivacy  ad- 
vocates still  demand 
the  complete  aban- 
donment of  escrowed 
encryption.  Goi'e's  let- 
ter is  "not  a  victory 
for  fi'eedom  or  priva- 
cy," declared  the  Elec- 
tronic Privacy  Infor- 
mation Center.  But 
the  Administration 
has  conceded  most  of 
the  key  points.  Most 
important:  Gore's 
pledge  that  escrowed 
encryption  will  be 
voluntary  assures 
that  people  can  en- 
code messages  in 
ways  the  government 
cannot  read.  A  con- 
cern for  business  is 
how  long  it  will  take 
to  develop  an  encryp- 
tion system  that  meets  the 
Administration's  new  stan- 
dards. The  chore  would  go 
much  faster  if  Clipper's  com- 
puter code.  Skipjack,  could  be 
used  as  the  starting  point. 
But  the  hypersecret  National 
Security  Agency,  which  wrote 
Skipjack,  may  refuse  to  de- 
classify it.  In  addition,  setting 
up  a  trusted,  private  key-es- 
crow organization  will  be  diffi- 
cult. The  international  data 
highway  is  still  far  from  real- 
ity. But  the  Administration 
has  at  least  cleared  the  right- 
of-way.  S.  W. 


BULLETIN  BOARD 


SECURITY 

BACKING  UP— ONTO  TAPE 

A  few  years  ago,  a  40-mega- 
byte  hard  drive  was  consid- 
ered a  lot  of  storage  room  for 
a  personal  computer.  Today, 
drives  holding  more  than  300 
megabytes  are  standard,  and 
capacities  of  1  billion  bytes 
are  far  from  rare.  Not  enough 
users,  however,  have  thought 
about  what  happens  when 
one  of  these  monsters  fails. 


Floppy-disk  backups,  the  tra- 
ditional insurance,  aren't 
much  of  an  answer.  Backing 
up  a  340-megabyte  drive  re- 
quires more  than  200  high- 
density  floppies  at  about  a 
buck  apiece—  and  hours  of 
your  time. 

A  tape  drive  is  a  much  bet- 
ter idea.  One  of  the  newest, 
the  Iomega  Tape250  ($199), 
will  copy  up  to  250  mega- 
bytes of  files  onto  a  quarter- 
inch  data  cassette.  Two  $25 
tapes  will  hold  the  full  con- 
tents of  all  but  the  biggest 
disks.  If  you  have  the  con- 
tents on  tape,  a  hard-disk 
crash  will  still  be  a  nuisance, 
but  you'll  be  able  to  avert  a 
catastrophe. 

SOFTWARE 

CURTAINS  DRAWN  ON  WINDOWS 

There  are  two  dark  secrets 
surrounding  Chicago,  the 
code  name  for  the  long- 
awaited  successor  to  Win- 
dows 3.1.  One  is  how  badly 
Microsoft  will  miss  its  Dec.  31 
target  for  mass  shipment  of 
the  new  operating  system. 
The  other  is  what  it  will  be 
called.  Company  sources  in- 
dicate that  the  final  name  al- 
most certainly  won't  be 
Windows  4.0  but  decline  to 
offer  any  hints. 


Questions?  Comments?  techandu@mgh.com  on  Internet  or  fax  (202)  383-2125 
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'When  your  roots 
are  deep  in  local 
markets,  you  see 

opportunities  others  J.P-  Morgan  and  its  subsidiaries 

may  miss.  You're  in  offer  investors  what  few 

the  middle  of  every  other  firms  can:  An  active 

important  flow.  presence  in  12  major  centers 

That's  why  investors         around  the  world.  Market- 
call  us  -  we  trade  malting  leadership  in  virtually 
ideas,  not  just  bonds."        every  U.S.  and  international 

fixed  income  asset  class.  And 
a  worldwide  team  of  nearly 
#,000  analysts,  marketers, 
and  traders  who  combine 
locat  intelligence  and  global 
performance  to  give  clients 
solutions  of  unusupl  (Jtpth.  ^ 


ic  Viewpoint 


HOW  CLINTON 

IS  BASHING  THE  BUCK 


BY  PAUL  CRAIG  ROBERTS 


The  dollar  is  under 
pressure  because 
world  investors 
have  realized  the 
Administration 
is  prone  to 
big-government, 
high-tax  solutions. 
They  seek 
greener  pastures 
elsewhere 


PAUL  CRAIG  ROBERTS  IS  JOHN  M.  OLIN 
FELLOW  OF  THE  INSTITUTE  FOR 
POLITICAL  ECONOMY  AND 
DISTINGUISHED  FELLOW  Of  THE  CATO 
INSTITUTE  IN  WASHINGTON,  DC 


The  slumping  dollar  signals  an  interna- 
tional vote  of  no  confidence  in  President 
Clinton's  economic  policy.  This  outcome 
could  have  been  predicted  by  anyone  except 
the  demand-side  economists  who  spent  the 
decade  of  the  1980s  agitating  for  high  tax 
rates  and  easy  money— a  policy  mix  whose 
results  are  now  in. 

Clintonomics  has  brought  us  higher  interest 
rates  and  a  weaker  dollar.  Like  its  predeces- 
sor, the  Clinton  Administration  does  not  under- 
stand the  economic  relationships  that  deter- 
mine its  fate.  Economists  in  the  Treasury  and 
the  White  House  believe  that  low  interest 
rates  are  the  key  to  economic  growth  and 
that  a  weak  dollar  is  the  solution  to  the  trade 
deficit.  They  overlook  the  fact  that  the  dollar 
is  the  reserve  currency  in  which  a  vast 
amount  of  wealth  is  held  and  inflation-sensitive 
commodities  are  priced.  Any  policy  that  weak- 
ens the  dollar  causes  a  flight  by  investors. 
That,  in  turn,  causes  U.  S.  interest  rates  to 
rise  sharply. 

An  Administration  committed  to  a  low- 
interest-rate  policy  is  bound  to  revive  inflation 
fears.  The  Federal  Reserve  keeps  interest 
rates  down  by  supplying  reserves  to  the  bank- 
ing system  in  order  to  prevent  the  demand  for 
loans  from  bidding  up  interest  rates.  There  is 
a  limit,  however,  to  how  long  this  policy  can 
succeed.  As  bank  reserves  are  converted  into 
demand  deposits,  the  growth  in  the  money 
supply  pushes  up  inflation.  This  is  especially 
the  case  when  easy  money  is  combined  with 
an  increase  in  tax  rates  and  regulation,  which 
restrain  the  growth  in  real  output. 

Once  the  bond  market  deduces  that  the 
Fed  is  priming  the  economy  by  flooding  the 
banking  system  with  reserves,  the  expectation 
of  inflation  is  enough  to  can-y  interest  rates  up 
and  the  dollar  down.  Foreigners  are  hyper- 
sensitive to  any  currency  loss  on  dollar  in- 
vestments. A  Japanese  investor  who  bought 
U.  S.  bonds  in  198.5  paid  240  yen  per  dollar.  If 
those  bonds  were  sold  today,  they  would  fetch 
less  than  100  yen  per  dollar. 
FATEFUL  MOVE.  When  it  became  clear  earlier 
this  year  that  the  U.  S.  economy  had  picked  up 
sharply  in  the  fourth  quarter  of  1993,  following 
three  years  of  rapid  reserve  growth,  interest 
rates  moved  up.  The  Fed  followed  that  rise 
with  four  hikes  in  the  federal  funds  rate,  total- 
ing 12.5  basis  points.  This  stabilized  the  dollar 
for  about  a  month,  but  it  came  under  renewed 
pressure  in  the  latter  part  of  June  and  soon 
broke  through  the  100  yen  mark. 

If  downward  pressure  on  the  dollar  per- 
sists, the  Fed  will  have  to  protect  the  reserve 
currency  by  draining  reserves  from  the  bank- 


ing system.  Otherwise  it  would  risk  a  sell-o 
in  dollar-denominated  assets  as  investors  trj 
to  protect  themselves  from  a  depreciatin 
store  of  value.  Any  further  threats  from  tl 
Clinton  Administration  to  use  a  depreciatin 
dollar  as  a  trade  weapon  against  Japan  woul 
signal  a  potentially  fatal  ignorance  among  Clii 
ton's  policymakers. 
SKITTISH  CAPITAL.  The  dollar  also  is  under  pre 
sure  because  investors  have  realized  that  Clii 
ton  favors  big  government  "solutions,"  whi] 
other  parts  of  the  world,  especially  Asia  an 
Latin  America,  are  curtailing  the  scope  ( 
government  and  growing  rapidly  as  a  resuli 
Equity  investors  have  developed  a  global  pei 
spective,  and  they  prefer  markets  where  go\ 
ernment  is  downsizing  and  the  prospects  fo 
economic  growth  are  good.  Clinton's  polic, 
causes  investors  to  see  the  U.  S.  as  a  rel. 
tively  poor  prospect.  Moreover  the  First  Lad; 
single-handedly  wiped  $50  billion  off  the  valu 
of  pharmaceutical  equities  by  demonizing  th 
drug  companies,  and  the  Clintonian  attack  oi 
the  private  health-care  system  reduces  th 
value  of  medical  research  and  new  medica 
technology  equities.  Consequently,  capital  flow, 
away  from  the  dollar,  keeping  the  cun-ency  un 
der  pressure. 

The  Fed  could  make  dollars  scarcer  b 
draining  reserves  from  the  banking  system 
However,  this  move  would  not  address  all  th 
various  concerns  of  investors.  To  remain  com 
petitive  in  the  global  economy,  the  U.  S.  need; 
to  reduce  taxes  on  labor  and  capital.  Thi 
would  attract  investment  to  the  U.  S.  anc 
strengthen  the  dollar.  It  also  would  help 
Congi'ess  were  to  repeal  hundreds  of  ill-consid 
ered  laws  that  benefit  special  interests  at  th( 
expense  of  the  overall  performance  of  th 
economy,  and  if  thousands  of  counterproductive 
rules  in  the  Code  of  Federal  Regulations  were 
removed. 

The  dollar's  sharp  drop  could  stabilize  it 
for  now,  but  the  currency's  woes  are  not  over 
The  ruling  ideology  prevents  the  necessary 
tax  and  regulatory  relief,  and  the  Fed  has  tc 
worry  about  a  political  backlash  from  the 
Democrats  in  Congress,  whose  solution  to  the 
problems  they  cause  the  economy  is  always 
lower  interest  rates. 

This  leaves  the  foreign-exchange  market  as 
the  arbiter  of  U.  S.  economic  policy.  If  the  sit- 
uation continues  to  deteriorate,  one  wonders  if 
spurned  policymakers  will  attempt  to  fight 
the  market's  judgment  with  exchange  con 
trols.  Such  calls  already  are  being  heard.  In 
deed,  the  hubristic  believers  in  big  govern 
ment  need  only  this  one  last  act  to  complete 
their  self-destruction. 
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ECONOMIC  VIEWPOIh 


Rauschenberq 

This  work  of  art  by  the  world  reriowned  artist  Robert  Rauschenberg  was  created  for 
the  1994  United  Natioris  International  Conference  on  Population  &  Development. 

It  can  be  yours  for  $30  by  calling  1  -800-708-7690. 


THE  POSTER: 

Known  as  "Choices 
and  Responsibilities," 
the  theme  of  the 
1994  Conference, 
the  poster  measures 
26  7/8  inches  by 
38  7/8  inches,  and 
is  printed  on 
80  lb.  Monodnock 
Dulcite  cover 
art  stock. 


Robert  Rauschenberg's  brilliant  five-color  work  of  art  has  been 
adopted  as  the  official  poster  of  the  United  Nations 
International  Conference  on  Population  and  Development 
scheduled  to  be  held  in  Cairo,  Egypt,  in  September  1994.  The 
poster,  which  is  sure  to  be  a  collector's  item  that  will  steadily 
increase  in  value,  carries  the  logo  of  the  United  Nations  as 
well  as  the  Conference.  This  beautiful  expression  of  support 
for  this  important  international  event  will  mean  so  much  more  when  you 
make  it  your  own.  It  was  donated  by  the  Robert  Rauschenberg  Foundation 
to  the  Earth  Pledge  Foundation,  a  duly  certified  tax-exempt  foundation, 
which  will  use  the  proceeds  solely  to  encourage  public  awareness  of,  and 
interest  in,  the  timely  and  critical  1994  International  Conference  on 
Population  and  Development.  The  Conference  -  which  President  Clinton 


has  called  "one  of  the  most  important  international  events  of  the  decade"  • 
will  produce  an  action  plan  on  balanced  global  populations,  environmental 
protection  and  economic  growth  through  sustainable  development  with 
emphasis  on  women's  rights  and  family-planning,  quality  primary  education 
of  the  young  and  the  inviolability  of  universal  human  rights. 

HOW  TO  ORDER 

This  work  of  art  can  be  yours  for  only  $30  plus  $5  shipping  and  handling 
by  calling  1-800-708-7690  and  charging  your  credit  card.  You  can  also 
write  to  Felissimo  (c/o  ASTA,  3342  Melrose  Ave.,  NW  Roanoke,  VA  24017) 
with  the  number  of  posters  you  want,  your  check  for  the  appropriate 
amount  payable  to  Felissimo  and  your  name  and  address. 


BY  GENE  KORETZ 


INFIATION  DETEQIVES 
ARE  ROUHDING  UP 
THE  WRONG  SUSPECTS 


If  commodity  prices  are  on  the  up- 
swing, can  inflation  be  far  behind? 
That's  one  of  the  key  questions  bugging 
the  financial  markets  and  America's  Fed- 
eral Reserve  these  days.  So  far  this 
year,  the  Commodity  Research  Bureau's 
spot  price  index  of  industrial  raw  mate- 
rials has  risen  a  hefty  12.7%.  And  the 
Journal  of  Commerce  s  more  inclusive 
index  of  18  industrial  commodities  is  up 
nearly  11%. 

Since  most  commodities  are  interna- 
tionally traded,  many  U.  S.  investors 
have  been  quick  to  interpret  the  com- 
modity-price surge  as  a  sign  that  global 
demand  pressures  are  building  fast. 


FOUR  WAYS  OF  lOOKING 
AT  COMMODITY  PRICES 


CHANGE  IN  PRICE  INDEX  OF 
18  INDUSTRIAL  COMMODITIES 


JAPANESE 
YEN 


GERMAN 
MARKS 


A  PERCENT  CHANGE  SINCE  JAN.  1,1994 
•SPECIAL  DRAWING  RIGHTS  ESTABIISHEO  BY  INTERNATIONAL 
MONHARY  FUND  AS  A  PROXY  FOR  A  GLOBAL  CURRENCY 

DATA;  lOmmi  Of  COmm,  NAIWEST  securities  CORP 


With  recoveries  overseas  reinforcing  the 
impact  of  the  maturing  U.  S.  expansion, 
they  fear  that  costlier  raw  materials  will 
soon  affect  final  product  prices  and  fan 
inflationary  fires. 

While  economist  L.  Douglas  Lee  of 
NatWest  Securities  Corp.  also  detects 
growing  inflationary  risks,  he  claims  that 
rising  commodity  prices  are  the  wrong 
culprit.  Output  in  otlu^r  industrial  na- 
tions is  still  severely  depressed,  he 
notes,  and  highly  volatile  materials  pric- 
es often  give  false  signals  of  impending 
inflation. 

More  important,  Lee  points  out  that 
currency  shifts  have  distorted  tlie  signif- 
icance of  commodity -price  changes.  Al- 
though the  cost  of  the  Journal  of  Com- 
merce's basket  of  industrial  commodities 
is  up  10.5%  this  year  for  U.  S.  purchas- 
ers, it  has  risen  only  4%  or  so  for  global 
buyers  and  1.1%  for  German  buyers.  For 


Japanese  purchasers,  it  has  actually  fal- 
len about  4.4%  (chart). 

"The  dollar-denominated  rise  in  mate- 
rials prices,"  says  Lee,  "is  more  related 
to  the  dollar's  weakness  than  to  escalat- 
ing global  demand  pressures.  It's  prema- 
ture to  worry  about  global  commodities 
inflation." 

A  more  imminent  threat,  contends 
Lee,  is  U.  S.  labor  costs.  In  both  1992 
and  1993,  wage  restraint  and  strong  pro- 
ductivity gains  kept  unit-labor  cost  in- 
creases below  2%.  But  in  1994,  wages 
have  picked  up  steam,  and  productivity 
has  started  to  slow.  As  a  result,  unit- 
labor  costs  in  the  first  quarter  climbed 
at  more  than  a  4%  annual  clip. 

Further,  productivity  could  well  have 
declined  in  the  second  quarter,  causing 
unit-labor  costs  to  rise  at  a  3%  to  4% 
rate  again.  That's  because  recent  strong 
employment  gains  imply  that  the  econo- 
my would  have  to  have  grown  at  a  5%- 
plus  annual  rate  just  to  keep  productiv- 
ity flat,  says  Lee. 

"The  real  inflation  risk,"  he  concludes, 
"is  not  commodity  prices  but  the  pos- 
sibility that  slowing  U.  S.  productivity 
growth  will  push  up  unit-labor  costs." 


THOSE  FAT  INVENTORIES 

MAY  ALREADY 

HAVE  SLIMMED  DOWN 


With  May's  big  jump  in  U.  S.  lousi- 
ness inventories,  it's  clear  that 
inventory-building  buoyed  economic 
gi'owth  in  the  second  quarter.  Many  ob- 
servers, however,  believe  the  buildup 
was  involuntary— that  is,  it  occuiTed  not 
because  producers  and  sellers  were  try- 
ing to  fatten  overly  thin  stocks  but  be- 
cause slowing  demand  left  them  with 
more  goods  than  they  anticipated.  And 
that  suggests  that  the  economy  could 
slow  sharply  in  the  second  half  as  pro- 
ducers scale  back  output  to  bring  inven- 
tories back  in  line. 

PaineWebber  Inc.  economist  Maury  N. 
Harris  doubts  that  inventories  are  much 
of  a  problem,  however.  He  notes  that  re- 
tail sales,  while  down  in  April  and  May, 
were  up  strongly  in  June  in  exactly  the 
areas  where  retail  stocks  had  been  grow- 
ing. May  inventory  gains  of  1.9%,  1..5%, 
and  1%  posted  by  the  categories  of  build- 
ing materials  and  hardware,  general-mer- 
chandise stores,  and  auto  dealers,  respec- 
tively, were  followed  by  sales  rises  of 
2.7%,  L5%,  and  L3%  in  June. 

Thus,  Harris  believes  that  consumer 
purchases  in  June  probably  helped  clear 
out  much  of  the  May  inventory  buildup 
at  the  retail  level— lessening  the  chances 
of  a  coming  inventory  correction. 


KOREA'S  EXPORT 
BOOM  IS  HURTING— AND 
HELPING-^APAN 


I 


Long  dependent  on  Japan  for  invest 
ment  and  technological  knowhowl 
South  Korea  is  now  besting  its  benefa 
tor  in  global  markets— thanks  to  a  soai 
ing  yen,  reports  economist  Ellen  T.  Roi 
gers  of  Morgan  Guaranty  Trust  Co 
With  the  yen  up  13%  against  the  Soutl  *' 
Korean  won  m  1993  (and  another  13%  s  n 
far  this  year),  Seoul  was  able  to  boos  |i 
exports  by  7.3%,  helping  to  cut  its  over  ^ 
all  trade  deficit  last  year  by  nearly  70% 
to  $L5  billion. 

The  upshot  has  been  a  surge  in  capi ' 
tal  investment  this  year  and  a  heft;  f. 
pickup  in  the  export  of  such  high-tecl  j, 
goods  as  petrochemicals,  electronics,  ma  jj, 
chinery,  and  steel,  which  are  also  mar  ' 
keted  by  Japan.  South  Korean  export:  ^' 
of  semiconductors  were  up  43%  in  th(  " 
first  quarter  over  the  same  period  las  K 
year,  while  autos  and  appliances  postecf 
20%  and  18%  gains,  respectively.  I 
The  irony  is  that  Korea  is  heavily  de; 
pendent  on  Japan  for  capital  goods  anc, 
components  of  its  exports.  Thus,  Korea':  | 
export  boom,  while  hurting  Japan  iii 
other  markets,  is  sucking  in  high-pricci 
Japanese  imports.  And  Japan's  trad<| 
surplus  with  Korea— $4.7  billion  througlj 
May— is  widening. 

Meanwhile,  Japan  is  investing  less  i 
Korea  and  more  in  less  developed  n 
tions.  "The  threat  to  Korea's  exports, 
says  Rodgers,  "is  that  Japan's  new  for 
eign  ventures  may  eventually  churn  ou 
goods  similar  to  those  produced  currentj 
ly  in  Korea,  but  at  much  lower  prices.'^ 


WHY  RETIREES  ARE 
DREAMING  OF 
HEALTH-CARE  REFORM 


More  than  half  of  Americans  retin 
l)y  the  time  they're  62,  and  Medi 
care  doesn't  kick  in  until  6.5.  Yet  a  rela 
tively  small  minority  of  retirees  receive 
health  coverage  from  their  former  em 
plovers.  A  recent  nationwide  surve] 
by  benefits  consultants  Foster  Higgin; 
indicates  that  only  8%  of  small  employ  j.^ 
ers  (with  fewer  than  500  workers)  an(J 
46%  of  large  employers  provided  healtljj 
insurance  to  retirees  last  year. 

The  situation  isn't  getting  any  bet 
ter.  Many  employers  that  offer  benefit- 
are  cutting  them  back,  and  7%  (including' 
some  large  companies)  say  they  intenc 
to  terminate  retiree  medical  plans. 
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lusiness  Outloo 


3UST  8,  1994 


BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


[ELAX.  THAT  PRODUCTIVITY  DIP 
IfAS  JUST  A  BLIP 


AaORY  EFFICIENCY 
HAS  SUPPED 


1  ^ith  inflation-hunting  season  in  full  swing,  vigi- 
U^^m  lantes  are  scouring  the  economic  underbrush 
W  wm  for  signs  of  the  pesky  varmint.  Slow  growth  in 
(or  costs  and  even  slower  growth  in  the  economy  offer 
rustling  in  the  leaves.  But  evidence  that  productivity 
>ped  in  the  second  quarter  certainly  means  the  hunters 
m't  he  stowing  their  firearms  any  time  soon. 
What's  the  danger?  A  drop  in  productivity  means  that 
i  cost  of  producing  each  unit  of  output  increased,  per- 
ps  sharply,  in  the  past  quarter.  Moreover,  in  the  long 
n,  higher  productivity  is  the  only  way  in  which  busi- 
sses  can  raise  the  real  wages  of  their  workers  without 
creasing  their  prices  at  the  same  pace. 

What  seems  to  have  happened 
in  the  spring,  however,  is  that 
businesses,  chiefly  services,  over- 
hired.  Job  growth  hit  its  fastest 

|l  Hours  WORKED  _m  P^^®  ^"  because 
jl     m     ^fl         final  demand  was  something  of  a 

disappointment  last  quarter,  out- 
put per  hour  worked  very  likely 
fell— perhaps  at  a  2%  annual  rate 
or  more.  And  that  suggests  that 
unit  labor  costs  may  have 
jumped  by  as  much  as  5%. 
Bear  in  mind,  though,  that  the  second-quarter  perfor- 
ance  was  a  temporary  slip  rather  than  a  new  trend.  The 
clical  gains  in  efficiency  are  falling  away— even  as  the 
ig-term,  technology-driven  improvement  in  productivity 
mains  in  place.  Indeed,  even  with  a  big  decline  last 
larter,  productivity  would  still  be  an  impressive  2.2% 
gher  than  it  was  a  year  ago. 

INFLATION  That  may  not  placate  the  inflation  hawks 
HAWKS  when  the  Labor  Dept.  issues  its  productiv- 
ARE  SURE  ity  report  on  Aug.  9.  The  stumble  is  apt 
TO  SQUAWK  iQ  touch  off  a  shotgun  volley  of  calls  for 
?hter  monetary  policy  at  a  time  when  Fed  Chairman 
Ian  Greenspan  himself  seems  itchy  to  pull  the  trigger 
■age  25). 

The  productivity  drop  was  widespread.  Factories,  which 
ive  strung  together  12  quarters  of  efficiency  gains, 
ruggled  to  stay  in  the  plus  column  last  quarter.  Hours 
orked  grew  faster  than  manufacturing  output,  suggest- 
-g  no  gain  in  productivity  (chart).  But  that  still  means  a 
3%  advance  from  year-earlier  readings.  And  the  annual 
ace  of  factory  unit  labor  costs  would  still  be  falling. 

Services,  however,  probably  lost  much  more  ground.  If 
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factories'  productivity  was  stuck  in  neutral,  services'  out- 
put per  hour  worked  dropped  sharply.  Not  surprisingly 
then,  the  service  companies  are  having  a  harder  time 
lowering  their  unit  labor  costs,  especially  since  the  growth 
in  overall  compensation  in  services  may  have  hit  bottom 
(chart).  As  companies  struggle  to  lower  their  labor  bill,  job 
growth  in  services  may  begin  to  taper  off  in  the  second 
half. 

(BENEFIT  But  despite  the  cyclical  slowing  in  pro- 
COSTS  HAVE  ductivity  gains,  the  news  for  unit  labor 
SLOWED  costs— and  thus  inflation— isn't  all  bad. 
SHARPLY  That  much  is  clear  from  the  Labor  Dept.'s 
employment  cost  index. 

The  ECi  for  all  civilian  workers  in  the  second  quarter 
rose  0.9%  from  the  first  quarter,  and  it  was  up  only  3.2% 
from  a  year  ago.  That  was  the  smallest  annual  increase 
since  the  government  began  keeping  such  records  in  1981, 
and  it's  a  sign  that  labor  costs  will  not  be  pushing  up  in- 
flation in  the  coming  months. 

Union  pay  gi'owth  is  faring  worse  than  nonunion  gains. 
Wage  increases  in  the  major  collective-bargaining  agree- 
ments reached  in  the  second  quarter,  which  cover  some 
627,000  workers,  averaged  2.4%  annually.  That's  lower 
than  the  3%  gain  in  the  contracts  that  were  replaced. 

Although  wages  and  salaries 
together  make  up  about  three- 
fourths  of  total  labor  costs,  it's 
the  moderating  trend  in  benefits 
that  accounts  for  the  continued 
slowing  in  employment  costs.  In 
the  private  sector,  wages  last 
quarter  showed  a  3.1%  increase 
from  a  year  ago,  a  slight  pickup 
from  2.7%  in  the  second  quarter 
of  1993. 

But  over  the  same  period,  the 
annual  growth  of  benefit  costs  dropped  from  5.8%  to 
3.9%— and  that's  down  from  a  7%  clip  four  years  ago. 
Benefit  costs  are  growing  more  slowly  because  of  contin- 
uing moderation  in  the  pace  of  employers'  insurance  costs 
for  health  coverage,  workers'  compensation,  and  state 
unemployment  progi'ams. 

Comparing  labor  costs  for  goods  producers  with  those 
for  service  companies,  however,  reveals  another  reason 
why  services  face  tough  going  in  trying  to  hold  their 
unit  costs  in  check:  Although  wages  and  benefits  for 
goods  producers  continue  to  slow,  compensation  growth  in 
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.  t  .opped  declining.  Looking  ahead,  unit  labor 

costs  in  services  will  start  growing  faster— if  there  are  no 
productivity  gains.  And  higher  costs  will  put  pressure 
on  payrolls  at  any  company  that  cannot  raise  prices. 

I CONSUMERS  The  prospect  of  slower  job  growth  is  one 
STILL  FRET  reason  consumers  are  a  shade  less  eu- 
OVER  JOB  phoric  about  the  economy  these  days.  The 
PROSPECTS  Conference  Board's  index  of  consumer 
confidence  slipped  to  91.6  in  July,  down  from  92.5  in 
June.  Still,  the  index  remains  near  its  high  for  this  expan- 
sion, suggesting  consumers  may  rein  in  their  spending  in- 
creases, but  they  won't  cave  in. 

Consumers'  confidence  about 
their  present  economic  situation 
has  been  in  a  solid  uptrend  for  a 
year  now,  hitting  92.6  last  month 
(chai't).  And  while  their  expec- 
tations about  the  future  slipped 
to  90.9  in  July,  down  from  94.6  in 
June,  the  index  is  still  at  a  high 
level. 

The  Conference  Board  report- 
ed that  jobs  remained  an  impor- 
tant concern  for  many  consumers 
and  that  persons  worried  about  employment  prospects 
continued  to  outnumber  those  who  considered  jobs  to  be 
"plentiful."  The  Board  also  noted  that  the  leveling  off  in 
the  expectations  component  "suggests  a  continuation  of 
steady,  moderate  economic  growth  in  the  second  half  of 
the  year." 

The  temperate  trend  is  echoed  by  some  of  the  other  lat- 
est data.  Sales  of  existing  homes  fell  for  the  second 
month,  slipping  3.6%  in  June,  to  3.96  miUion.  And  jobless 
claims  remain  unusually  high,  given  the  pickup  in  hir- 
ing. New  claims  rose  to  392,000  in  the  week  of  July  16,  af- 
ter 363,000  were  filed  in  the  previous  week— when  state 
offices  took  a  day  off  for  the  Fourth  of  July.  Also,  the 
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Johnson  Redbook  Report  said  that  sales  in  the  third  wee) 
of  July  were  down  from  June. 

Even  Washington  will  be  a  drag  on  the  economy.  Wit! 
a  $15.2  billion  surplus  in  June,  the  federal  budget  deficit  s 
far  this  fiscal  year  is  running  25%  below  its  pace  of  las 
year.  And  since  receipts  are  growing  much  faster  thai 
outlays,  the  red-ink  total  for  fiscal  1994,  which  ends  in  Sep 
tember,  could  come  in  below  $200  billion— to  as  low  a 
$190  billion— for  the  first  time  since  fiscal  1989 

One  area  still  showing  some  pep  is  the  durable-good 
sector  of  manufacturing.  New  orders  there  rose  1.3%  i 
June,  the  fourth  consecutive  gain  (chart).  Demand  fo 
nondefense  capital  goods  bounced  back  by  a  strong  6.2/< 
after  falling  for  four  straight  months. 

The  new  demand  coming  on- 
line means  that  manufacturers 
are  beginning  to  rebuild  their 
backlog  of  unfilled  orders— if  only 
by  tiny  increments.  Unfilled  or- 
ders rose  0.2%  in  June,  the  third 
small  increase  in  a  row. 

The  backlog  is  down  from  last 
June,  though,  and  inventories 
overall  in  the  economy  ended  the 
second  quarter  at  high  levels. 
That  means  output  growth  will 
likely  slow  again  this  quarter— even  as  businesses  contii 
ue  the  long  process  of  installing  high-tech  equipment  an 
rejiggering  production  practices  that  raises  their  produ 
tivity  permanently. 

Indeed,  it  is  important  to  remember  that  productivit 
does  not  move  in  a  straight  line.  Setbacks,  as  in  the  se 
ond  quarter,  will  happen,  but  they  don't  derail  the  longe 
term  improvement  in  efficiency  now  taking  hold.  As  cor 
panies  take  up  the  gauntlet  of  global  competition,  the 
smarter  use  of  computers,  management  skills,  and  technc 
ogy  is  creating  a  more  productive— and  less  inflationary 
economy. 
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THE  lArEEK  AHEAD 


PERSONAL  INCOME 


Monday,  Aug.  1,  8:30  CLrn. 
Personal  income  grew  0..3%  in  June,  half 
the  gain  in  May,  say  forecasters  sur- 
veyecl  by  McGi  aw-Hil!  Inc.'s  MMS  Inter- 
national. Consumer  spending  advanced 
0.5%,  after  rising  H.4%  in  May. 

CONSTRUCTION  SPEtiB38a€  

Monday,  Aug.  1,  10  a.m. 

Building  outlays  probably  rose  0.5%  in 

June,  after  a  0.9%  decline  in  May. 


NAPM  SUfRVEY 


Monday,  Aug.  1,  10  a.rn. 

The  MMS  median  forecast  expec:  ;  that 

the  National  Association  of  Purc  hasing 


Management's  index  fell  to  57%  in  July. 
That's  down  from  57.5%  in  June,  and 
from  the  second-quarter  average  of 
57.6%,  a  further  sign  of  slowing  industri- 
al activity. 

NEW  SINGLE-FAMILY  HOME  SALES 

Tuesday,  A  ug.  2,  10  a.m. 
New  houses  likely  sold  at  a  700,000  an- 
nual rate  in  June,  down  from  their 
738,000  pace  in  May. 

LEADING  INDICATORS  

Wednesday,  Aug.  3,  10  a.ni. 
The  government's  composite  index  of  11 
leading  indicators  was  probably  un- 
changed in  June,  says  the  MMS  survey. 
It  has  not  risen  since  March. 


FACTORY  INVENTORIES 


Wednesday,  Aug.  3,  10  cum,. 
Inventories  likely  increased  by  0.2% 
June,  on  top  of  a  0.5%  jump  in  May. 

EMPLOYMENT 


Friday,  Aug.  5,  8:30  a.m. 
The  MMS  economists  expect  a  220,0i!> 
gaip  in  nonfarm  jobs  in  July.  Thalj 
large,  given  the  379,000  surge  in  Jur^ 
The  jobless  rate  probably  stayed  at  6'^ 
though— the  same  as  in  May  and  Jun(|( 

INSTALLMENT  CREDIT 


Friday,  Aug.  5 
Consumer  debt  likely  rose  $7.5  billiS 
in  June,  after  $10.4  billion  added  in  M;i 
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What's  the  Sound  of  a  Phone  Not  Ringing? 


TEXT  Our  F9600 
enables  multiple 
users  to  instantly 
exchange  documents, 
strategies  and  ideas 
without  sending 
faxes  or  trans- 
ferring files. 


MAIL  The  Fujitsu 
Multimedia  Platform 
PBX  allows  you  to 
generate  and  trans- 
port multiple  types 
of  messages  so  you 
can  manage  your 
mail,  not  just 
access  it. 


IMAGE  Is  there 
data-intensive 
information  you 
want  to  access  from 
across  the  country? 
Our  multimedia 
network  will  let  you 
quickly  retrieve 
it  from  another 
location,  regardless 
of  format. 


BROADBAND 

With  our  ATM 
backbone  tor  your 
broadband  network, 
you'll  be  able  to 
transfer  audio,  video 
and  data  applica- 
tions at  multi- 
gigabit-per-second 
speeds. 


VIDEO  Our  new 

ViewNet  5  Series"' 
videoconferencing 
system  allows 
managers  to  huddle 
at  a  moment's  notice, 
saving  thousands  on 
travel  and  loss-of- 
work-hour  costs. 


If  it's  the  Fujitsu  F9600  Multimedia  Platform  PBX,  it's  the  sound  of  digital  information  silently 
bit-streaming  its  way  to  desktops  around  the  countiy.  Our  F9600  Multimedia  Platform  PBX  can  transmit 
text,  voice  and  e-mail,  video,  graphics,  audio  —  the  works  —  to  anyone  you  select.  Anytime.  Anywhere. 
It's  all  part  of  our  strategy  to  provide  your  enterprise  with  the  future  —  networks  that  enable  your 
people  to  share  all  kinds  of  information  to  get  more  work  done.  Intuitively,  instantly,  intelligently. 
For  a  White  Paper  on  the  "Future  of  Multimedia  in  the  Workplace,"  call  1-800-553-3263. 

Fufrsu 

COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 


mployees  of  Amoco  Corp.  were  still 
reeling  from  the  wrenching  1992 
shakeup  that  led  to  8,500  job  losses 
when  word  of  another  corporate  restruc- 
turing began  circulating  in  March.  For 
months,  tensions  and  anxiety  grew  as 
executives  worked  on  the  details.  "There 
was  self-doubt,  paranoia— nobody  got 
anything  rlone."  recalls  one  senior  official. 

Not  surprisingly,  it  was  a  glum,  stony- 
faced  group  of  Amoco  workers  who  as- 
sembled on  July  21  to  hear  Chairman 
H.  Laurance  Fuller  spell  out  the  $28  bil- 
lion oil  giant's  latest  overhaul.  Working 
the  crowd  patiently  and  in  shirtsleeves 
for  90  minutes,  he  explained  that  an  ad- 
ditional 4,500  staff  jobs  will  be  cut  by 
1996,  bringing  total  employment  down 
by  25%  since  1992.  Further,  the  chair- 
man told  employees,  the  company's 
three  operating  units— oil  and  gas  ex- 
ploration and  production,  refining  and 
marketing,  and  chemicals— will  be  split 
into  17  busine.ss  groups  that  will  be  held 
highly  accountable  for  performance.  The 
goal:  an  annual  cost  savings  of  $1.2  bil- 
lion. One  plaintive  staffer  asked  when 
the  chopping  and  changing  would  end. 
Fuller's  resjionse:  "Probably  never." 
CONTINUAL  OVERHAUL.  It's  a  message 
!^  >aating  throughout  Big  Oil.  Not  since 
th  lu-oe.-  of  the  merger-and-acquisition 
craz  ;i  decade  ago  has  the  oil  industry 
been  I'l  --ich  ferment.  Constant  restruc- 
turings—layoffs, asset  .sales  and  swaps, 
write-downs  on  oil  and  gas  properties, 
outsourcing  .sej-vice  functions— are  fast 
becoming  a  regular  occurrenct. 


AMOCO 


On  top  of  Amoco's  $256  million  sec 
ond-quarter  hit  to  earnings,  Mobil,  Tex 
aco,  and  arco  wi-ote  off  a  combined 
million  from  recent  restructurings,  con- 
tributing to  a  sharj)  fall  across  the  indus- 
try in  second-quarter  profits.  Return  on 
equity  for  the  Big  Six  U.  S.  companies- 
Exxon,  Mobil,  Texaco,  Chevron,  Amo- 
co, and  ARCO— has  slipped  from  14.8%  in 
1988  to  12.9%  last  year,  figures  Kidder, 
Peabody  &  Co.  analyst  Bernard  J.  Pic- 
chi.  And  in  the  past 
few  months,  the  six 
have  announced  that 
they  will  lop  off 
some  13,000  jobs. 
Moreover,  says  Texa- 
co Inc.  CEO  Alfred  C. 
DeCrane  Jr.,  who 
just  announced  plans 
to  cut  2,500  jobs,  or 
8%  of  the  workforce 
over  the  next  year, 
"the  conditions  in 
which  we  operate 
will  remain  tough." 

For  shareholders, 
the  moves  are  good  news.  In  fact,  com- 
panies as  diverse  as  British  Petroleum 
PLC  and  Amoco  itself  have  seen  their 
share  prices  recently  hit  all-time  highs. 
"The  industry  is  getting  itself  in  good 
competitive  shape,"  argues  Fuller.  And 
nascent  economic  recoveries  in  Europe 
and  Japan  are  likely  to  buck  up  demand, 
though  analysts  argue  that  overabun- 
dant supplies  will  prevent  a  major  oil- 
price  surge. 


now  accept  as  a  fact  of  life:  They  caij 
forget  about  returning  to  the  bloated 
more-is-better  management  practices  oi 
the  past.  "As  major  corporations,  w( 
have  to  reinvent  the  way  we  do  ou! 
work,"  says  Shell  Oil  Co.  Pi"esident  Phil 
ip  J.  Carroll.  "We  face  a  challenge  tha 
goes  far  beyond  the  current  reahties  o 
the  oil  business." 


SCRAMBLE  IN  THE  OIL  PATCH 


On  July  21  announced  its  second  large  sh 
up  in  two  years.  On  top  of  8,500  workers ' 
off  since  1992,  4,500  will  go  by  1996— an  overall  cut  of  25%.|j, 
latest  overhaul  caused  a  $256  million  hit  to  second-quarter 
ings.  The  expected  payback:  $1.2  billion  in  annual  savings. 


ARCO 


Is  now  starting  its  third  wave  of  layoffs.  E 
1995,  3,300  jobs,  or  13%  of  the  company's 
force,  will  be  eliminated.  The  strategy:  Massive  cuts  in  the 
with  increased  spending  overseas. 


Unless  Big  Oil  gets  lean  enough  t 
profitably  hunt  for  increasingly  hard 
to-find  reservoirs  and  respond  to  mas 
sive  price  swings,  earnings  will  seesav 
wildly.  It  was  just  such  a  fall  in  oil  an( 
gas  prices  early  in  the  second  quarte 
of  1994  that  helped  pummel  profits.  Th< 
industry  now  is  restructuring  for  ai 
oil  price  of  $18  to  $20  per  barrel— o 
lower. 

Nor  is  there  a  reprieve  at  the  gaso 
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:ie  pump.  Worldwide  demand  over  the 
Bxt  five  years  may  grow  at  no  more 
lan  1.8%  annually,  or  about  the  same 
3  recent  years,  says  analyst  Picchi. 
/hy?  In  part,  it's  due  to  growing  use 
I  more  energy-efficient  cars  and  other 
quipment. 

What's  more,  tough  competition  will 
lake  it  difficult  to  boost  prices,  while 
iiff  environmental  regulations  will  add 
ugely  to  future  refinery  outlays.  The 


On  June  28  announced  a  consolidation  of  its 
U.S.  production  unit  Exxon  has  cut  operating 
3y  $1.6  billion  since  fiscal  1992  and  sold  $1  billion  in  refin- 
oil  fields  and  other  assets  in  each  of  the  past  three  years. 


OBIL 


Restructuring  continued  in  late  June  with 
a  $315  million  write-off  of  domestic  gas  fields 
ther  cutbacks.  The  goal:  to  add  $1  billion  to  profits. 

In  early  July  announced  a  $300  million 
plan  to  sell  or  swap  half  of  its  600  domestic  oil 
and  reduce  employment  by  2,500.  It  is  refocusing  on  over- 
exploration. 


•National  Petroleum  Council  reckons 
hat  in  the  U.  S.  alone,  the  industry 
vill  need  to  spend  $151  billion  by  2010 
0  upgrade  refineries. 

For  most  of  Big  Oil,  the  slashing  of 
94  is  at  least  the  second  big  overhaul  of 
he  young  decade.  Chevron  Corp.  has 
aken  $1.2  billion  in  annual  costs  out  of 
ts  system,  while  BP  expects  to  add  $1 
)illion  in  asset  sales  this  year  to  the 
52.5  billion  already  dumped  since  1992. 


There's  been  some  payoff,  too:  The  cost 
of  replacing  each  barrel  of  oil  reserves 
dropped  to  $4.20  per  barrel  in  the  U.  S. 
from  $4.93  in  1993,  estimates  Andersen 
Consulting's  Victor  A.  Burk. 

But  it's  clearly  not  enough.  For  much 
of  the  past  decade,  the  industry  has 
been  exhausting  its  reserves  of  oil  and 
gas  far  faster  than  it  has  been  replacing 
them.  By  Burk's  estimates,  over  the  past 
five  years  in  the  U.  S.,  Big  Oil  has  found 
less  than  two-thirds 
of  the  energy  sup- 
plies it  has  been  us- 
ing up.  The  trick 
now  is  to  husband 
the  financial  savings 
from  cutbacks  in  the 
U.  S.  for  a  big  explo- 
ration push  abroad. 
MAD  DASH.  As  if  in 
lockstep.  Big  Oil  is 
raising  cash  to  shift 
as  much  as  two- 
thirds  of  exploration 
and  production  bud- 
gets overseas.  After 
selling  its  chemical  unit  for  $800  million 
in  April,  Texaco  in  early  July  an- 
nounced plans  to  sell  or  swap  half  of  its 
600  underperforming  U.  S.  oil  fields. 
Texaco's  new  action:  a  big  Russian  oil 
field  above  the  Arctic  Circle  and  China's 
Tarim  Basin. 

ARCO  has  accelerated  its  pullback 
from  its  core  Alaskan  operation  and  cut 
its  oil-exploration  operations  in  the  Low- 
er 48.  By  1996,  ARCO  hopes  to  be  saving 


$400  million,  while  amassing  a  war  chest 
to  seek  petroleum  and  gas  in  Asia  and 
South  America.  Meanwhile,  Unocal 
Corp.  may  sell  its  69  oil  and  gas  fields 
in  California. 

But  can  the  mad  dash  overseas  pick 
up  the  slack?  True,  there's  huge  poten- 
tial: 20  billion  barrels  in  China's  Tarim 
Basin,  2  billion  in  Russia's  Timan  Pe- 
chora. But  just  as  clearly,  there  are  big 
risks.  Witness  Chevron's  fitful  progress 
in  the  Tengiz  Field  in  Kazakhstan,  or 
Amoco  and  bp's  tortui'ous  negotiations  in 
Azerbaijan.  Oil  near  the  Arctic  Circle 
in  Russia  also  poses  huge  drilling  and 
transporting— to  say  nothing  of  politi- 
cal—challenges. Amoco's  Fuller  warns 
not  to  expect  bottom-line  contributions 
from  new  fields  before  the  turn  of  the 
century. 

But  such  doubts  aren't  daunting  most 
of  the  industry's  executives.  Texaco's 
DeCrane  insists  the  international  push  is 
vital:  "We  get  paid  to  take  risks.  This  is 
necessary  to  keep  filling  our  inventory, 
but  you  don't  want  to  be  helter-skelter 
around  the  world." 

Given  the  rundown  of  assets  in  the 
U.  S.,  the  huge  overseas  bets  had  better 
pay  off.  Otherwise,  Big  Oil  will  be  locked 
in  an  ugly  vicious  cycle,  where  cost-cut- 
ting never  overtakes  the  downturn  in 
revenue  growth.  For  anxious  oil  work- 
ers, the  uncertainty  is  likely  to  linger  for 
years. 

By  Richard  A.  Melcher  in  Chicago  and 
Peter  Burrows  in  Dallas,  with  Tim  Smart 
in  Stamford,  Conn. 
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SAME  OLD  FEEDING  FRENZY, 
DIFFERENT  BAIT 


In  the  new  round,  mergers  are  more  strategic — and  cost  more,  too 


ealmania  is  back.  At  least  that's 
the  buzz  on  Wall  Street,  where 
mergei's-and-acquisitions  wizards 
are  honing  their  "highly  confident"  let- 
ters and  getting  reacquainted  with  their 
late-night  pizza-delivery  services.  Deals 
announced  in  the  past  few  weeks  alone 
have  included  two  of  the  largest-ever 
cable-TV  buys,  a  railroad  gigamerger, 
and  a  $13  billion  hookup  in  the  cellular 
indu.stry.  Overall,  M&A  activity  in  the 
U.  S.  is  up  a  sizzling  46%  over  last  year, 
on  track  to  post  the  third-biggest  total 
in  history.  "We're  at  the  start  of  the 
next  great  merger  wave,"  says  Joseph 
H.  Flom,  the  guru  of  Wall  Street  take- 
over lawyers. 

But  unlike  past  cycles,  which  started 
off  with  reasonable  pric- 
es and  later  escalated 
into  insanity,  the  latest 
frenzy  has  already 
pushed  acquisition  pric- 
es into  the  stratosphere. 
The  extreme  example  is 
Eli  Lilly  &  Co.'s  $4  bil- 
lion deal  on  July  11  to 
iHinhase  PCS  Health 
Systems,  which  at  130 
times  earnings  was  so 
pricey  that  even  Wall 
Street  veterans  were 
left  with  mouths  agape. 
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But  even  outside  the  superhot  media, 
telecom,  and  health-care  sectors,  deal 
prices  are  near  all-time  highs.  Statistics 
compiled  by  Securities  Data  Co.  show 
that  buyers  on  average  ai-e  paying  high- 
er multiples  of  cash  flow  for  midsize-to- 
large  acquisitions  this  year  than  any- 
time since  1986  (chart). 

Are  things  again  getting  out  of  hand? 
Not  necessarily,  say  many  investment 
bankers.  First,  the  high  prices  are  part- 
ly a  reflection  of  higher  stock  market 
values.  And  low  interest  rates  have 
made  companies  more  affordable.  Bank- 
ers also  argue  that  the  latest  round  of 
takeovers  is  very  different  from  the 
stereotypical  late- 1980s  transaction, 
undertaken  by  a  financial  buyer  who 
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was  looking  to  cut  costs  and  turn  a  st, 
quick  buck.  "The  deal  business  has 
changed,"  contends  Mike  Overlock,  head 
of  M&A  at  Goldman,  Sachs  &  Co.  "It's  a  (t 
strategic  business:  Companies  are  buy-  tli 
ing  other  companies  because  it  make4t( 
.sense  in  the  com.petitive  marketplace 

Companies  acquiring  in  their  own  in-fc( 
dustry,  this  argument  goes,  can  extract  kI 
more  value  fi"om  their  target  and  thus  iif 
can  pay  more.  What's  more,  many  oi 
the  most  expensive  recent  mergers  are 
in  industries  being  rocked  by  shifts  in 
technology  or  structure.  For  instance 
media  companies  dazzled  by  visions  of  a  i 
multimedia  future  are  scrambling  to  po-  w 
sition  themselves.  Anybody  who  doesn't  rr, 
get  in  on  the  dealmaking  now,  goes  this 
theory,  is  destined  to  be  roadkill  on  the 
Information  Highway. 
MANAGERIAL  EMPIRES.  Still,  many  outsid-  'i 
ers  aren't  convinced  by  such  arguments,  itfi 
Their  view:  Plenty  of  tcxiay's  deals  could 
prove  both  misguided  and  overpriced,  ut 
In  industries  such  as  telecommunications 
and  health  care,  companies  are  betting 
that  the  future  will  be  very  different 

and  that  their  crystal|Ki 
balls  are  accurate 
"Talking  about  the  In 
formation  Highway  or 
some  such  intangible 
idea  makes  a  deal  de 
fensible,  but  it  doesn't 
bring  in  the  cash,"  says  j. 
Roy  C.  Smith,  profes 
sor  of  finance  at  New 
York  University  and  a 
former  Goldman  Sachs 
partner.  "I  haven't  seen 
a  lot  of  cases  where  the 
early  movers  were  the 
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ufst  winners.  It's  awfully  hard  to 
Il  l-stand  the  valuations  they're  put- 
j,  on  some  of  these  deals." 
Hw  recent  tendency  for  many  compa- 
( >  pay  for  acquisitions  with  stock  is 
)  a  sign  that  many  deals  won't  pay 
say  some  academics  who  cite  similar- 
s  to  the  1960s  merger  wave.  "It  al- 
's  managerial  empire-building  to  run 
ok,  because  managers  don't  see  any 
t  of  making  mistakes,"  says  Michael 
Jensen,  professor  at  Harvard  busi- 
is  school.  If  a  company  takes  on  debt 
make  an  acquisition  and  the  deal 
ns  sour,  Jensen  argues,  it  runs  into  fi- 
icial  trouble,  and  top  executives  get 
)ted.  But  if  an  equity  deal  sours,  the 
ck  price  simply  underperforms,  and 
3ody  can  be  sure  why.  "You're  much 
re  likely  to  find  unwise  acquisitions  in 
s  market,"  says  Jensen. 
MBlNiD  DROP.  In  studying  past  mer- 
rs,  academics  also  have  found  that 
;  initial  stock  market  reaction  to  a 
al  often  gives  a  crude  indication  of 
ultimate  success.  If  an  acquiring  com- 
ny's  stock  tanks  after  the  announce- 
mt,  that  could  mean  the  deal  was 
erpriced  or  strategically  off  base.  Al- 
Dugh  this  indicator  has  frequently 
en  WTong,  it  signals  that  companies 
zh  as  Merck,  Viacom,  and  Lilly  may 
ve  just  bought  expensive  mistakes. 
Indeed,  the  market's  reaction  to  Lilly's 
s  deal  was  so  negative  that  it  has 
ocked  $2.7  billion  from  Lilly's  market 
lue,  while  adding  only  $L1  billion  to 
i  e  value  of  McKesson  Corp.,  PCS's  par- 
t.  It's  rare  for  the  combined  values  of 
i  th  companies  in  a  merger  to  drop, 
ys  Steven  N.  Kaplan,  a  professor  at 
e  University  of  Chicago  business 
liool.  "And  a  drop  of  this  magnitude  is 
ry,  very  unusual,"  he  notes.  His  conclu- 
)n:  "It  ain't  a  good  deal." 
High  prices  are  altering  the  dealmak- 
^  landscape  in  another  way:  Most  of 
e  leveraged-buyout  firms  that  domi- 
ited  the  late- 1980s  acquisitions  scene 
e  being  priced  out  of  today's  deals.  "In 
iction  situations,  we're  being  outbid 
'  strategic  buyers  who  are  willing  to 
cept  lower  rates  of  return,"  says  J. 
)milson  Hill,  a  general  partner  at 
ackstone  Group,  a  Wall  Street  invest- 
ent  bank  with  a  $1.3  billion  dealmak- 
g  fund. 

That's  just  one  sign  that  the  latest 
jalmania  is  different  from  that  of  the 
*80s.  Some  companies  seem  to  have 
arned  a  lesson  from  the  '80s  bidding 
ars  and  are  dropping  their  takeover 
jests  when  a  higher  offer  emerges, 
nd  at  least  equity-led  deals  won't  re- 
lit in  as  many  painful  financial  restruc- 
irings,  which,  after  that  orgy  of  debt-la- 
3n  excess,  cost  so  many  their  jobs.  But 
argains— forget  about  'em. 

By  Mark  Maremont  in  Boston 


Commentary/by  Jeffrey  M.  Laderman 

FUNDS  ARE  LIKE  WINE. 
THEY  NEED  TO  AGE  A  LIHIE 


Investors  have  notoriously  short 
memories— and  in  those  who  invest 
in  mutual  funds,  it's  an  understand- 
able flaw.  In  the  past  four  years  alone, 
millions  of  people  flocked  to  funds,  and 
the  billions  of  dollars  they  invested 
fueled  torrid  stock  and  bond  market 
rallies.  For  them,  there  are  no  long- 
term  memories  of  well-meaning  invest- 
ment strategies  gone  awry.  Until  this 
year,  most  raked  in  money. 

But  investors  should  now  be  heed- 
ing a  lesson  from  the  old  days— which, 
in  the  world  of  mutual  funds,  is  1990 
or  earlier:  Don't  invest  in  a  mutual 
fund  until  it  has  racked  up  a  flve-year 
track  record. 

Paying  heed  to  this 
simple  dictum  would 
have  kept  investors 
out  of  the  PaineWeb- 
ber  Short-Term  U.S. 
Government  Income 
Fund,  launched  in 
1993.  The  fund,  pro- 
moted as  a  higher- 
yielding  alternative  to 
money-market  funds, 
in  fact  was  loaded 
with  volatile  mortgage- 
backed  securities. 
They  plunged  in  price 
this  year,  dragging  the 
1994  total  return 
(change  in  net  asset  value  plus  rein- 
vestment of  dividends)  to  -7.7%.  Con- 
trast that  to  the  Vanguard  Fixed-In- 
come Short-Term  Federal  Bond 
Portfolio,  with  a  similar  investment 
goal.  It  is  down  just  0.9%. 
SURER  PROTECTION.  For  now,  Paine- 
Webber  Group  Inc.,  the  fund's  parent, 
is  practicing  damage  control.  On  July 
22,  the  brokerage  firm  said  it  would 
spend  $180  million  to  buy  the  fund's 
unsalable  securities.  That's  on  top  of 
$88  million  spent  in  June  to  buy  other 
illiquid  assets  and,  if  a  court  approves, 
restore  6<P  to  each  fund  share's  net  as- 
set value.  PaineWebber's  efforts  may 
stem  further  losses,  but  they're  not 
going  to  make  fund  investors  whole. 
Funds  aren't  obligated  to  make  good 
when  they  lose  money,  and  investors 
can't  count  on  any  bailouts. 

The  five-year  rule  is  surer  protec- 
tion. That's  about  the  length  of  time 
it  takes  a  fund  to  experience  bad  as 
well  as  good  times  in  the  market. 
Many  pros  who  use  mutual  funds  to 
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manage  their  clients'  money  won't 
touch  a  fund  until  it  has  racked  up 
five  years.  And  BUSINESS  WEEK  won't 
rate  a  fund  in  its  annual  Mutual  Fund 
Scoreboard  if  it  has  less. 

If  investors  actually  practiced  the 
flve-year  rule,  it  would  crimp  an  indus- 
try that  is  creating  funds  willy-nilly. 
Since  1990,  the  number  of  funds  soared 
55%,  to  4,828  (chart).  But  hey,  it's  the 
investor's  money  that  counts— not  the 
manager's  Mercedes.  And,  of  course, 
there  are  exceptions.  If  a  fund  manag- 
er with  a  proven  track  record  is  going 
to  launch  a  new  fund  using  the  same 
investment  approach,  there's  no  need 
to  wait.  And  it's  important  to  remem- 
ber that  even  the  best 
fund  managers  some- 
times hit  a  slump. 

The  flve-year  rule  is 
especially  helpful  when 
it  comes  to  testing  the 
durability  of  new  in- 
vestment concepts.  In- 
vestors who  took  a 
wait-and-see  attitude 
would  have  missed  the 
debacle  in  the  govern- 
ment bond-option  funds 
that  soared  in  1985  and 
1986  but  crashed  in 
1987.  Those  following 
the  flve-year  rule  also 
would  have  avoided  short-term  world 
income  funds,  introduced  in  1989  to 
capture  the  higher  interest  rates  of 
non-U.  S.  markets  while  eliminating 
currency  risk  through  sophisticated 
hedging  strategies.  Those  funds  worked 
flne  for  three  years.  Then  a  financial 
hurricane  blew  through  Europe's  cur- 
rency markets  in  1992  and  made  the 
hedges  worthless. 

For  sure,  fund  buyers  who  wait  five 
years  may  miss  some  winners.  The 
Oakmark  Fund,  which  celebrates  its 
third  anniversary  on  Aug.  5,  has 
racked  up  a  juicy  150%  return.  Inves- 
tors willing  to  do  the  homework  may 
be  able  to  spot  such  gems  among  the 
new  funds.  But  for  most,  sticking  with 
a  more  seasoned  vehicle  is  safer.  Inves- 
tors who  do  so  may  miss  some  big 
runups,  but  they  have  a  better  chance 
of  avoiding  the  worst  of  what  the  fund 
industry  has  to  offer. 

Laderman  is  the  author  of  BUSINESS 
week's  Guide  to  Mutual  Funds. 
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Tliic  ADMINISTRATION  I 


AS  THE  TREASURY  TURNS 


CUMTONinS  MAY  FORGIVE  BENTSEN  BUT  NOT  ALTMAN 


LLOYD  BENTSEN  His  conservative  viev/s  have  clashed  with  those  of 
White  House  liberals.  Nov/,  Bentsen's  claim  that  he  was  out  of  the  loop 
on  Whitewater  has  been  challenged. 

ROGER  ALTMAN  The  Republicans'  chief  target  in  the  Whitewater  hear- 
ings. As  acting  head  of  the  Resolution  Trust  Corp.,  Altman  aided  White 
House  attempts  to  limit  political  fallout  from  the  scandal. 

JEAN  HANSON  A  political  neophyte,  Treasury's  general  counsel 
threatens  to  drag  Altman  and  Bentsen  deeper  into  Whitewater  She  has 
produced  documents  suggesting  that  both  lied  about  their  involvement. 

JOSH  STEINER  Bentsen's  chief  of  staff  dismayed  Altman  and  White 
House  aides  by  giving  congressional  investigators  his  diary  detailing 
their  struggle  to  keep  a  lid  on  Whitewater  political  damage. 


TREASURY'S  WHITEWATER 
WHIRLPOOL 


Bentsen  may  stay  afloat,  but  the  affair  is  imperiling  key  staffers — and  goals 


It  began  as  a  Republican  as.sault  on 
the  Oval  Office.  But  increasingly,  it 
appears  that  the  main  casualties  of 
GOP-inspired  congressional  hearings  into 
the  Whitewater  affair  will  be  the  occu- 
pants of  1500  Pennsylvania  Avenue, 
stately  home  of  the  U.  S.  Treasury  Dept. 

Inquiries  by  the  House  and  Senate 
Banking  Committees  won't  turn  to 
Treasury  aides'  roles  in  Whitewater  un- 
til early  August.  But  already,  it's  clear 
the  department  has  been  rocked  by  the 
scandal.  No  matter  what  happens  on 
Capitol  Hill,  insiders  expect  big  person- 
nel shifts  at  Treasury  this  fall. 
BUSY  AGENDA.  To  understand  why,  con- 
sider the  intrigue  swirling  around  the 
department.  Secretary  Lloyd  M.  Bentsen 
contends  he  was  unaware  of  subordi- 
nates' (}ue.stionable  activities— a  claim 
one  aide  disputes.  Deputy  Secretary 
Roger  C.  Altman,  who  kept  the  White 
House  abreast  of  Whitewater  develop- 
ments when  he  served  as  acting  head  of 
the  Resolution  Ti-ust  Corp.,  has  seen  his 
version  of  events  contradicted  by  co- 
workers. General  Counsel  Jean  Hanson 
and  Bentsen  Chief  of  Staff  Joshua  L. 
Steiner  have  produced  documents  sug- 
gesting that  Altman  was  an  early  and 
active  participant  in  White  House  dam- 
age control. 

Although  Si)ecial  Counsel  Robert  B. 
Fiske  Jr.  feei-,  rhat  the  scurry  ings  of 
Treasury  aides  lio  not  warrant  criminal 
prosecution.  White  House  Chief  Coun- 


sel Lloyd  N.  Cutler  told  the  House 
Banking  Committee  on  July  26  that 
some  of  those  contacts— notably  Altman's 
discussion  with  White  House  aides  of 
his  recusal  from  the  case— showed  poor 
judgment. 

And  judgment  is  highly  prized  at 
Treasury,  which  cherishes  its  reputation 
as  a  buttoned-down  bastion  of  prudence. 
With  its  high  command  mired  in  White 
water  claims  and  counterclaims,  the  de- 
partment seems  adrift— even  as  lobbying 
for  a  new  General  Agreement  on  Tariffs 
&  Trade  intensifies,  the  dollar  remains 
shaky,  and  legislation  easing  barriers  to 
interstate  banking  nears  passage.  Treas- 
ury is  "an  agency  that's  paralyzed,"  says 
an  Administration  economist.  "Nothing  is 
getting  done." 

Although  Treasury  no  longer  wields 
the  clout  it  enjoyed  under  Republicans- 
due  in  part  to  President  Clinton's  crea- 
tion of  a  National  Economic  Council 
(NEC)  in  the  White  House— it  remains 
central  to  efforts  to  boost  U.  S.  compet- 
itiveness. Observers  doubt  it  can  be  ef- 


M  the  talk  of  lousy  judgment 
is  rattling  Treasury, 
which  sees  itself  as  nothing 
if  not  prudent 


fective  while  it's  under  a  Whitewater 
cloud.  "Treasury  has  been  severely  dam| 
aged,"  laments  a  former  high-rankin| 
department  official.  "The  place  is  goinjj! 
to  have  to  be  rebuilt." 

Few  congressional  sources  believe  thai 
Bentsen's  standing  has  suffered.  "Thei' 
still  love  Lloyd  on  the  Hill,"  says  a  Clinji 
ton  economic  aide.  The  same  cannot  hi 
said  of  Altman,  whose  ability  to  han|> 
on  to  his  job  looks  increasingly  in  doubtii 
Although  he  elicited  a  terse  expression  of 
Presidential  support  on  July  25,  manij 
Clintonites  believe  his  effectiveness  i| 
beyond  repair.  "Altman  is  trying  to  sav(| 
his  hide  even  as  the  White  House  dist 
tances  itself  from  him,"  says  a  Presiden! 
tial  adviser.  "The  Clintons  won't  forgiv(j 
him  for  leaking  stuff  that  fingered  [Whitii 
Hou.se  aides]  George  [R.  StephanopouJ 
los]  and  Harold  [C.  Ickes].  He  must  go 
and  he  will  go."  Altman's  response:  "A: 
fai'  as  taking  a  faO  is  concerned ...  I  don' 
expect  to  resign."  | 
DEAR  DIARY.  Another  likely  casualty  i' 
Steiner,  whose  diary  notations  threat 
en  to  cut  the  bottom  out  of  Altman' 
defense.  The  betting  is  that  the  28-yeai 
old  aide  departs  Treasury  for  a  less  vis 
ible  job.  As  for  Hanson,  few  Clintoi 
aides  think  she  can  patch  up  matter 
with  Bentsen.  One  bone  of  contention:  ; 
Hanson  memo  that  tried  to  get  th( 
Ti-easury  chief  to  admit  he  understatec 
his  knowledge  of  Whitewater.  "Jeai 
would  have  to  resign  on  her  own,"  reck 
ons  a  top  Clintonite.  "Any  move  to  re 
move  her  would  look  like  retribution. 

Should  Treasury  aides  begin  an  exo 
dus,  who  would  fill  their  wingtips?  TVp 
ically,  the  speculation  has  begun  evei 
before  the  bodies  have  departed— or  de 
livered  their  congressional  testimony 
In-house  favorites  for  Altman's  job  in 
elude  W.  Bowman  Cutter,  deputy  to  NE( 
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mho  Robert  E.  Rubin,  and  Erskine 
Bowles,  head  of  the  Small  Business 
Iministration.  Other  insiders:  Joan  E. 
lero.  Under  Secretary  for  Economic 
fairs  at  the  State  Dept.,  and  top  Com- 
jrce  official  Jeffrey  E.  Garten,  an  ex- 
Ueague  of  Altman  at  Blackstone 
•oup.  Outsiders  include  C.  Fred  Berg- 
3n,  director  of  the  Institute  for  Inter- 
tional  Economics  and  a  Treasury  offi- 
i\  in  the  Carter  Administration. 
Long-term,  some  Democratic  strat- 


egists expect  that  the  Treasury  turmoil 
might  even  strengthen  Bentsen's  role 
within  the  Administration.  Noting  that 
most  of  his  top  deputies,  from  Altman 
and  Hanson  to  Under  Secretary  for 
International  Affairs  Lawrence  H.  Sum- 
mers, were  White  House  suggestions, 
one  Clinton  adviser  says  that  a  restruc- 
turing might  be  just  the  ticket.  "The 
plan  was  always  for  Bentsen  to  depart 
at  some  point  and  for  Rubin  to  step  in. 
Now,  Lloyd  might  just  dig  in  and  try  to 


rebuild  Tr-easury  with  his  own  people." 

Could  such  a  sunny  outcome  evolve 
from  the  dank  mess?  Stranger  things 
have  happened  in  Washington.  Mean- 
while, it  looks  as  if  Bentsen  had  better 
be  prepared  to  exchange  his  pinstripes 
for  overalls.  It's  time  for  a  reconstruc- 
tion at  a  proud  institution  weakened  by 
political  meddling  and  palace  intrigue. 

By  Lee  Wakzctk,  Paul  Magnusson,  and 
Douglas  Harbrecht,  with  Amy  Barrett, 
in  Wmhington 


Commentary/by  James  C.  Cooper 

lOOKING  FOR  AN  EXCUSE,  GREENSPAN  FINDS  THE  GREENBACK 


Suddenly,  Alan  Greenspan  sounds 
a  lot  like  Wayne  Angell,  the 
Federal  Reserve  Board's  former 
luperhawk. 

On  July  15,  the  Fed  chief  extolled 
he  economy's  "ideal  combination  of 
•ising  activity,  falling  unemployment, 
ind  falling  inflation."  But  only  five  days 
ater,  when  he  squared  off  with  the 
Senate  Banking  Committee  at  his 
wice-yearly  report  on  monetary  policy, 
le  not  only  intensified  his  anti-infla- 
,ion  rhetoric  but  elevated  the 
policy  role  of  the  dollar.  Even 
\ngell,  now  resident  Fed  crit- 
c  for  Bear,  Stearns  &  Co., 
auded  Greenspan's  remarks. 

The  Fed  chairman  sound- 
ed as  if  the  weaker  dollar 
night  provide  one  more  ex- 
cuse to  make  another  pre- 
emptive strike  against  infla- 
tion, despite  accumulating 
signs  that  the  economy  is  al- 
ready slowing.  Fed  watchers 
low  expect  another  hike  m 
nterest  rates  at  the  next  pol- 
icy meeting  on  Aug.  16.  And 
;he  move  could  be  a  big 
3ne— a  50  basis-point  increase 
in  both  the  federal  funds  rate 
and  the  discount  rate,  now  at 
4M%  and  3^2%,  respectively. 
PLAIN  SPEAKING.  But  why 
tighten  at  all?  The  Fed's  own  forecast 
for   1994  implies  that  second-half 
grovirth  will  slow  to  between  2.5%  and 
3%,  from  3.5%  to  4%  in  the  first  half. 
Private  economists  are  starting  to  wor- 
ry the  Fed  will  do  too  much.  "The  risk 
is  that  the  Fed  will  overtighten  and 
end  up  slowing  the  economy  more  than 
necessary  to  hold  inflation  in  check," 
says  Bruce  Steinberg  at  Merrill  Lynch 
&  Co. 

Greenspan  seems  ready  to  take  that 
risk.  He  pointed  to  shortages  of  con- 
struction workers  and  truck  drivers, 
slower  delivery  times,  and  rising  pric- 


es of  raw  materials  as  signs  that  the 
economy  is  approaching  full  capacity. 
He  also  threw  in  the  Angellian  con- 
cern over  higher  gold  prices.  Not  par- 
ticularly compelling  stuff. 

But  what  might  give  Greenspan  a 
more  persuasive  cover  for  another  rate 
hike  is  the  weaker  dollai-.  Traditionally, 
the  greenback's  role  in  interest-rate 
policy  has  been  about  nil.  That's  why 
his  statement  that  in  recent  weeks 
what  "has  worried  me  most,  clearly, 


The  chairman  seems  willing  to  run  the  risk  of 
tightening  too  much  and  slowing  the  economy 

is  the  weakness  in  the  dollar"  is  an 
unusually  blunt  comment  from  a  Fed 
chairman. 

It's  not  as  if  the  Fed  is  about  to 
rush  to  the  aid  of  the  downtrodden  dol- 
lar. Rather,  Greenspan's  quote  was  in 
the  context  of  U.  S.  inflation— that  the 
weaker  dollar  was  a  sign  "that  infla- 
tionary pressui'es  as  viewed  out  in  the 
world  are  clearly  not  coming  down." 
Put  that  way,  the  Fed  chief  has  a  more 
orthodox  excuse  for  another  hike. 

However,  it  may  well  be  true  that 
U.  S.  monetary  policy  can  no  longer 
ignore  the  powerful  influence  of  inter- 


national currency  markets.  "There's  no 
question  that  the  increased  integration 
of  global  markets  is  having  an  impact," 
says  Charles  Lieberman  at  Chemical 
Bank.  Not  only  is  a  sagging  dollar  in- 
flationary, it's  a  sign  that  Japanese 
and  German  investors  are  eschewing 
U.  S.  assets,  especially  bonds,  which 
also  hurts  the  U.  S.  economy. 

That's  why  Greenspan  may  favor  a 
big  rate  hike.  In  his  testimony,  he  said 
the  Fed  began  tightening  on  Feb.  4 
with  quarter-point  moves  to 
ease  the  shock  to  the  finan- 
cial markets,  but  by  May  17, 
the  markets  were  ready  for  a 
half-point  hike.  Besides,  the 
markets  almost  universally 
pooh-poohed  those  quarter- 
point  increases  as  inadequate. 
And  if  the  Fed  does  have  a 
tacit  agenda  to  reverse  the 
dollar's  decline,  one  more 
baby  step  won't  do  it.  In- 
deed, a  discount-rate  boost, 
while  not  important  in  the 
U.  S.,  makes  a  loud  noise 
around  the  world. 

Despite  the  dollar,  Green- 
span may  simply  believe  that 
another  big  hike  is  necessary 
to  ensure  that  inflation  is 
preempted.  Toward  the  end 
of  his  3^2  hour  testimony,  af- 
ter all  committee  members  except 
Chairman  Donald  W.  Riegle  Jr.  (D- 
Mich.)  had  left,  Greenspan  mused 
frankly:  "What  if  we  are  wrong?"  He 
then  made  it  clear  that  at  this  point, 
when  price  pressures  start  to  emerge, 
he  would  prefer  to  make  a  policy  error 
on  the  side  of  restraint.  To  be  sure, 
the  Fed  must  be  vigilant  against  in- 
flation, but  while  Greenspan's  new 
hawkishness  may  help  the  dollar,  it 
places  the  expansion  at  risk. 

Cooper  is  BUSINESS  WEEK'S  senior 
economist. 
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STRATEGIES  I 


HARDBALL  IS 
STILL  GM'S  GAME 


Tough  tactics  anger  suppliers  but 
cut  costs  and  boost  profits 


I 


t's  axiomatic  in  the  auto  industry 
that  carmakers  can't  do  well  these 
days  without  wholehearted  support 
from  their  suppliers.  With  sales  robust, 
new  models  coming  out,  and  factories 
running  on  overtime,  suppliers  are 
strapped  to  keep  up.  So  how  do  parts 
makers  feel  about  working  with  General 
Motors  Corp.?  Here's 
how  one  sums  it  up: 
"We're  not  gonna  bust 
our  fanny  for  [GM]  any- 
more." 

Call  it  the  lingering 
legacy  of  Lopez.  A  year 
and  a  half  after  contro- 
versial purchasing  czar 
Jose  Ignacio  Lopez  de 
Arriortua  defected  from 
GM  to  rival  Volkswagen, 
suppliers  are  still  sim- 
mering. GM,  which  has 
attacked  Lopez  in  a  dis- 
pute over  trade  secrets, 
still  largely  embraces  his 
bare-knuckle  purchasing 
practices.  As  a  result, 
GM's  relations  with  its 
suppliers  remain  the 
worst  in  Detroit.  "There 
is  an  anger  out  there 
that's  palpable,"  says  a 
consultant. 

HUGE  SAVINGS.  When 
Lopez  first  came  to  Detroit  fi-om  Gener- 
al Motors  of  Europe  Ltd.,  he  reopened 
scores  of  contracts,  demanding  and  get- 
ting price  cuts  of  up  to  20%.  His  actions 
were  drastic,  but  they  got  results:  GM 
says  that  by  the  end  of  1993,  it  had 
saved  a  staggering  $4  billion  in  cumula- 
tive purchasing  costs.  Those  savings 
were  key  in  returning  GM's  North  Amer- 
ican operations  to  a  breakeven  level  last 
year  after  ii  loss  of  $4.5  billion  in  1992 
(chart).  In  1994,  the  strategy  will  help 
the  unit  post  a  profit  of  $1.5  billion. 

Car  buyers  aren't  complaining,  GM 
points  out.  "When  you  buy  a  suit,  you 
don't  ask  who  su])plied  the  buttons,  you 
ask  is  this  the  righi  product  at  the  right 
price?"  says  HaroM  Kutner,  GM's  vice- 
president  for  worldwide  purchasing. 

But  suppliers  say  GM  continues  to 
press  too  hard.  An  electronics  supplier 
tells  of  a  $30  part  he  developed  jointly 


DID  LOPEZ  HELP 
OR  HURT  GM? 

Tough  purchasing  policies 
have  rankled  suppliers.  But 
GM  claims  the  approach 
has  saved  it  $4  billion  from 
1991  to  1993,  helping  to 
stanch  losses. 


GM  CLINGS  TO  PENNY-PINCHING  BUYING  METHODS  INTRODUCED  BY  LOPEi 
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BEFORE  INTEREST 
AND  TAXES 
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with  (!M.  He  says  that  af- 
ter he  slashed  the  price 
to  $15,  the  GM  purchas- 
ing agent  demanded 
more  cuts,  citing  a  $9  bid 
from  a  Chinese  company 
that  had  never  made  the 
part  in  question.  While 
he  hasn't  lost  business. 
Dale  Meyering,  sales 
manager  at  Michigan 
Rubber  Products  Inc.  in 
Cadillac,  Mich.,  says  GM's 
freciuent  quoting  and  re- 
quoting  on  contracts 
"makes  it  difficult  for  us 
to  plan  people,  capacity, 
and  equipment  more 
than  a  year  ahead." 

Suppliers  agree,  how- 
ever, that  GM's  purchas- 
ing staff  is  no  longer  as  abrasive  as  dur- 
ing Lopez'  tenure.  Says  James  S.  Reid, 
chairman  and  CEO  of  Standard  Products 
Co.:  "There  has  been  improvement,  and 
GM  is  making  an  effort  as  best  they  can 
to  rebuild  the  relationships  obviously 
hurt  by  Lopez."  GM's  Kutner  confirms 
that  his  company  has  tried  to  mend  hai'd 
feelings  but  adds:  "We're  not  going  to 
violate  our  process.  We're  going  to  be 
tough  and  be  fair." 

Many  suppliers  still  think  GM's  ap- 
proach is  a  mistake.  For  instance,  its 
multiyear  contracts  mandate  a  5%  price 
cut  in  the  second  year  but  don't  include 
incentives  for  further  cuts.  Chrysler 
Corp.  rewards  suppliers  for  cost-cutting 
through  the  life  of  its  contracts— and 
.sometimes  gets  savings  of  6%  or  more. 
Moreover,  with  GM's  policies,  "you  don't 
get  any  points  for  responsiveness  or 
quality"  above  expectations,  says  Susan 


Helper,  a  professor  at  Case  We.stern  It- 
serve  University. 

Intellectual-property  issues,  perhas 
more  than  any  others,  still  upset  supi.- 
ers.  GM  says  it  needs  to  "benchmar* 
parts  prices  to  make  sure  that  it  is  ga- 
ting the  best  value  for  the  sake  of  s 
customers.  So  it  shows  a  vendor's  en;- 
neering  drawings  to  competitors,  to  s? 
if  they  can  make  the  part  for  less,  of 
says  it  will  not  show  the  drawings  > 
other  suppliers  if  the  part  is  patented  " 
if  the  original  supplier  can  prove  th: 
the  drawings  are  proprietary.  But  evi 
GM's  own  Saginaw  Div.,  which  mak 
power  steering  systems,  admits  ■„ 
"cleanses"  its  drawings  of  proprieta;' 
infonnation  before  showing  them  to  CM 
purchasing  arm. 

MOSTLY  TALK?  GM  eventually  will  be  hu  , 
by  its  practices,  suppliers  say.  One  pan 
maker  that  does  approximately  $600  m? 
lion  in  business  with  carmakers  says  it  i 
focusing  its  efforts  on  .selling  to  GM's  i.» 
vals.  Other  suppliers  tell  horror  storie) 
how  GM's  low-bid  supplier  of  an  ashtrii 
couldn't  deliver  acceptable  quality  la* 
year,  delaying  the  launch  of  the  19!| 
Chevrolet  Caprice.  I 

To  be  sure,  the  suppliers  have  voice? 
similar  anger  before,  and  some  of  thet: 
most  dire  predictions  haven't  come  li' 
pass.  Still,  they  note  that  the  auto  ii 
dustry's  long  lead  times  mean  the  full  e 
fects  of  Lopez'  policies  may  not  be  see 
until  next  year  and  later— when  cars  d 
veloped  using  parts  sourced  entirely  ui 
der  Lopez'  watch  roll  out.  Lopez  ma 
be  gone,  they  say,  but  his  ghost  wi 
haunt  GM  for  years  to  come. 

By  James  B.  Treece  in  Detroit,  wit 
Zachary  Schiller-  in  Cleveland  and  Kevi 
Kelly  in  Ch  icago 
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Commentary/by  Judith  H.  Dobrzynski 


DEC'S  BOARD  HAS  WOKEN  UP.  NOW  COMES  THE  HARD  PART 


J 


ust  over  two  years  ago,  direc- 
tors of  Digital  Equipment  Corp. 
did  what  many  thought  they 
lever  would  do:  fire  their  friend,  the 
'loundering  company's  founder  and 
;hief  executive,  Kenneth  H.  Olsen. 
But  even  under  new  management— 
md  despite  cost  cuts,  strategic  shifts, 
md  management  changes— DEC  is  still 
mired  in  muck. 

On  July  26,  the  computer  maker  re- 
ported flat  revenues  of  $3.9  billion  for 
the  quarter  ended  July  2  and  an  oper- 
ating loss  of  $160.4  million- 
higher  than  expected,  dec's 
stock  ended  the  day  at 
195^— up  1,  thanks  to  the 
stabilized  sales— but  still 
near  its  52-week  low,  show- 
ing the  market's  skepticism 
about  the  restructuring  plan 
CEO  Robert  B.  Palmer  an- 
nounced in  mid-July.  DEC 
watchers,  increasingly,  are 
asking  questions:  Why  are 
there  no  signs  of  progress? 
Is  dec's  plan  to  return  to 
profitability  by  yearend 
workable?  How  long  will 
Palmer  last? 

Here's  another  question 
that  needs  asking:  What  is 
dec's  board  doing  now? 
IRON  FIST.  By  its  account,  a 
lot.  Directors  realize  that 
their  job  didn't  end  when 
they  chose  Palmer,  and  they 
have  begun  delving  deeper 
into  dec's  business.  But 


"When  things  were  going  well,  we  just 
listened." 

Times  have  changed,  directors  say. 
They're  getting  more  data,  probing 
dec's  strategic  plan,  and  working  close- 
ly with  Palmer.  Talk  flows  freely  at 
meetings.  Dinner  meetings  are  no  long- 
er mere  social  occasions.  Some  direc- 
tors are  seeking  out  top  managers  for 
talks  and  are  visiting  plants.  Starting 
in  August,  directors  will  review  re- 
sults with  managers  of  newly  created 
divisions,  not  just  with  Palmer  and 


they  have  not  mustered  the  gumption 
of  activist  boards  at  General  Motors 
Corp.,  Zenith  Electronics  Corp.,  and 
other  struggling  companies,  which  put 
new  CEOs  on  strict  regimes.  The  prob- 
lem stems  from  the  Olsen  era:  dec's 
board  wasn't  doing  its  job  when  the 
company  was  doing  well  and  now,  hide- 
bound by  convention  and  crippled  by  a 
lack  of  knowledge,  it  is  struggling  to 
catch  up.  As  Palmer  puts  it:  "Had  the 
board  been  educated  on  the  industry 
and  on  what  our  competitors  were  do- 
ing, we  would  have  moved  sooner.  Di- 
rectors didn't  have  the  information." 

Until  his  ouster,  Olsen  ran  the  board 
with  an  iron  fist.  "Ken  felt  it  was  his 
company  even  when  95%  of  the  stock 
was  owned  by  the  public,"  says  Direc- 
tor Thomas  L.  Phillips,  former  CEO  of 
Raytheon  Co.  Adds  Director  Robert 
R.  Everett,  former  CEO  of  mitre  Corp.: 


the  chief  financial  officer.  And  dec's 
10-member  board  got  new  blood— for- 
mer Nynex  Corp.  Chairman  Delbert 
C.  Staley  and  Economics  Studies  Inc. 
President  Kathleen  F.  Feldstein. 

Still,  dec's  board  hasn't  gone  far 
enough.  Take  the  new  directors.  Phil- 
lips says  he  proposed  Feldstein  and 
Staley,  then  "Bob  Palmer  interviewed 
them,  and  he  made  the  decision  to  in- 
vite them."  That's  hardly  a  way  to  es- 
tablish a  new  director's  independence- 
part  of  the  problem  under  Olsen. 


The  board  wasn't  doing 
its  job  when  the  company 

was  doing  well,  and  now 
it's  struggling  to  catch  up 


dec's  directors  are  bucking  current 
wisdom  on  another  boardroom  issue: 
They  haven't  met  without  Palmer.  "We 
haven't  felt  it  necessary,  and  I  think 
such  a  meeting  would  undeiTtiine  him," 
Phillips  says.  But  notes  John  A.  Pound, 
a  governance  expert  at  Harvard:  "It's 
becoming  established  practice  for  di- 
rectors to  meet  privately  at  least  once 
a  year  to  evaluate  senior  management." 
Pound  adds  that  they  should  also  meet 
with  large  shareholders. 
SOFT  TARGETS.  Most  important,  direc- 
tors are  still  following  when 
they  should  be  leading.  After 
working  with  Palmer  on  a 
strategic  plan  and  goals,  they 
should  set  reasonable  time- 
tables for  their  execution.  At 
dec,  the  process  was  re- 
versed. Palmer  laid  out  his 
own  aims  for  a  return  to 
profitability,  rationalizing  the 
business,  and  downsizing, 
then  presented  them  to  the 
board.  Says  Phillips:  "He 
picked  the  fourth  quarter  as 
a  goal.  His  job  is  not  in  the 
balance  if  he  does  not  make 
it,  but  the  goal  is  that  quar- 
ter or  the  one  immediately 
thereafter."  Business  condi- 
tions can  always  interrupt 
timetables,  but  why  start  out 
with  a  mushy  goal?  On  July 
27,  Palmer  already  started 
hedging  on  the  timetable. 

Arguably,  directors  could 
be  working  so  closely  with 
Palmer  that  the  origin  of  a  goal  doesn't 
matter.  But  Phillips  says  directors 
were  "shocked"  when  dec  reported  a 
$183  million  loss  in  the  quarter  ended 
Apr.  2.  "It  was  a  disaster,  and  we  said, 
'Bob,  the  situation  is  urgent,  and  we 
must  deal  vdth  it.' "  Why  weren't  they 
prepared  for  the  number?  Either  di- 
rectors aren't  working  as  intimately 
with  Palmer  as  they  think  or  Palmer 
himself  doesn't  have  a  good  handle  on 
the  company's  business. 

Good  boardroom  practices  don't  nec- 
essarily mean  good  results.  And  dec's 
board  seems  to  be  trying  to  do  the 
right  thing— especially  lately.  But  DEC 
might  have  a  far  better  chance  of  sur- 
viving in  the  fastest-paced  business 
around  if  its  directors  took  more  steps 
to  get  themselves  up  to  speed. 

Dobrzynski  often  lurites  about  boards. 
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SOFTWARE  I 


TACKLING  THE 
BIOAT  AT  NOVELL 


CEO  Frankenberg  is  shedding  staff 
as  the  Microsoft  battle  heats  up 


In  his  final  years  before  retiring  as 
CEO  in  March,  Raymond  J.  Noorda 
spent  millions  on  acquisitions  to  erect 
a  software  empire  at  Novell  Inc.  Now, 
just  four  months  into  the  job,  CEO 
Robert  Frankenberg  is  about  to  chop 
the  company  back  down  to  size. 

Frankenberg,  a  former  Hewlett- 
Packard  Co.  vice-president,  is  knee-deep 
in  a  game  plan  to  reorganize  and 
streamline  Novell.  His  first  step:  lay- 
offs. Frankenberg  isn't  talking,  but  in- 
siders say  1,000  to  1,500  jobs,  as  much 
as  15%  of  Novell's  workforce,  could  be 
cut  during  the  next  few  weeks.  Franken- 
berg also  may  shed  marginal  products- 
even  entire  divisions. 

Analysts  expect  WordPerfect  Corp., 
the  Orem  (Utah)  word-processing  com- 
pany that  Novell  acquired  in  .June,  to 


NOT  SO  PERI ECT 

1993  SALES  PER  EMPLOYEE 
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MICROSOFT 


NOVELL 
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AUTODESK 


LOTUS 


SYMANTEC 


bear  the  brunt  of 
the  layoffs.  Word- 
Perfect is  notoriously 
bloated,  with  produc- 
tivity that's  only  half 
that  of  Novell's  (chart). 
"We're  looking  for  effi- 
ciencies in  the  or- 
ganization," confirms 
WordPerfect  President 
Adrian  Reitveld. 

Novell,  the  king  of 
networking  software, 
could  use  a  good  trim- 
ming. The  latest  ver- 
sion of  its  NetWare 
software  has  not  been 
a  barn  burner.  Acqui- 
sitions helped  boost 
revenues  45%,  to  $407 
million,  in  the  second 
quarter,  ended  Apr. 
30.  But  excluding  a 
one-time  gain  from  a 
software-license  sale,  profits  dropped 
7%,  to  $75  million. 

FIGHTING  FOR  TURF.  What's  more,  Novell 
has  more  to  fear  than  ever  from  its  old 
nemesis— Microsoft  Corp.  Microsoft's  re- 
cent settlement  with  the  Justice  Dept. 
will  do  little  to  change  its  aggressive 
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tactics.  And  the  sd 
ware  powerhouse  j 
expected  to  build 
working  software  ii 
future  products,  ml 
ing  a  separate  netwJ 
operating  system,  si! 
as  NetWare,  mo 
Noorda  tried  to  mail 
Microsoft's  clout  w| 
acquisitions. 

By  contrast,  Fra^ 
enberg  wants  to 
off  software  tH 
doesn't  help  Novell 
fend  its  networkil 
turf.  The  first  thing] 
go  could  be  No\ 
DOS,  a  personal-col 
puter  operating  sf 
tem  that  has  or 
a  minuscule  share  I 
the  market.  He  m| 
also  end  WordPerfec 
famed  free  customer  service. 

Can  Frankenberg  simultaneously 
Novell's  costs,  bulk  up  for  its  fight 
Microsoft,  and  keep  customers  happl 
Novell  had  better  hope  its  new  CEO  is  \ 
much  magician  as  manager. 

By  Richard  Brandt  in  San  Frandd 


COMPUTERS  I 


MASSIVELY 
MESSY 


Thinking  Machines  must  quickly 
find  a  corporate  investor 


It's  crunch  time  at  Thinking  Machines 
Corp.  The  pioneering  computer  mak- 
er that  brought  "massively  parallel" 
designs  into  the  mainstream  is  engaged 
in  a  frantic  race  for  survival.  Now,  with 
the  possibility  of  a  public  offering 
squashed  by  continuing  losses,  the  pri- 
vately held  company  has  put  itself  on 
the  block. 

Chief  Executive  Richai'd  P.  Fishman,  a 
Washington  lawyer  recruited  just  11 
months  ago  to  lead  the  Cambridge 
(Mass.)  outfit,  confirms  that  finding  a 
partner  "has  a  bearing  on  the  surviv- 
ability and  viability  of  the  company." 
The  problem,  according  to  Fishman: 
"We've  had  great  difficulty  making  sales 
i'ecause  people  are  concerned  whether 
V.  -'11  be  around."  This  year,  revenues 
are  expected  to  drop  by  22%,  to  $70 
million.  Losses  could  hit  $25  million. 

The  company's  450  employees  are 
worried,  too.  In  recent  weeks,  top  soft- 
ware designers  and  salespeople  have  re- 
signed. In  mid-July,  employees  were  un- 


THE  COLD  WAR'S  END  WHACKED  SUPERCOMPUTER  SALES 


expectedly  paid  for  accrued  vacation 
time  and  sales  commissions— which  some 
saw  as  evidence  that  the  company  is 
cleaning  up  its  books  for  a  sale. 
WRONG  TURNS.  Why  the  crunch?  The 
wealthy  investors  who  have  poured 
some  $130  million  into  Thinking  Ma- 
chines since  1983  have  balked  at  pro- 
viding new  money  without  a  corporate 
partner.  To  avoid  collapse,  former  ex- 
ecutives and  others  say  Thinking  Ma- 
chines has  discussed  an  alliance— or  an 
outright  sale— with  several  companies, 
including  IBM,  Sun  Microsystems,  and 
AT&T.  None  of  the  companies  would  com- 
ment. Fishman,  who  replaced  co-founder 
Sheryl  Handler  as  CEO,  confirms  that 


he  is  "involved  in  negot: 
tions  with  several  partil 
right  now"  to  bring  in  nf] 
money. 

Thinking  Machine's  pr( 
lems  began  in  earn' 
three  years  ago.  Even 
it  was  selling  equipment 
a  few  big-name  customeij 
including  American  E 
press  Co.  and  Schlumberl 
er  Ltd.,  the  computer  ma 
er  missed  a  turn— 1 
heading  for  increased  S( 
entific  sales  rather  than  i 
cusing  on  commercial  a 
plications.  The  company  g 
whacked  when  the  co 
war's  end  slowed  sales  of  supercompu 
ers  and  other  gear.  In  1991,  Thinkir 
Machines  also  missed  its  best  chance 
raise  big  money  when  Handler  reject< 
the  idea  of  doing  a  public  offering.  SI 
figured  the  company  could  get  a  bett( 
deal  if  it  waited. 

Wall  Street  today  views  a  public  o 
fering  as  anathema  in  the  wake  of  ma 
ket  dives  at  such  supercomputer  makei 
as  Convex  Computer  Corp.  and  Kenda 
Square  Research  Corp.  Fishman's  cha 
lenge  now:  to  ensure  that  the  pioneerin 
company  doesn't  end  up  as  simply  ai 
other  footnote  in  the  history  of  the  con 
puter  industry. 

By  Gary  McWilliams  in  Bos  to 
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ILLYWOOD I 


^CHANTED  FORRESr:  GUMP  WAS  NO  EASY  SELL,  BUT  PARAMOUNT'S  PUBLICITY  TEAM  HUSTLED 


;UMP  HAPPENS— AND  VIACOM 
!S  THANKING  ITS  LUCKY  STARS 


Tie  surprise  hit  is  earning  gobs  of  cash  for  the  victor  in  the  Paramount  battle 


■ife  is  like  a  box  of  chocolates:  You  never 
now  what  you're  gonna  get. 

—Forrest  Gump 


N 


ot  even  the  most  avid  Gump  fol- 
lower would  have  predicted  a 
month  ago  that  Forrest  Gump 
rou\d  become  one  of  the  biggest  block- 
usters  of  any  movie  season.  Certainly 
ot  the  nation's  candymakers,  none  of 
/hich  signed  up  for  a  product  tie-in. 
"robably  not  even  Sumner  M.  Redstone, 
he  71-year-old  Viacom  Inc.  chairman 
,'ho  admits  he  privately  thought  the 
Im's  innocuous  title  would  make  it  a 
ough  sell  to  America's  moviegoers. 

Now,  like  Tom  Hanks's  Gump,  the  75- 
3  simpleton  who  succeeds  with  an  un- 
anny  ability  to  be  in  the  right 
lace  at  the  right  time,  Redstone 
an  only  thank  the  gods  of  fate.  . 
ust  months  after  closing  a  hard- 
Dught    $10    billion    battle  for 
'aramount  Communications  Inc.— 
nd  saddling  his  company  with 
early  $9  billion  in  debt— Gump 
ould  generate  cash  flow  of  at 
sast  $100  million  annually  this 
ear  and  next  (table). 
Indeed,  Gump's  runaway  suc- 
ess  may  validate,  for  now.  Red- 
tone's  expensive  decision  to  buy 
'aramount,  which  lost  $35  million 
1  the  first  quarter  on  such  big-bud 
;et  flops  as  Blue  Chips.  UBS  Securi- 


ties Inc.  analyst  Edward  Hatch  estimates 
that  Gump  could  add  a  full  10%  to  the  es- 
timated $1.2  billion  in  cash  flow  the  com- 
bined companies  will  generate  this  year. 

Gump  wasn't  a  hit  waiting  to  hap- 
pen. The  film  had  Oscar-winner  Hanks 
in  the  lead  role,  but  it  had  none  of  the 
staples  of  a  summer  blockbuster:  high- 
octane  chase  scenes  or  steamy  groping. 
Moreover,  the  story  line  of  a  simpleton 
didn't  lend  itself  to  product  tie-ins  or 
joint  marketing  with  cereal  companies. 
"No  Happy  Meals  were  being  sold  for 
this  one,"  says  producer  Wendy  Finer- 
man,  who  nurtured  the  film  through  its 
nine-year  Hollywood  odyssey.  "We  knew 
it  was  a  great  film,  but  the  question 
was  how  to  get  anyone  in  to  see  it." 


THE  GUMP  GOLD  MINE 

J  Viacom  should  reap  a  wind- 
fall  from  its  movie  in  1 994-95 


■  WACOM'S  COSTS 
PRODUaiON 
MARKETING 

CUT  TO  STARS/OIREaOR 
HOME-VIDEO  MARKETING 
lOTAl  COSTS 

•PfRCfNKGE  Of  GROSS 


VIACOM'S  REVfNUES 
DOMESTIC  BOX  OFFICE 
MilllONS    FOREIGN  BOX  OFFICE 
$46    WORLDWIDE  HOME  VIDEO 
20    WORIDWIDE  PAY  TV 
22'  SOUNDTRACK 
10  BOOKS 
$98    TOTAl  REVENUES 
VIACOM'S  PROFITS 
OAIA:  SflOlES  AMOEC  SECUSmES  INC  ,  BUSINESS  WEEK 


To  generate  the  buzz  the  film  need- 
ed. Paramount  spent  nearly  double  the 
$12  million  the  industry  currently  aver- 
ages to  promote  a  major  film.  A  four- 
minute  trailer,  twice  the  usual  length, 
was  placed  in  11,000  theaters,  vs.  the 
usual  5,000.  Paramount  produced  four 
different  versions  of  TV  commercials,  each 
60  seconds  instead  of  the  usual  30.  Mo- 
torists in  the  top  20  markets  were  bom- 
barded with  billboards  proclaiming: 
"Gump  Happens."  By  the  time  the  film 
opened  on  July  6— a  week  earlier  than 
planned  to  avoid  Arnold  Schwarzeneg- 
ger's special-effects-jammed  True  Lies— 8 
of  10  U.  S.  consumers  had  seen  Forrest 
Gump  ads  an  average  four  times  apiece, 
says  Paramount's  marketing  president, 
Arthur  Cohen. 

By  then,  the  Gump  buzz  was  ablaze. 
Hanks  was  on  the  cover  of  Us  magazine, 
Gentleinan's  Quarterly,  USA  Weekend,  and 
was  making  the  rounds  of  Letterman, 
Leno,  and  the  morning  shows.  Para- 
mount's Pocket  Books  unit  shipped 
800,000-plus  paperback  copies  of  Winston 
Groom's  1986  novel  and  an  additional 
140,000  copies  of  a  specially  compiled  lxx)k 
of  Gump-isms.  A  double  CD  of  the  movie's 
soundtrack  of  '60s  vintage  hits,  distribut- 
ed by  Sony  Corp.'s  Epic  music  unit,  has 
already  passed  the  1  million  mark  and  is 
selling  at  a  faster  rate  than  the  3  million 
units  of  the  hit  Sleepless  in  Seattle. 
UNCERTAIN  FUTURE.  How  much  further 
can  Gump  go?  With  box-office  sales  of 
$109  million  in  just  18  days,  it  falls  close 
behind  Jurassic  Park  and  Batman  as  the 
fastest  films  to  gross  $100  million.  Via- 
com officials  say  privately  they're  ex- 
pecting the  movie  to  approach  the  $242 
million  generated  by  Raiders  of  the  Lost 
Ark,  Paramount's  top  seller.  Plans  are 
under  way  to  distribute  the  movie  over- 
seas this  fall  and  on  video  next  year. 

Still,  it's  uncertain  that  Gump  signals 
a  return  to  Paramount's  '80s  heyday. 
The  studio's  next  release,  Tom  Clancy's 
Clear  and  Present  Danger,  starring  Har- 
rison Ford,  is  getting  a  boost  from  trail- 
ers that  appear  before  most  showings  of 
Giwip.  Down  the  road  is  the  first  film  to 
star  the  cast  from  its  TV  hit.  Star  Trek: 
f  The  Next  Generation.  "I'd  like  to 
!  think  we're  on  a  real  roll,"  says  Para- 
mount's film-unit  chairman.  Sherry 
i    Lansing,  who  green-lighted  Gump 
six  weeks  after  taking  over  in 
late  1992.  But  even  Lansing 
knows  nothing  is  forever  in  Hol- 
lywood. "Anytime  you  spend  the 
kind  of  money  we  spend  on  any 
film,  you're  taking  a  huge  risk," 
she  says.  "Right  now,  we're  all 
feeling  a  little  like  Forrest  Gump 
around  here."  No  one  more  than 
Sumner  Redstone. 
By  Ron  Grover  in  Los  Angeles, 
with  Mark  Landler  in  New  York 
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The  New  Premmia™  gx.  It 
merely  starts  with  Intel's  Pentium'" 
microprocessor,  in  two  speeds,  the 
fastest  and  very,  very  fast.  In  other 
words,  100  MHz  or  90  MHz. 
From  there,  AST  engineers 


raised  the  bar,  and  the  new 
Premmia  screamed  right  by  the 
Compaq  Deskpro  and  HP  Vectra 
to      million  WmMarks' of 
graphics  performance.  With  dual 
CI  Us  and  the  fastest 

"^^he  system  ever  ,usr, 

'  ■'"^t  imagine 


what  you  could  do. 

You  could  actually  do  mord 
than  two  things  at  once.  Thai 

what  your  boss  has  been  asking] 
all  along,  right?  Suppose,  for 

,youaredes,gn.nga. 
pension  bridge.  You  could  rewor 
the  center  span  drawings  whi 


IT'S  THE  FASTEST  PERSONAL  COMPUTER  THERE  IS, 
GIVE  OR  TAKE  A  NANOSECOND. 


I 


time 


{iddUng 


setup.  Whatever  you're     and  catch  an  ear  y 


ill  help 


home  in  time  to  see  your 


Little 


^V^c^rkuP,  starting  w 
with  expert  backup, 

a  3-year  limited  warranty. 

Our  network  of  over  6,0" 

resellers  will  help  you  with  yoi 


doing,  security  features  w, 

sensitive  tlata  and    Leaguer  whack  one  out  of  the  park,    purchase  and  stick  with  you  al 


protect  your  most 
corporate  secrets.  Who  knows?  You 


Of  course,  the  Premmia  comes    wards,  too.  Every  day,  24  hours  a 
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culating  load  and  stress  numbers 
the  same  time. 

TTiat's  not  all.  The  Premmia  GX 
affordable  like  a  personal  com- 
Iter.  But  with  a  whole  array  of 
lovative  features,  it  actually  per- 

'ke  a  true  workstation. 
'^^^      newest 32  K- 


Ethernet  is  already  built  right  in. 
And  there's  no  faster  way  to  con- 
nect peripherals  like  a  hard  drive 
or  a  scanner  than  with  the  GX's 
integrated  FastSCSl-2  controller. 


Stiil, 


We're 


(quite 


up 


Dur  own  extra  responsive  telephone       personal  computer  (or  call ' 

'AUkeonVOW'^^ 

apport  group  is  here  to  help.  ^otkstauot^)  Y^^*^  ^^^^  ^ 

fould  you  expect  anything  less  from        ^^^bUnk- A^^'^^^"  ^ 
:he  world's  fifth  largest  personal      heartbeat.  A  nanosecond.  So  why 
Dmputer  manufacturer?**  don't  you  hit  speed  dial  and  call 

Well,  then,  is  this  the  kind  of    us  at  800-876-4AST. 
OU'LL     LIKE     THE     WAY     WE  WORK" 


Premmia  CX 

Pentium  90  &  100  MHz,  dual 
processor  capable,  OverDrive'" 
Ready.  PCI  and  EISA. 
256KB  Synchronous  Burst 
Mode  cache.  64-bit  PCI  local  bus 
graphics  card.  2MB  VRAM 
upgradable  to  4MB.  Supports 

up  to  1280  X  1024  X  16.7 
million  colors  non-interlaced. 
Integrated  PCI  local  bus  FastSCSI-2 
controller.  Integrated  Ethernet. 
Type  III  PCMCIA  capability. 
Plug-n-play  capable.  DMI  support. 
Energy  managed. 

Premmia  MX 

Pentium  60  MHz,  lntelDX4/100 
and  486DX2/66,  OverDrive 
Ready.  PCI  and  ISA. 
Pentium  models:  256KB  cache. 
486  models:  256KB  cache  on  hard 
drive  models,  64KB  or  256KB 
options  on  base  models. 
64-bit  PCI  local  bus  graphics  card. 
2MB  VRAM  upgradable  to  4MB. 

Supports  up  to 
1280  X  1024  X  16.7  million  colors 
non-interlaced.  Type  III  PCMCIA 
capability.  Plug-n-play  capable. 
DMI  support.  Energy  Star. 


COMPUTER 


go  IS  a  registered  trademark  and  OverDrive  is  a  trademark  of  Intel  Corporation.  All  other  product  or  serv  ice  names  mentioned  herein  may  be 
as  of  July  1.  1994,  but  is  subject  to  change  without  notice. 
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IS  JAPAN  NUDGING 
MOTOWN  TO  ADAPT? 


Detroit  may  get  some  un- 
expected help  in  its  ef- 
forts to  export  cars  to  Japan. 
Ford  says  the  Export-Import 
Bank  of  Japan,  a  quasi-gov- 
ernmental agency,  approached 
it  recently  to  discuss  making 
low-interest  loans  available  to 
the  auto  maker.  The  Ex-Im 
Bank  wants  Ford  to  use  the 
money  to  convert  its  cars  to 
right-hand  drive  for  the 
Japanese  market.  In  1992,  the 
bank  and  the  Japanese  gov- 
ernment set  up  a  system  to 
provide  such  financing  to  for- 
eign companies,  but  so  far  no 
money  has  gone  to  American 
carmakers.  Ford  Treasurer 
David  N.  McCammon  has  cau- 


CLOSING  BELL 


JAN.  1,  '91  JULY  26,  '94 

GOLD  DIGGER 

Until  this  year,  American  Barrick 
Resources  Corp.  has  been  one 
of  North  Anaerica's  premiere 
growth  stocks.  By  the  end  of 
1 993,  the  market  value  of  the 
Toronto-based  gold  producer 
had  soared  to  $8.2  billion,  up 
from  just  $2  billion  in  1989. 
Since  then,  its  shares  have 
trended  down,  as  analysts  fret- 
ted that  its  gold  production  was 
peaking.  On  July  25,  Barrick 
tried  to  rekindle  its  fires  with  a 
$  1.5  billion  bid  for  gold  giant 
Lac  Minerals  Ltd.,  which  has 
been  in  play  since  Royal  Oak 
Mines'  hostile  offer  on  July  7. 
Most  analysts  believe  Barrick 
will  win,  becoming  the  world's 
No.  3  gold  producer.  Investors 
aren't  impressed:  The  stock  is 
stuck  at  its  pre-bid  level  near  $23. 

DATA:  BRIDGE  INFORMATION  SYSTEMS  INC. 


tioned  that  discussions  about 
a  possible  $300  million  loan 
were  still  preliminary.  Al- 
though Ford  denies  that  it 
approached  the  bank,  a 
spokesman  for  Ex-Im  Bank  in 
Tokyo  confirmed  a  Japanese 
press  report  that  "some"  U.  S. 
carmakers  have  requested 
loans.  He  confirms  talks  are 
just  starting. 


HEADLINER 


WAUMART  HEADS 
FOR  ASIA 


After  invading  Mexico  and 
Canada  and  recently  an- 
nouncing plans  to  establish 
outlets  in  Argentina  and 
Brazil,  Wal-Mart  Stores  seems 
poised  to  extend  its  reach  into 
Asia.  Fornier  employees  of  the 
world's  No.  1  retailer  are  work- 
ing with  Thailand's  Ek-Chia 
Distril)ution— which  is  part  of 
the  powerful  Charoen  Pokp- 
hand  Group  conglomerate— to 
develop  a  chain  of  discount 
stores  throughout  Thailand. 
Joseph  Hendricks,  a  former 
Wal-Mart  executive  who  is 
now  vice-pi'esident  for  busi- 
ness development  at  Ek-Chia, 
says  that  Wal-Mart  is  training 
the  company's  managers  in 
American  retailing  techniques. 
A  source  close  to  Wal-Mart 
says  the  giant  retailer  is  also 
considering  forming  a  joint 
venture  with  CP  Group  that 
would  operate  stores  in  China 
and  Hong  Kong.  Wal-Mart  ex- 
ecutives couldn't  be  reached. 


A  PDA  MAKER 
IS  SIGNING  OFF 


De.spite  all  the  hype,  the 
personal  digital  assistant 
(PDA)  market  continues  to  run 
into  static.  Sales  have  been 
slow  to  take  off,  and  now  the 
pioneer  PDA  maker  has  bitten 
the  dust:  AT&T  said  that  EG, 
in  which  it  holds  a  52%  stake, 
would  cease  operations  on 
July  29,  three  years  after  it 
was  founded.  AT&T  decided  to 
pull  the  plug  on  the  privately 
held  company  after  two  per- 
sonal communicators  proved 
to  be  too  costly  and  ungainly 
to  sell  well. 


FOR  LUCAS'  CHIEF,  TROUBLE  ACROSS  THE  PON 


Britain's  George  Simpson 
has  modest  tastes.  His 
hobbies  include  watching  rug- 
by and  downing  a  pint  at  the 
local  pub.  But  now,  Simpson, 
52— who  took  the  helm  at  $4 
billion  Lucas  Industries 
in  May,  after  turn- 
ing carmaker 
Rover  Group 
around  — may 
not  have  time 
even  for  such 
diversions. 

In  late  July, 
Lucas  admitted 
publicly  that  it 
failed  to  test  properly 
the  wing-flap  actuators  on 
Boeing  767  commercial  jets— 
although  it  and  Boeing  say 
that  the  parts  pass  inspec- 
tion. Though  Lucas  denies 
published  reports  that  the 
U.  S.  Justice  Dept.  has 
launched  a  criminal  probe. 


one  may  yet  be  star 
On  top  of  that,  in  May, 
cas  paid  a  $12  milHon  fim 
ter  pleading  guilty  to  supi 
ing  defective  missile-launcl 
and  radios  to  the  U.  S. 
fense  Dept.  And 
U.  S.  Attorney 
Southern  Cali  ; 
nia  is  investi] 
ing  whether 
cas  intention 
supplied    s  I 
standard  en^  e 
gearboxes 
the  Navy's  F/J 
%hter-jet  progr  "J* 
top  law-enforcem  , 
source  says.  A  spokesn 
says  Lucas  has  fixed  the  gi  ' 
box  glitches,  but  the  ind  ^' 
ments  still  are  considered  1 
ly.  Looks  as  if  Simpson  w( 
be  doing  much  drinking  m 
the  boys  any  time  so 
By  Paula  Du 


HAPPINESS  IS  AN  IPO 
THAT  DOESN'T  SINK 


As  if  more  evidence  were 
needed  that  the  market 
for  initial  public  offerings  has 
cooled  way  off,  even  the 
Mighty  Morphin  Power 
Rangers  can't  make  a  big  hit. 
On  July  26,  Happiness  Ex- 
press, which  makes  and  mar- 
kets toys  based  on  the  popu- 
lar cartoon  characters,  went 
public  with  an  offering  of  L5 
million  shares  at  $10  each.  In 
sharp  contrast  to  last  year's 
hot  IPOs,  the  shares  lan- 
guished around  $10.  Analysts 
deemed  that  a  success, 
nonetheless:  Most  IPOs  these 
days  don't  even  hold  their  ini- 
tial price.  The  company's  op- 
timistic symbol  is  HAPY. 


THE  PATCH  LOOKS 
KIND  OF  SPOTTY 


icotine-patch  sales  are 
skimpier  than  ever.  On 
July  27,  Marion  Merrell  Dow 


reported  that  sales  of  its  n 
ket-leading  Nicoderm  pa 
slipped  to  $40  million  in 
first  half  of  1994,  down 
fi'om  last  year's  opening  h 
Industry-wide,  says  drug  £ 
lyst  Hemant  Shah,  sales  t 
year  may  barely  reach  $ 
million  in  the  U.  S.,  do 
from  $225  million  last  y 
and  from  more  than  $500  i 
lion  in  their  introductory  y< 
1992.  Patchmakers  may  ev 
tually  try  to  salvage  the  pr 
uct  by  asking  for  approval 
sell  it  over  the  counter,  rat 
than  by  prescription. 


OS 


ETCETERA... 


►  Top  prospect  to  run  i 
New  York  Stock  Exchan, 
Richard  A.  Grasso. 

►  Hallmark  Cards  has  forn 
a  unit  to  produce  "family-' 
ented"  TV  programs. 

►  Nextel  brought  in  seasoi 
Xerox  veteran  Wayland  Hi' 
as  its  new  CEO. 

►  More  woes  at  Euro  Disn 
Losses  mounted  and  reveni 
fell  21%  in  its  third  quarte 
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HE  BLACK  CAUCUS 

IAS  CLINTON  RUNNING  SCARED 


I  n  the  midst  of  festivities  celebrating  the  Israeh-Jordanian 
entente,  Pi-esident  Clinton  was  busy  trying  to  negotiate  an- 
I  other  peace  accord— this  one  with  the  Congressional  Black 
Mcus.  On  July  26,  he  met  with  caucus  members,  who  are 
;amed  over  his  Haiti  policy  and  his  stance  on  a  pending 
me  bill.  Clinton  had  little  choice.  He  desperately  needs  to 
3nd  relations  with  the  40-member  caucus  for  upcoming 
tes  on  health-care  and  welfare  reform.  Says  a  top  White 
)use  aide:  "The  President  was  concerned  that  this  group 
ow  that  they  are  valuable  members  of  the  team." 
The  caucus  is  hardly  Clinton's  only 
oblem  on  the  left.  Liberals  are  sore 
at  he  crusaded  for  deficit  reduction 
ther  than  a  major  expansion  in  social 
ending.  Labor  is  angry  that  Clinton 
shed  harder  for  NAFTA  than  for  the 
led  striker-replacement  bill.  And  fem- 
ists  fear  he  will  abandon  abortion 
verage  in  his  zeal  for  health-care  com- 
omise.  "He  can't  walk  away  fi'om  his 
lidest  troops,"  declares  Representa- 
re  Jim  McDermott  (D-Wash.),  who 
s  threatened  to  lead  a  liberal  revolt 
ainst  a  watered-down  health-care  bill. 
Yet  this  rightward  tilt  was  inevita- 
e.  Clinton  relied  on  liberals  to  get 
jcted  and  needs  their  support  for  his  legislative  agenda.  But 
I  also  must  broaden  his  appeal  to  moderate  swing  voters, 
id  to  eke  out  victories  on  Capitol  Hill,  he  needs  to  cut 
als  with  moderate  and  conservative  Democrats.  Liberals  will 
el  even  more  left  out  if  the  GOP,  as  expected,  makes  major 
lins  in  the  midterm  elections.  Says  Erwin  C.  Hargrove, 
ofessor  of  political  science  at  Vanderbilt  University:  "He's 
ught  between  the  organized  constituencies  that  he  needs  to 
iss  programs  and  public  opinion,  which  is  less  liberal." 
The  constituency  posing  the  biggest  problem  is  the  Congres- 
)nal  Black  Caucus.  It  has  stuck  by  Clinton's  legislative  pro- 


CLINTON  AND  BLACK  CAUCUS  MEMBERS  LAST 
YEAR:  A  MORE  PALPABLE  SKEPTICISM  NOW 


grams  even  though  members  were  upset  that  he  dropped 
his  urban  jobs  program  and  abandoned  civil-rights-post  nom- 
inee Lani  Guinier  in  the  face  of  conservative  pressure.  But  the 
caucus  is  furious  that  Clinton  has  distanced  himself  from  a  pro- 
vision in  the  crime  bill  that  would  allow  racial  data  to  be  used 
to  challenge  the  death  penalty.  "Tliis  is  a  ciuestion  of  principle," 
says  Representative  Albert  R.  Wynn  (D-Md.) 

The  caucus  may  send  Clinton  a  message  by  helping  the 
GOP  block  a  floor  vote  on  the  crime  bill.  It's  also  demanding 
that  the  Administration  try  to  preserve  minority  congi-ession- 
al  districts  under  assault  in  the  courts. 
And  it  wants  an  extensive  jobs  pro- 
gram to  accompany  the  proposed  two- 
year  limit  on  welfare  benefits.  But  that 
could  doom  reform.  "If  they  raise  the 
ante,  there  could  be  no  bill  or  a  Repub- 
lican bill,"  says  a  White  House  official. 
FLORio  EFFECT.  With  liberals  in  a  funk, 
Democrats  might  pay  a  price  at  the 
polls.  "If  people  are  not  enthusiastic, 
they  are  not  going  to  work  for  a  candi- 
date," says  a  union  official.  Low  voter 
tur'nout  could  also  be  a  disaster.  When 
former  New  Jersey  Governor  Jim  Flo- 
rio  tried  to  run  for  reelection  as  a  New 
Democrat  in  1993,  low  black  voter  turn- 
out sealed  his  defeat.  "If  the  choices  Clinton  makes  are  toward 
the  New  Democrat  direction,  he  will  face  the  same  problems 
as  Florio,"  warns  David  Bositis  of  the  Joint  Center  for  Politi- 
cal &  Economic  Studies,  a  Washington  think  tank. 

That  may  be.  But  if  Clinton  moves  to  the  left,  he  risks 
alienating  the  independent  and  blue-collar  voters  he  also 
needs.  Clintonites  are  praying  they  can  continue  to  finesse  the 
New  Democrat  message  and  Old  Democrat  support.  But  at 
some  point,  worried  hberals  may  force  Clinton  to  answer  the 
question  in  that  old  union  song:  "Which  side  are  you  on?" 

By  Susan  B.  Garland  and  Richard  S.  Dunham 


APITALWRAPUPI 


:OMMUNICATIONS 


Iust  weeks  ago,  a  sweeping  over- 
haul of  the  nation's  telecommunica- 
ions  laws  seemed  a  sure  thing.  But 
low  the  measure  is  on  hold.  The  stick- 
ng  point:  how  fast  to  let  the  seven 
3aby  Bells  into  the  long-distance  busi- 
less.  A  House-passed  bill  would  let 
he  Bells  in  after  a  fixed  period  of 
ime.  But  long-distance  companies  fear 
.he  Bells  woiild  use  revenues  from 
,heir  local  monopolies  to  subsidize  long- 
listance  service.  And  they  persuaded 
cey  senators  to  adopt  amendments 
,hat  would  let  the  Bells  in  only  after 
:hey  face  real  competition  in  their  local 
Tiarkets.  As  a  result,  the  Bells  have 


withdrawn  their  support  for  the  bill. 
Although  the  White  House  is  trying 
to  broker  a  deal,  with  Congress  ex- 
pected to  recess  on  Aug.  12,  chances  of 
legislation  passing  this  year  are  dim. 

ELECTIONS  

Republicans  and  Democrats  agree 
on  one  thing:  175  House  seats  are 
in  play,  40  held  by  the  GOP  and  135 
occupied  by  Democrats.  Republicans 
believe  they  will  gain  from  15  to  40 
seats,  with  20  being  likely.  That  could 
give  them  a  working  majority  on  is- 
sues from  welfare  to  the  line-item  veto. 
One  encouraging  sign  for  the  GOP:  38 
House  Republicans  are  unopposed, 
compared  with  only  27  Democrats. 


ANTITRUST 


After  eight  years  of  trying.  House 
Judiciary  Committee  Chairman 
Jack  Brooks  (D-Tex.)  may  finally  peel 
back  a  50-year-old  antitrust  exemption 
for  the  insurance  industry.  His  com- 
mittee approved  a  compromise  meas- 
ure on  July  22,  after  grueling  negotia- 
tions with  two  insurance  groups— the 
American  Insurance  Assn.,  which  rep- 
resents large  companies,  and  the  Inde- 
pendent Insurance  Agents  of  Ameri- 
ca. Brooks  hopes  to  attach  the  bill  to 
health-care  legislation.  In  the  Senate,  a 
narrower  measure  covering  health  in- 
surers was  attached  to  health-care-re- 
form bills  approved  by  two  panels. 


■HINGTON  OUTLOOK 
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To  start,  pack  several  tons  of  seafood  liglitly  in  ice? 
Place  carefully  in  the  planes  of  Emer}'  Worldwide. 
Garnish  with  strict  quality-control  and  split-second 
timing.  Now  express  immediately  by  air  to  hundreds  of  I 
wholesalers  and  restaurants.  Tliat's  not  only  a  recipe  for  fresl  r 
fish.  It's  a  complete  recipe  for  success. 

At  Emery  Worldwide,  providing  unique  solutions  to  unique  shipping  needs 
is  what  we  do  best.  We  offer  Customer  izatwn:  the  flexibility  to  adapt  to  each 
customer  s  product  and  freight  pattern,  whether  you  ship  fresh  turbot  or  heavy 
turbines,  across  the  country  or  around  the  world.  That  makes  us  an  important^ 
ingredient  in  your  competitive  strategy. 

And  as  a  Consolidated  Freightways  Company,  we  can  help  you  operate 
more  efficiently  with  the  most  complete  range  of  services  in  the  industry. 
Backed  by  unparalleled  shipping  management  systems,  and  a  responsive 
team  of  professionals  dedicated  not  only  to  your  satisfaction,  but  to  that  of  your 
customers  as  well.  i 
So  if  you'd  like  to  taste  success  when  you  face  a  freiglit  transportation  challengel 
call  Emery  Worldwide.  1-800  HI  EMERY.  We'll  create  a  special  recipe  just  for  you.  f 


Brternationai  Business 


THE  PEACE  DIVIDEND 
FOR  ISRAEL  AND  JORDAN 


Political  changes  could  benefit  the  entire  region,  luring  investment  and  tourism 


Umayyah  Toiikan,  the  head  of  Am- 
man's small  but  bustling  stock 
exchange,  was  wary  of  talking 
to  his  Israeli  counterpart  at  a  financial 
conference  in  London  last  April.  After 
all,  the  46-year-long  state  of  war  be- 
tween Israel  and  Jordan  had  put  a  chill 
on  most  contacts.  "We  both  presented 
papers  at  the  podium,  and  that  was 
about  it,"  recalls  Toukan. 

All  that  has  changed  now.  Just  min- 
utes after  watching  Jordan's  King  Hus- 
sein and  Israeli  Prime  Minister  Yitzhak 
Rabin  end  their  state  of  war  in  Washing- 
ton on  July  25,  Toukan  says  he  wants  to 
forge  links  between  the  Amman  and  Tel 
Aviv  exchanges.  "We're  optimistic,"  says 
Toukan.  The  stock  exchange  chief  has  al- 
ready seen  one  other  important  payoff. 
Waves  of  buying  in  mid-July  by  inves- 
tors anticipating  a  peace  bonanza  for 
Jordanian  companies  finally  turned  Am- 
man's lO-month-old  bear  market  around. 
The  inillishness  could  be  contagious. 


The  Hussein-Rabin  pact  could  be  just 
what  it  takes  to  give  the  Middle  East 
peace  process  irresistible  momentum. 
With  Jordan  on  board,  Syria,  the  last 
major  holdout  to  cutting  a  deal  with  Is- 
rael, has  few  cards  left  to  play.  The 
sweeping  political  changes  could  set  the 
stage  for  a  reversal  of  economic  mis- 
fortunes in  the  long-troubled  eastern 
Mediterranean  region.  One  believer  is 
Stanley  Fischer,  chairman  of  Massachu- 
setts Institute  of  Technology's  economics 
department.  "There  is  bound  to  be  an 
expansion  of  trade,"  he  says.  "Trade  is 
good;  peace  is  good;  and  investment  is 
good,  and  all  those  things  are  going  to 
happen." 

It  looks  as  if  there  will  be  a  quick 
economic  payoff  for  Jordan  and  Israel, 
which  already  have  a  list  of  proposed 
projects  (table).  That's  why  this  deal 
could  prove  to  be  so  different  from  Is- 
rael's two  previous  peace  agreements 
with  Arab  neighbors.  The  hostile  Arab 


reaction  to  the  1979  Camp  David 
cords  caused  Egypt  to  settle  into  a  k 
of  cold  peace  with  Israel,  with  very  lit 
two-way  trade.  The  economic  divide: 
from  the  new  agreement  with  the  Pal 
tine  Liberation  Organization  are  a 
likely  to  be  slow  to  emerge  because 
lingering  hostility  between  the  two  sic 
and  the  moribund  state  of  the  Gaza  a 
West  Bank  economies. 

Jordan  could  use  a  quick  lift,  Ki 
Hussein  and  his  4.1  million  constituei 
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d  a  heavy  price  for  keeping  his  Hnks 
Iraq's  Saddam  Hussein  during  the 
f  war.  The  Persian  Gulf  states  angri- 
cut  off  their  aid,  forcing  Jordan  to 
chedule  its  $7.3  billion  in  foreign  debt 
1992. 

To  help  entice  Hussein  to  the  negoti- 
ig  table,  the  Clinton  Administration 
;  been  dangling  promises  of  debt  for- 
eness  since  last  winter.  Now,  Clinton 
isking  Congress  to  forgive  all  of  Jor- 
I's  $702  million  direct  debt  with  the 
S.  The  U.  S.  is  also  offering  the  Ha- 
imite  kingdom  military  aid  and  its 
)d  offices  in  interceding  with  other 
eign  debtors.  For  an  economy  whose 
iss  domestic  product  totals  little  more 
n  $4  billion,  these  moves  could  pro- 
e  a  dose  of  economic  adrenaline. 
JOR  PROJECT.  Jordan  should  also  ben- 
,  from  a  rapid  increase  in  tourism, 
e  Washington  Declaration  calls  for 
;ning  new  border  crossings  between 
■  ports  of  Eilat  and  Aqaba  and  in  the 
lilee  region,  as  w  ell  as  first-time-ever 
ctricity  and  phone  links.  This  will 
ke  it  easier  for  Holy  Land  tourists 
visit  such  Jordanian  attractions  as 
(  ruined  desert  city  of  Petra  and  the 
and  Canyon-like  Wadi  Rum,  where 
'jorence  of  Arctbia  was  filmed.  Already, 
Aviv-based  Galilee  Tours  is  planning 
ps  to  Jordan  for  Israeli  citizens  who 

0  hold  non-Israeli  passports.  In  Am- 
.n,  prominent  tour  operator  Tawfiq 
war  predicts  that  the  number  of  for- 
Ti  tourists  visiting  Jordan  will  rise  by 
least"  25%  in  the  coming  months. 
Jordanian  executives  are  already  in- 
ved  in  a  huge  tourist  project:  a  $1  bil- 
n  plan  to  build  hotels,  amusement 
"ks,  and  health  spas  along  the  Israeli- 
•danian  border  at  the  barren  northern 

1  of  the  Dead  Sea.  The  project  is  led 
Africa  Israel  Investment  Ltd.,  a  Tel 
iv-based  real  estate  developer.  Other 
5sible  investors:  Holiday  Inns  Inc.  and 
uth  African  tycoon  Sol  Kerzner,  devel- 
er  of  Las  Vegas-like  Sun  City.  Africa 
■ael  CEO  Shlomo  Grofman  says  inves- 
ts "sense  that  the  Middle  East  is  final- 
starting  to  change,  and  they  want  to 
in  on  it." 

The  terms  of  trade  between  the  two 
antries  will  probably  be  hashed  out 
negotiations  in  early  August.  Jordan, 
th  substantially  lower  labor  costs  than 


either  Israel  or  the  Palestinian  territo- 
ries, is  pushing  for  access  to  Israeli  mar- 
kets. Some  Israeli  companies  are  wor- 
ried by  the  prospect  of  uncontrolled 
imports  of  cheap  Jordanian  cement, 
wood  products,  and  textiles. 

But  in  many  ways  Israel's  economy 
stands  to  gain  the  most  from  peace. 
King  Hussein's  move  to  withdraw  from 
the  half-century-long  Arab  economic  boy- 
cott of  Israel  is  the  latest  and  biggest 
breach  of  the  sanctions.  The  Israel 
Chamber  of  Commerce  estimates  that 
the  boycott  has  cost  the  country  some 
$40  billion  in  lost  trading  opportunities 


RABIN,  HUSSEIN,  AND  CLINTON:  BYE,  BYE  TO  JORDAN'S  DEBTS? 


since  the  creation  of  that  state  in  1948. 

The  erosion  of  the  boycott  is  already 
leading  to  a  major  increase  in  Israeli 
investments  by  companies  that  once 
shied  away  for  fear  of  being  placed  on 
the  Arab  boycott  list.  U.  S.  hospital  sup- 
ply giant  Baxter  International  Inc., 
which  was  hit  with  $6.5  million  in  U.  S. 
government  fines  last  year  for  complying 
with  the  boycott,  is  now  investing  in 
Israeli  venture-capital  groups. 

Companies  from  Asia  and  Europe- 
areas  highly  dependent  on  Arab  oil- 
have  been  the  most  reluctant  to  do  busi- 
ness in  Israel.  Now,  though,  Germany's 
Volkswagen  is  negotiating  with  Israel 
Chemicals  to  build  a  magnesium  plant  at 
the  Dead  Sea.  Top  executives  from 
Daimler  Benz  have  been  discussing  train 
and  highway  projects  linking  Israel  and 
its  Arab  neighbors.  And  all  of  Japan's 
major  carmakers  have  now  opened  up 
offices  in  Israel. 

Many  Israeli  companies  consider  the 
opening  to  Jordan  a  prelude  to  entering 


the  gulf  region's  rich  markets.  Although 
they  won't  have  the  importance  of  Eu- 
rope or  North  America  for  Israel,  some 
Israeli  companies  stand  to  benefit  hand- 
somely. Israeli  expertise  in  desert  agri- 
culture and  medical  technology  is  tailor- 
made  for  the  area. 

One  Israeli  company  that's  already 
carving  out  a  market  for  itself  in  the 
gulf  is  Herzeliya's  Paradime  Geophysical 
Ltd.,  a  geological  software  firm.  To  help 
find  customers  in  the  Arab  world's  oil 
patch,  Paradime  last  January  set  up  a 
Cairo  office  manned  by  a  Lebanese  Mus- 
lim. In  early  June,  it  hit  pay  dirt:  a  sale 
to  Saudi  Arabia,  the 
world's  biggest  oil  pro- 
ducer. The  sale,  says 
Paradime  CEO  Eldad 
Weiss,  "should  open  up 
the  entire  gulf  market 
for  us." 

Many  Israeli  execu- 
tives are  saying  that 
trade  with  Jordan  will 
probably  avoid  some  of 
the  misunderstandings 
that  have  delayed  Is- 
raeli-Palestinian ven- 
tures. "The  Jordanians 
do  not  have  the  same 
hang-ups  about  dealing 


with  us,"  says  CEO  Benjamin  Gaon  of  Is- 
raeli giant  Koor  Industries  Ltd.  Koor 
has  set  up  a  $100  million  joint- venture 
company  called  Salaam  2000  with  Pales- 
tinian, Spanish,  and  Moroccan  inves- 
tors—but the  new  company  still  hasn't 
launched  a  single  project. 
ATTITUDE  SHIFT.  Gaon  also  says  that  the 
breakthrough  agreements  with  Jordan 
are  already  changing  Palestinian  atti- 
tudes. Indeed,  the  Palestinian  Authori- 
ty's economics  czai',  Abu  Ala'a,  recently 
reversed  the  PLO's  previous  policy  of 
discouraging  business  ventures  with  Is- 
raelis. And  U.  S.  Administration  officials 
say  that  even  Syrian  hard-liners  in  Da- 
mascus are  also  being  swayed  by  the 
economic  carrots  of  peace.  As  an  added 
enticement.  House  Majority  Leader  Rich- 
ard A.  Gephardt  (D-Mo.)  and  42  other 
representatives  have  written  President 
Clinton  urging  that  the  U.  S. -Israel  free- 
trade  agi'eement  be  expanded  to  include 
any  Arab  countries  that  reach  peace  ac- 
cords with  Israel. 

No  one  is  arguing  that  there  will  nev- 
er again  be  violence  in  the  Mideast. 
Some  low-level  conflict,  including  ter- 
rorism, is  inevitable.  But  the  era  of  the 
entire  Arab  world  confronting  Israel  is 
history— just  like  the  cold  war.  The  re- 
gion's mainstream  leaders  want  to  bury 
past  hostilities  so  as  to  give  their  coun- 
tries a  shot  at  prosperity. 

By  John  Rossant  in  Rome,  Need  San- 
dler in  Jerusalem,  Amy  Borrus  in  Wash- 
ington,  and  Stanley  Reed  in  New  York 
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Commentary/by  William  J.  Holstein 


IN  JAPAN,  PIUS  CA  CHANGE. . . 
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In  so  many  respects,  Japan  seems  to 
be  changing.  The  poHtical  world  ap- 
pears to  have  been  turned  on  its 
head,  with  a  Socialist  serving  as  Prime 
Minister.  The  Ministry  of  International 
Tr-ade  &  Industry  (MITI)  has  lost  some 
of  its  grip,  and  Japan's  business  groups, 
or  keiretsu,  appear  to  be  loosening  their 
cozy  ties.  Consumers  are  winning  more 
spending  opportunities,  thanks  to  the 
spread  of  7-Eleven-style  corner  stores 
and  big  discounters.  The  air  is  filled  with 
cries  for  "deregulation"  and  "reform." 

All  that  leads  some  outsiders  to 
conclude  that  Japan  is  undergoing  a 
radical  overhaul.  In  this  view,  Ja- 
pan is  evolving  increasingly  toward 
an  Anglo-Saxon  model.  Its  competi- 
tiveness will  wane  as  consumers  de- 
mand a  better  deal.  Thanks  to  a 
high  yen,  foreigners  will  sell  more  of 
their  products  as  Japan  inevitably 
opens  up.  All  the  world  has  to  do  is 
wait,  and  Japan  will  change.  This 
reasoning  is  at  the  heart  of  the  Clin- 
ton Administration's  strategy  for 
tackling  Japan's  trade  surplus. 

But  it  is  a  dangerously  misguided 
understanding.  None  of  these  forces 
will  be  allowed  to  go  far  enough  or 
fast  enough  to  undermine  the  core 
of  Japan's  competitiveness  or  its 
international  economic  expansion. 
Despite  a  whirlwind  of  change,  Ja- 
pan at  heart  is  retaining  and  im- 
proving its  political  and  economic 
model,  not  discarding  it.  "Our  Japa- 
nese capitalism  will  remain  Japa- 
nese capitalism,"  asserts  Eisuke  Sa- 
kakibara,  a  key  official  at  the 
Ministry  of  Finance  and  author  of 
the  book  Beyond  Capitalism. 
■  POLITICS.  One  of  the  worst  areas  of 
confusion  is  Japanese  politics.  On  the  sur- 
face, it  seems  that  the  entire  postwar 
order  has  been  shattered.  First,  Young 
Turks  led  by  Ichiro  Ozawa  and  Tsutomu 
Hata  bolted  from  the  long-ruling  Liberal- 
Democratic  Party  last  summer  and  creat- 
ed an  eight-party  coalition  that  elected 
two  Prirrie  Ministers.  Now,  the  Social 
Democratic  Party's  Tomiichi  Murayama 
has  maneuvered  his  way  into  power  in  a 
coalitioii  with  the  rump  LDP. 

Does  that  mean  a  completely  differ- 
ent kind  of  political  leadership?  Hardly.  In 
effect,  ti^e  LDP  is  using  Murayama  as  a 
convenieiii  ft'ont  man  to  move  itself  back 
into  the  driver's  seat.  The  70-year-old 


leader  is  quickly  shedding  his  socialist 
spots  to  sign  on  to  LDP  policy  positions. 
"The  LDP  is  back  in  power,"  proclaims 
Koichi  Kato,  a  ranking  party  member 
and  potential  Prime  Minister.  Meanwhile, 
the  renegades  have  been  banished  to  the 
political  wilderness.  The  electoral  reform 
laws  that  were  enacted  will  set  the  stage 
for  new  elections,  probably  next  year. 
But  it's  the  LDP,  not  the  opposition  par- 
ties, that  shapes  up  as  the  big  winner. 
Thus  the  pundits  who  argued  that 


around  the  world  means  MITI  ci 
sibly  monitor  their  every  step 

So  in  pui'suit  of  a  new  role,  th( 
has  becomie  an  unlikely  conver 
form.  The  mandarins  of  MITI  th(  Bute 
are  urging  wholesale  deregtilatioi  rtica 
key  sectors  as  telecommunicati 
power  generation.  But  MiTl's  g( 
make  Japanese  industry  more  (  tt 
not  less.  And  other  ministries,  pj 
ly  Finance,  have  gained  power 
has  faltered.  These  other  ministriil 


The  political  system  is  intact,  the  bureaucrats  are 
losing  power,  and  the  keiretsu  are  gathering  strei 


Japan's  reform-minded  politicians  were 
inevitably  leading  it  toward  Westem-style 
pluralism  were  just  plain  wi'ong.  Japa- 
nese politics  is  back  to  business,  almost 
as  usual. 

■  BUREAUCRACY.  The  outside  world  also 
wanted  to  believe  that  the  bureaucrats 
who  really  run  Japan  were  being  hum- 
bled. MiTl's  supposed  fall  from  grace  is  a 
case  in  point.  Trtie,  this  preeminent  sym- 
bol of  bureaucratic  omnipotence  has  lost 
an  important  measure  of  influence  in  re- 
cent years.  The  reason  is  that  its  client 
base,  Japanese  manufacturers,  don't  need 
MITI  as  much  anymore.  They  are  vastly 
more  successful  than  they  were  30  years 
ago.  And  the  spread  of  their  investments 


lies 

entirely  different  visions  of  chan. 
MlTl's.  They  want  deregulation  lls\t 
at  the  margins.  So  despite  MlTl's  jj; 
radical  deregulation,  there  is  no  r  s 
lenge  to  bureaucratic  control  of 
economy.  It  will  be  steady  as  shf 
■  KEfREISU.  Outside  of  governmei 
of  Japan's  spinmeisters  are  argu; 
the  keiretsu,  the  business  grou 
form  the  backbone  of  Japan's  e< 
are  weakening.  The  evidence  is  sa 
some  sell-offs  of  the  cross-holding: 
companies  in  the  groups  and  s( 
cline  in  sales  to  each  other, 

The  keiretsu  that  has  attrac 
most  attention  in  this  regard  is 
shi.  In  one  notable  case,  trading  c 
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shi  Corp.  sold  4.5  million  shares  of 
shi  Bank,  and  the  bank  sold  3  million 
of  Mitsubishi  Corp.  Group  members 
n't  seem  to  be  selling  as  much  to 
lier.  Executives  say  that  sales  of  Mit- 

companies  to  one  another  are  now 
y  below  10%  of  each  company's  total 
Mitsubishi  Motors  Corp.  recently 

a  flap  by  going  outside  its  normal 
pattern  to  buy  steel  from  South  Ko- 
itsubishi  Heavy  Industries  Ltd.  has 
uticularly  aggressive  in  looking  out- 
3  group  for  parts. 

le  Mitsubishi  keiretsu  fading  away? 
not  the  way  Minoru  Makihara,  presi- 
f  Mitsubishi  Corp.,  sees  it.  What's 
ing  is  a  natural  step  in  the  evolution 
subishi  companies  as  they  expand 
tionally,  he  says.  Group  cohesiveness 
akened  only  in  areas  where  it's  no 
necessary.  In  other  sectors,  the  group 

pulling  together.  Mitsubishi  Petro- 
al  and  Mitsubishi  Kasei  merged  be- 
separately,  the  two  chemical  compa- 
re too  small  to  compete  against  Dow 
Pont,  says  Makihara.  That  is  a  classic 
e  of  keiretsu  behavior— orchestrating 
•vival  of  v/eaker  members, 
disposal  of  cross-shareholdings,  mean- 
has  taken  place  only  in  a  few  isolated 
And  the  fact  that  group  members 
'king  outward  for  suppliers  or  other 
iships  when  warranted  is  a  sign  of 
th.  "There  is  more  competitiveness 
iced  with  the  weakening  of  the  group 
says  Makihara.  Like  a  flock  of  birds, 
;rs  of  the  keiretsu  flew  closer  togeth- 
er 40  years  ago  when  they  were  weak. 
>w  that  they  are  more  confident  and 

"they  can  fly  apart,"  he  adds.  So  de- 
^ppearances,  the  underlying  trend  in 
5  keiretsu  is  one  of  gathering  compet- 
trength  and  sharper  international  fo- 
)t  dissolution. 

ector  after  sector,  the  real  message 
bkyo  is:  Yes,  we  Japanese  are  chang- 
it  we're  not  giving  up  on  our  model  or 
lues.  We're  just  getting  better.  And 
expanding  into  the  world, 
t's  what  makes  the  confusion  about 
;  in  Japan  so  tragic.  "There  are  tre- 
us  changes  that  take  place,"  says  Glen 
aishima,  vice-president  of  the  Ameri- 
lamber  of  Commerce  in  Tokyo.  "But 
changes  are  not  going  to  create  auto- 
benefits  for  the  outside  world.  The 
5s  that  take  place  will  benefit  Japan." 
Doner  the  Western  world  recognizes 
antral  truth,  the  better  able  it  will  be 
ne  to  grips  with  a  new  Japan  that 
e  even  stronger  than  the  old. 

mationd  Edition  Editor  Holstein  has 
iturned  from  a  trip  to  Japan,  China, 
yuth  Korea. 


CANADA  I 


'WITHIN  A  YEAR, 

QUEBEC  WILL  BE  A  COUNTRY' 


The  Parti  Quebecois  looks  like  a  winner — and  that's  roiling  Canada 


e: 


ver  since  it  was  founded  in  1968, 
the  Parti  Quebecois  (PQ)  has  fought 
for  more  autonomy  for  the  French- 
speaking  province  of  Quebec.  But  never 
before  have  the  pq's  leaders  been  so 
confident  of  their  ultimate  goal  of  inde- 
pendence. "In  two  months,  we  will  have 
a  new  government"  in  Quebec,  PQ  Pres- 
ident Jacques  Parizeau  told  a  rally  of 
1,000  cheering  party  workers  on  July 
23,  the  night  before  Premier  Daniel 
Johnson  called  elections  for  Sept.  12. 
"And  within  a  year,"  Parizeau  shouted, 
"Quebec  will  be  a  country." 

It's  not  the  first  time  Quebeckers 
have  promised  to  quit  the  Canadian  fed- 
eration. In  fact,  many  English-speaking 
Canadians  have  lost  count  of  all  the 
times.  But  underestimating  Quebec's  na- 
tionalism could  be  dangerous  for  Cana- 
dians who  want  their  country  united. 
It's  also  risky  for  Americans,  since  an  in- 
dependent Quebec  would  have  to  nego- 
tiate admission  to  the  North  American 
Free  Ti-ade  Agreement. 
DIM  VIEW.  The  PQ  is  on  course  to  win  a 
decisive  victory  against  Johnson's  Liber- 
al Party  in  the  September  vote.  Such  a 
victory  could  trigger  a  final  battle  over 
Canadian  unity  because  PQ  leaders  vow 
to  hold  a  referendum  on  independence 
within  a  year  of  taking  power.  No  won- 
der Johnson,  49,  calls  this  "the  most  im- 
portant election  in  my  lifetime." 

The  reverberations  already  are  being 
felt.  For  one  thing,  international  mar- 
kets are  "taking  a  dim  view  of  Cana- 
da," warns  John  McCallum,  chief  econo- 
mist at  Royal  Bank  of  Canada.  The 
Quebec  question,  combined  with  Cana- 
da's huge  debt  burden,  has  clobbered 
the  Canadian  dollar,  which  is  now  worth 
around  72<E  U.  S.  Desperate  to  find  inter- 
national buyers  for  its  bonds,  Canada 
has  imposed  interest  rates  that,  adjusted 
for  inflation,  are  the  highest  of  any  ma- 
jor industrial  country.  Canadian  three- 
month  treasury  bills  are  paying  around 
6%,  compared  with  4.4%  for  U.  S.  T-bills. 

Economists  worry  that  the  financial 
tremors  could  worsen.  "The  markets  will 
react  very  negatively  if  the  PQ  wins  a 
large  majority,"  predicts  Brian  I.  Ney- 
smith,  president  of  the  Canadian  Bond 
Rating  Service.  "International  investors 
will  decide  that  Canada  is  not  the  safe 
haven  it  used  to  be,"  adds  Robert  Fair- 
holm,  chief  forecaster  for  dri  Canada. 
He  fears  the  dollar  could  fall  to  an  all- 


time  low  of  67 <f.  Another  fear  is  that 
growth  could  slow,  driving  unemploy- 
ment above  the  current  10.3%  level. 

The  Liberals  are  hoping  they  can 
make  a  strong  case  that  Quebec  cannot 
afford  another  battle  over  sovereignty. 
And  they  point  out  that  a  majority  of 
Quebeckers  opposes  independence,  ac- 
cording to  most  polls.  Quebeckers  are 
well  aware,  however,  that  even  if  they 
elect  the  PQ  now,  they'll  have  a  chance 


PARIZEAU:  PUSHING  A  BREAKAWAY  VOTE 


to  vote  on  independence  next  year.  "The 
Liberals  spent  the  last  nine  years  try- 
ing" but  failing  to  win  increased  autono- 
my for  Quebec,  charges  Bernard  Landry, 
PQ  vice-president.  "Now,  all  they  advo- 
cate is  the  status  quo."  In  contrast,  the 
PQ  advocates  political  and  economic  inde- 
pendence, with  just  a  few  exceptions: 
They  would  keep  the  Canadian  dollar 
and  allow  citizens  to  hold  Canadian  as 
well  as  Quebecois  passports. 

Parizeau,  who  is  63  and  holds  a 
doctorate  from  the  London  School  of  Ec- 
onomics, has  made  it  clear  that  he  would 
view  a  victory  as  a  mandate  to  work 
for  independence.  "Once  you  start  this 
process,  it's  like  pulling  a  log  out  of  a 
stack  of  wood,"  worries  Guy  Saint- 
Pierre,  CEO  of  SNC-Lavalin  Group  Inc., 
Canada's  largest  engineering  firm.  "Once 
you  pull  one  log,  no  one  is  in  control  of 
events."  The  safe  haven  that  is  Canada 
is  in  for  some  serious  roiling. 

By  William  C.  Symonds  in  Montreal 


iRNATIONAL  BUSINESS 


BUSINESS  WEEK/AUGUST  8,  1994  39 


IT  TAKES 
A  LOT  OF  DRIVE  TO  SET 
NEW  STANDARDS  FOR 
INNOVATION 


o 


The  programs 


o 


'Our  personal  computer  runs  —  and 
Jta  files  it  generates  —  are  gluttons 
storage  space.        So  we  created  a  new  standard  in 
data  storage:  3-1/2  inch  magneto-optical  disk  drives  with 
230MB  capacity  that  store  as  much  as  160  conventional  floppy 
5ks.  qD  It's  not  the  first  time  we've  established  a  world  standard  in 
ew  technology.  And,  with  our  $3  billion  annual  investment  in  R&D, 
we  don't  expect  it  to  be  the  last.  qD  We  helped 
establish  the  ATM  standard  for  multimedia  com- 
munications. For  America's  first  information  super- 
highway, we  delivered  all-bandwidth  ATM  switching 

•  systems  for  handling  voice,  data  and  video.  And 

A/ere  the  first  to  offer  a  comprehensive  set  of  ICs  for  ATM.  qD  Our 
nputer  breakthroughs  include  some  of  the  world's  fastest  and 
mallest  —  from  supercomputers  to  pen-based,  hand-held  mobile 
computers.  And  credit-card-sized  PCMCIA  devices  for 
memory  and  peripherals.  rO  Like  you,  we've  learned  . 
that  today's  creative  environment  offers  two  £M 
choices:  lead  or  follow.  With  our  drive, 
we're   not  looking  back. 
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INCHING  BACK 

INTO  MOTHER  RUSSIA'S  ARMS 


II 


Three  years  ago,  when  the  Soviet  Union  disintegrated, 
Ukraine  and  Belarus  gi'abbed  at  the  chance  for  indepen- 
dence. The  West,  unsure  how  to  respond,  was  slow  to 
extend  aid  and  investment.  Now  in  dire  economic  straits,  the 
would-be  nation-states  are  returning  to  Mother  Russia's  arms 
like  wayward  sons  who  couldn't  make  it  on  their  own. 

That's  the  message  from  the  surprise  July  elections  that 
brought  in  pro-Russian  and  pro-free-market  Presidents  in 
both  countries:  Leonid  Kuchma  in  Ukraine  and  Alexander 
Lukashenko  in  Belarus.  Both  rode  a  wave  of  disillusionment 
stemming  from  40%  to  50%  plunges  in 
output  blamed  in  part  on  the  separation 
from  Russia.  These  new  leaders  argue 
that  reintegration  with  the  Russian  econ- 
omy offers  the  best  shot  at  salvaging 
falling  standards  of  living. 

But  some  analysts  fear  that  Russian 
President  Boris  Yeltsin  will  be  tempted 
to  try  to  take  advantage  of  these  re- 
publics' economic  weakness  to  reassert 
control  over  them  politically.  "Russia  is 
going  to  try  to  retake  the  empire,"  says 
Paul  A.  Goble,  a  senior  associate  at  the 
Carnegie  Endowment  for  International 
Peace  in  Washington.  "It  will  fail,  but 
there  will  be  bad  consequences."  He  warns,  for  example,  that 
Russian  heavy-handedness  could  spark  nationalist  violence 
against  the  millions  of  ethnic  Russians  living  in  Ukraine  and 
Belarus,  tempting  Moscow  to  intervene  militarily. 
TOO  FAR?  Western  critics  of  Russian  muscle  flexing  argue 
that  the  U.S.  should  pressure  Moscow  not  to  interfere  with 
the  republics'  independence.  But  the  Clinton  Administration, 
which  has  been  accused  of  favoring  Moscow  in  dealing  with 
former  Soviet  republics,  shows  no  sign  of  shifting  gears. 

Ukrainian  nationalists  also  are  watching  the  reintegration 
and  vow  txj  launch  potentially  violent  protests  if  it  goes  too  far. 
"The  big  danger  is  that  Ukraine  will  create  an  economic  union 


with  Russia  and  then  a  political  union,"  says  Volodymyr  C 
niak,  an  adviser  to  Rukh,  the  leading  nationalist  group. 

Over  the  next  few  months,  economics  will  be  the  foci 
talks  between  the  three  Slavic  states.  They  are  discussing 
ting  up  an  organization  modeled  on  the  European  Unio 
succeed  the  Commonwealth  of  Independent  States.  Kazakh 
and  other  former  Soviet  republics  may  join— creating  a  t: 
bloc  including  most  of  the  former  Soviet  Union.  This  wouli 
dominated  by  Moscow,  which  far  outweighs  the  other 
both  military  might  and  economic  resources  such  as  enei 
Ukraine  and  Russia  are  already  e 
nating  tariffs  on  trade.  Another  j 
says  Nikolai  P.  Burmistrov,  a  Ukrai 
Foreign  Ministry  official,  is  to  creat( 
ant,  partly  state-owned  companies 
Russia  in  key  sectors  such  as  oil,  s' 
and  vehicle  production.  Russia  also 
subsidize  its  energy  exports  to  its 
source-poor  neighbors. 

Since  Russia  is  further  along  with 
form  than  Ukraine  or  Belarus,  closer 
are  likely  to  nudge  them  in  the  d; 
tion  of  open  markets.  Both  of  the 
leaders  say  they  want  to  speed  up  sU 
privatization  drives. 
But  with  major  economic  improvement  a  long  way 
some  Russians,  including  Victor  Kremenyuk,  an  analys 
Moscow's  Institute  for  the  U.  S.  &  Canada,  worry  that  \Jkr 
and  Belarus  will  prove  an  expensive  burden  for  aire; 
strapped  Russia.  Kiev  is  several  billion  dollars  in  deb' 
Russia  for  oil  and  gas.  Belanis  hasn't  much  to  offer  beside 
cheap  and  well-educated  labor  force  that  Russia  doesn't  m 
"The  question,"  says  Kremenyuk,  "is  what  price  Russii 
willing  to  pay?"  The  answer  may  be  quite  a  bit,  if  that  h 
Moscow  regain  lost  power  and  prestige. 

By  Peter  Galuszka  in  Moscoiv,  with  Roma  Iknatowya 
Kiev  and  Christopher  Pala  in  Minsk 


GLOBAL  WRAPUP I 


KOREAN  lABOR  TROUBLES 

It  may  be  back  to  the  bad  old  days 
for  Hyundai,  the  huge  South  Kore- 
an chaeiuj!.  After  having  seemingly 
settled  the  worst  of  its  labor  prob- 
lems last  year,  tl^e  group  is  experi- 
encing a  strike  at  Hyundai  Heavy  In- 
dustries Co.'s  shipbuilding  yard  in 
Ulsan  that  has  ah-eady  cost  $250  mil- 
lion in  lost  orders. 

The  Hyundai  workers,  who  have 
been  on  strike  for  a  month,  are  de- 
manding wage  hikes  of  more  than  20% 
and  partial  management  control.  Now, 
sympathy  strikes  are  starting  to  pop 
up  at  sister  companies.  Spec  ulation  is 
growing  that  the  government  could 


send  in  the  police  force  to  break  the 
strike,  a  measure  it  frequently  re- 
sorted to  when  Korea  was  ruled  by 
the  generals. 

UNCONVENTIONAL  CONVENTION 

With  just  weeks  to  go  before  the 
Aug.  21  presidential  election,  the 
Mexican  government  is  in  for  yet  an- 
other embarras.sment.  Subcommander 
Marcos,  the  masked  guerrilla  whose 
New  Year's  Eve  revolt  in  Chiapas  first 
knocked  the  government  off  balance,  is 
staging  what  he  calls  a  National  Dem- 
ocratic Convention  deep  in  the  Lacan- 
dona  jungle  starting  on  Aug.  6.  Many 
of  the  country's  leading  political  and  ac- 
ademic pundits  are  expected  to  attend. 


sleeping  bags  and  all.  They'll  discu 
the  social  and  political  reforms  th 
want  carried  out  when  the  next  pre 
dent  takes  office  in  December.  Gc 
ernment  officials,  eager  to  prove  the} 
provide  an  intimidation-free  electi 
process,  are  expected  to  let  the  co 
vention  proceed. 

Some  intellectuals  have  been  ur 
ing  the  media-savvy  Marcos  to  str 
off  the  anonymity  of  his  ski  mask 
head  a  new  leftist  political  party  th 
would  push  for  the  reforms.  Tensio 
were  ratcheted  up  after  an  oppositi< 
candidate  for  governor  in  Chiapas  w, 
gravely  injured  by  a  runaway  tru 
that  crashed  into  his  car.  The  can( 
date's  wife  is  charging  foul  play. 
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lACCO  I 


VHERE  THERE'S 
iECONDHAND  SMOKE... 


landmark  case  could  be  hazardous  to  Big  Tobacco's  health 


rhe  late  Burl  Butler- 
should  be  the  per- 
fect client  for  law- 
Ts  looking  to  defeat  the 
emingly  invincible  to- 
icco  industry.  He  didn't 
loke  or  drink.  He  rarely 
/ore  during  his  60  years 
life.  He  read  the  Bible 
•  much  that  he  had  to 
ly  new  copies  as  old 
les  wore  out.  And  he 
as  exposed  to  toxic 
lemicals  only  a  few 
Ties.  He  was,  in  fact,  a 
iragon  of  clean  living. 
)  when  Butler  got  lung 
incer,  allegedly  caused 
{  exposure  to  patrons 
ho  smoked  at  his  bar- 
;rshop  in  Laurel,  Miss., 
s  lawyers  brought  one 
:  the  first— and  most 
osely  watched— passive- 
noking  cases. 
Now,  Burl  Butler  and 
is  lifestyle  are  the  focus 
:  a  struggle  that  holds 
jge  consequences  for  to- 
icco  companies.  The  But- 
T  case,  when  it  goes  to 
•ial— perhaps  early  next 
ear— is  expected  to  be 
16  first  in  which  the  in- 
ustry  defends  itself 
gainst  an  alleged  death 
'om  secondhand  smoke. 
.  loss  could  unleash  an 
ralanche  of  new  litiga- 
on:  Already,  a  passive- 
Tioking  class  action  suit 
as  been  brought  in  Flor- 
la  by  flight  attendants, 
utler's  case  is  all  the 
lore  critical  because  it 
)uld  be  the  first  in  which  top-secret 
)mpany  documents  about  research  into 
le  health  risks  and  addictiveness  of 
icotine  and  dangers  of  secondhand 
noke  are  used  as  evidence  at  trial.  At 
hearing  in  mid-August,  a  Mississippi 
;ate  judge  will  rule  on  whether  two 
3mpanies  must  turn  over  their  internal 
Jcords. 


THE  BURI  BUTLER  SAGA 


MAR.  18, 1992  Nonsmoking 
barber  Burl  Butler  is  diagnosed 
with  lung  cancer  in  New 
Orleans. 

Oa.  21, 1992  Butler  and  his  wife, 
Ava,  sue  R.J.  Reynolds,  Philip 
Morris,  Brown  &  Williamson, 
and  1 0  other  companies, 
claiming  personal  injury,  fraud, 
and  negligence.  The  lawsuit  is 
the  first  major  case  alleging  that 
secondhand  smoke  caused 
cancer. 


DEC  16-19, 1992  Butler,  in  the 
midst  of  chemotherapy 
treatment,  undergoes  four  days 
of  depositions.  Tobacco 
attorneys  ask  about  a  family  his- 
tory of  cancer  and  imply  he  led 
a  risky  lifestyle. 

MAY  7^1994  Butler  dies  in  his 
Laurel  (Miss.)  home. 

MAY  12, 1994  Ava  Dean  Butler 
files  wrongful  death  lawsuit  in 
state  court  in  Laurel. 


Butler  seemed  to  be  a  victim  who 
could  blunt  the  tried-and-true  tactic  of  to- 
bacco lawyers:  They  couldn't  claim,  as 
they  have  with  smokers,  that  he  knew 
the  risks  of  their  product  but  just  would 
not  stop  using  it.  With  that  in  mind,  it 
seems,  the  defense  has  turned  its  strate- 
gy up  a  notch  in  the  nearly  two-year-old 
case.  Although  she  can't  prove  it— and 


lawyers  for  the  defense  deny  it— Butler's 
widow,  Ava,  contends  that  the  day  be- 
fore her  husband's  death  the  companies 
sent  a  helicopter  to  hover  over  her  house 
as  part  of  an  effort  to  learn  more  about 
Burl's  habits.  Ava  says  two  men  in  the 
chopper  photographed  her  home  and  gar- 
den. But  she  says  such  pressures  won't 
keep  her  from  pursuing  her  husband's 
case.  "Maybe  this  will  be  his  contribution 
to  his  country,  to  let  people  know  that 
secondhand  smoke  can  kill 
you,"  she  says. 
RISK-TAKER?  Tobacco  law- 
yers insist  that  their  tac- 
tics, though  aggressive, 
represent  a  textbook  de- 
fense. Their  goal  is  to  dis- 
rover  whether  an  individ- 
ual's lifestyle  or  genetic 
makeup  could  have  caused 
the  fatal  disease.  "I  think 
it's  going  to  be  very  diffi- 
cult for  someone  to  come 
into  court  and  say.  No.  1, 
the  scientific  evidence 
proves  that  secondhand 
smoke  causes  lung  cancer, 
and  No.  2,  that  this  plain- 
tiff's lung  cancer  was 
caused  by  secondhand 
smoke,"  says  Steven  Par- 
rish,  general  counsel  of 
Philip  Morris  USA. 

Still,  the  defendants,  in- 
cluding R.  J.  Reynolds  To- 
bacco Co.  and  Philip  Mor- 
ris, aren't  taking  any 
chances.  From  the  mo- 
ment Butler  filed  his  suit, 
the  defense  has  sought  to 
portray  the  Korean  War 
veteran  and  church  dea- 
con as  a  man  with  a  risk- 
taking  personality.  Butler 
liked  to  hunt  and  to  work 
with  power  tools.  He  occa- 
sionally ate  red  meat.  Per- 
haps it  was  long-term  ex- 
posure to  hair  spray  and 
talcum  powder  that  killed 
the  barber,  defense  law- 
yers suggest.  "Cancer  is  a 
lifestyle  disease,"  says 
Charles  R.  Wall,  associate 
general  counsel  for  Philip 
Morris  Cos. 
Indeed,  tobacco  lawyers  have  sought 
information  about  everything  fi'om  Ava's 
gravy  recipe  to  the  types  of  chemical 
fertilizers  Butler  was  exposed  to  while 
plowing  his  father's  farm  with  mides  as  a 
kid.  Before  his  death  in  May,  defense 
lawyers  even  asked  to  be  present  at 
Butler's  autopsy,  a  request  that  was 
dropped  out  of  fear  of  bad  publi- 
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city.  And  no  potential  witness  has  gone 
unquestioned.  Ava  Butler  says  more  than 
100  people  in  Laurel  have  said  that  in- 
vestigators have  called  or  visited  to  learn 
if  they  ever  saw  Butler  smoke.  Butler 
lawyer  Cynthia  Lott  says  defense  inves- 
tigators have  even  visited  out-of-state 
ex-boyfriends  of  Butler's  daughters. 

Such  gamesmanship  is  not  uncommon 
in  hotly  contested  legal  disputes.  And,  as 
in  the  Butler  case,  it  can  yield  results. 
Tobacco  defendants  have  learned  that 
at  least  three  of  Butler's  12  siblings  suf- 
fered from  some  form  of  cancer.  In  fact, 
cancer  may  have  contributed  to  the  sud- 
den death  of  Butler's  father  at  age  65. 
What's  more,  Butler's  decision  to  pur- 
chase a  life-insurance  policy  shortly  after 
he  began  suffering  severe  back  pain— 
and  just  weeks  before  the  formal  cancer 
diagnosis— may  indicate  that  he  sus- 
pected a  life-threatening  disease  even 
though  he  said  that  the  cancer  diagnosis 
was  a  suiprise.  Defense  lawyers  claim  to 
have  uncovered  people  who  will  testify 
that  they  saw  Butler  smoke  in  his 
shop— a  contention  that  the  plaintiffs 
flatly  deny. 

Along  with  the  lifestyle  inquiry  have 
come  the  bare-knuckled  legal  tactics  that 
have  helped  the  industry  avoid  ever  los- 
ing a  smoking  case.  At  the  first  hearing, 
industry  counsel  hit  the  Butlers  with 
what  plaintiffs'  lawyers  call  "the  wall." 
More  than  28  lawyers  appeared  on  be- 
half of  the  13  defendants  and  denied 
every  request  plaintiffs  made— a  move 
that  adds  expense  and  delay  to  any  case. 
OUTSIDE  HELP.  During  a  deposition  at  a 
hotel  in  December,  1992,  just  weeks  af- 
ter Butler  underwent  chemotherapy,  he 
answered  questions  for  four  consecutive 
days.  He  suffered  a  nosebleed  during 
one  session,  but  the  deposition  contin- 
ued. The  defense  wanted  to  know  why 
he  never  hung  a  no-smoking  sign  to  stop 
people  from  fouling  the  air  in  his  four- 
chair  barbershop.  Butler  explained  that 
banning  smoking  would  have  cost  him 
substantial  business. 

With  so  much  riding  on  the  outcome 
of  the  suit,  Butler's  Jackson  (Miss.)  law- 
yers have  turned  outside  for  help.  Last 
November,  they  recruited  Ron  Motley,  a 
nationally  known  class-action  lawyer 
with  a  financial  war  chest  amassed 
through  successful  asbestos  litigation. 

Only  time  will  tell  if  that  will  be 
enough  to  win  in  the  Jones  County 
courthouse  in  Laurel,  where  a  Civil  War 
memorial  stands  to  the  left  of  the  en- 
trance and  a  scar  in  the  courtroom  wall 
marks  the  spot  where  the  electric  chair 
once  sat.  Years  ago,  people  climbed  trees 
to  get  a  look  at  executions.  So  far, 
there's  no  evidence  that  the  present-day 
proceedings  will  be  any  more  civilized. 

By  David  Greising  in  Laurel,  Miss., 
ivith  Laura  Zinn  in  New  York 


COMPUTERS  I 


CAN  SUN  MICROSYSTEMS 
BREAK  THROUGH  THE  ClOUDS^  I 


The  onetime  highflier  eyes  a  new  niche  in  corporate  networks 


For  Sun  Microsystems  Inc.,  the  re- 
cent World  Cup  was  a  golden  op- 
portunity to  strut  its  stuff.  More 
than  1,100  of  Sun's  engineering  worksta- 
tions and  other  computers,  networked 
across  the  country,  handled  everything 
from  logistics  and  security  to  recording 
the  game  scores  and  statistics.  Sun  could- 
n't resist  bragging.  So  in  one  advertise- 
ment, it  outlined  "the  special  challenge  of 
running  a  business  that  says  KICK  ME." 

Sun  should  know:  Kicking  the  one- 
time highflier  has  been  the  favorite  sport 
for  customers  and  Wall  Street  analysts. 
With  good  reason.  Over  the  past  two 
years.  Sun  has  missed  deadlines  for  new 
machines,  lost  the  performance  lead,  and 
shipped  some  buggy  software.  The  re- 
sult: Sun's  sales  growth  fell  from  20%  in 
fiscal  1993  to  9%  in  fiscal  1994,  ended 
June  30.  Its  stock  is  trading  at  around 
22,  down  from  nearly  31  in  March. 
ATTACKING.  Rivals  are  getting  in  their 
licks,  too.  Hewlett-Packard  Co 
and  Silicon  Graphics  Inc.  have 
stolen  some  of  Sun's  tradi- 
tional engineering  custom 
ers  with  speedier  ma- 
chines. And  ultrafast 
personal  computers- 
powered  by  Pentium  mi- 
croprocessors from  Intel 
Corp.  or  PowerPC  chips 
fi'om  IBM,  Apple  Comput- 
er, and  Motorola— are  at- 
tacking from  below. 

Suddenly,  the  workstation 
market  Sun  dominates  looks 
less  promising.  Until  two  years  ago, 
workstations  were  the  fastest-gi-owing 
market  segment  and  these  powerful 
desktop  machines  seemed  destined  to 
take  center  stage  in  corjJorate  networks. 
It  hasn't  happened.  Last  year,  worksta- 
tion sales  grew  7%,  to  $10.5  billion,  as  PC 
sales  jumped  15%,  to  $73.7  billion,  says 
market  researcher  Dataquest  Inc. 

All  this  adds  up  to  whopping  growing 
pains  for  what  has  been  one  of  comput- 
erdom's brashest  and  most  influential 
forces.  As  Sun's  go-go  momentum  has 
slowed  and  its  forays  into  PC  markets 
and  software  for  PCs  haven't  panned  out, 
even  Chief  Executive  Scott  G.  McNealy 


has  toned  down  his  notorious  rhetoi  io 
Focusing  on  Sun's  challenges,  he  n* 
longer  dismisses  rivals  such  as  Comixic 
Computer  Corp.  with  one-liners  sucl 
as  "big  hat,  no  cattle." 

Not  that  McNealy  is  moping— or 
reason  to.  Buoyed  by  strong  sales  I 
new  workstations  and  server  comput^ 
to  run  networks,  fiscal  1994  profits 
bounded  25%,  to  $196  million,  fror 
weak  1993,  on  sales  of  $4.7  billion, 
retains  a  commanding  37%  share  of 
still-healthy  workstation  market  and  Ijs 
a  massive  base  of  customers.  And 
newest  raison  (/'e^re— selling  the  hai 
ware  and  software  for  entire  corpone 
networks— is  a  logical  next  step. 

Indeed,  McNealy  thinks  he  has  hit  i- 
a  strategy  that  will  restore  Sun's  n- 
mentum  by  riding  two  emerging  co*- 
puter-industry  waves:  "downsizing"  al 
"upsizing."  Many  corporations  are  Aowr 
sizing  off  multimiillion-dollar  mainfi'airs 
and  onto  cheaper,  flexite 
networks  of  smaller  n- 
chines.  At  the  sai? 
time,  small  depa- 
ments  and  branch  ufl- 
es  are  upsizing  frci 
limsy  PC  networks  e- 
chored  by  souped-up  P(. 
Sun's  weapons:  dirt-che|J 
workstations,  mJdsize  serves 
to  run  PC  networks,  and  "cr 
tei-prise"  servers  that  gang  | 
to  20  microprocessors  to  hs* 
die  financial  reporting,  inventou 
and  other  mainframe-scale  jobs. 
Of  course,  McNealy  isn't  ignoriif 
flashier  opportunities:  Sun  has  formi 
a  new  unit  to  chase  Information  Supc- 
highway  business,  and  on  July  11  it  a- 
nounced  a  joint  venture  with  Franc« 
Thomson  Consumer  Electronics  to  buil  | 
interactive-services  setups  to  let  cafcl  ' 
and  phone  companies  offer  such  ser\'ic-, 
as  home  shopping  and  virtual  classroon  . 
But,  McNealy  stresses.  Sun's  focus  ; 
business  applications:  While  other  coi- 
puter  makers  announce  cable  set-top  Ix; 
es  and  "Beains  and  Butt-head  on  deman(' 
he  says,  "we're  building  the  corpora  i 
Information  Superhighway."  1 
If  so,  the  company  is  off  to  a  prom>»- 
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;  start.  Sales  of  its  midsize  "database 
vers,"  which  hold  data  for  networks  of 
rkstations  and  FCs,  nearly  tripled  last 
if,  to  $485  million,  says  Dataquest. 
uneapolis-based  catalog  retailer  Finge- 
it  Cos.  avoided  having  to  buy  a  new 
inframe  by  adding  two  Sun  servers  to 
1  customer  service  and  order- 
ang.  The  most  high-profile  win  stems 


Dm  a  199.3  alliance  with  mainframe 
aker  Amdahl  Corp.  In  May,  Charles 
ihwab  &  Co.  tapped  the  team  for  up  to 
300  workstations  and  100  servers  to 
n  204  branches. 

EW  TARGETS.  But  attracting  more  big 
stomers  will  require  nothing  less  than 
wholesale  change  in  how  Sun  does 
isiness.  Traditionally,  it  has  sold  most- 
to  technical  customers,  who  don't  re- 
lire  much  hand-holding.  Its  salespeo- 
e  were  notorious  for  saying  sayonara 
ter  the  sale,  says  Alex  Newman,  exec- 
ive  director  of  the  independent  Sun 
ser  Group.  That  practice  won't  do  in 
in's  new  target  markets,  where  such 
impanies  as  IBM  have  worked  closely 
ith  customers  for  decades  and  Sun  is 
ilatively  unknown.  "Moving  to  the  com- 
ercial  market  attacks  competitors 
here  they're  strong,"  says  Goldman, 
ichs  &  Co.  analyst  Barry  F.  Willman. 
Improving  customer  service  and  sup- 
3rt  is  now  a  top  priority.  And  that's 
here  J.  Phillip  Samper,  the  new  head  of 
un's  hardware  unit,  could  make  a  very 
g  difference.  A  balding,  59-year-old  vet- 
•an  of  28  years  at  Eastman  Kodak  Co., 
amper  knows  Sun's  target  corporate 
istomers  much  better  than  his  thirty- 
)mething  colleagues— and  plans  to  beef 
p  marketing  and  advertising  to  tell 
lem  the  Sun  story.  "He  brings  a  com- 


mercial view  to  Sun,"  says  Dennis 
Walsh,  chief  information  officer  of  New 
Orleans-based  Entergy  Corp.,  a  $6  billion 
electric  utility. 

Meanwhile,  McNealy  now  has  Sun's 
service  arm  reporting  directly  to  him 
and  has  boosted  the  customer-support 
staff  to  2,000  employees.  While  employ- 
ment in  the  rest  of  the  13,300-person 


department.  Because  it  has  failed  to  get 
other  high-volume  computer  makers  to 
use  its  design,  it  may  be  difficult  for 
Sun's  chipmaking  partners— Texas  Instru- 
ments Inc.  and  Fujitsu  Ltd.— to  fund  the 
design  and  manufacturing  to  match  Intel 
and  the  PowerPC  partners. 

Chips  aren't  the  only  problem  area. 
When  Sun  revamped  its  Solaris  operat- 


KEEPING  SUN'S  UNIVERSE  INTACT 


MANAGEMENT 


Three  years  after  breaking  Sun  into 
autonomous  divisions,  CEO  McNealy 
needs  to  coordinate  his  sales  effort 


SFINANCiALS 


Annual  net  profit  growth  target  of  1 5%  is 
doable  only  if  roller-coaster  soles  growth 
is  consistently  in  the  double  digits 


CHIPS 


Sparc  chips  are  already  behind  powerful 
entries  from  competitors.  Sun  must  prove 
its  technology  isn't  out  of  gas 


SOFTWARE 


Bugs  in  the  new  Solaris  operating 
system  are  finally  gone,  but  customers 
are  still  wary  of  the  software  ^ 


CUSTOMER  SUPPORT 


Saddled  with  a  reputation  for  poor 
service.  Sun  has  to  beef  up  support  ^ 
for  demanding  corporate  customers  , 


MARKETING 


With  growth  slowing  in  work- 
stations, emphasis  is  shifting  to 
corporate  network 


company  re- 
mains flat,  the  service 
group  will  gi'ow  15%  a  year.  Sun  has 
also  allied  itself  with  Andersen  Consult- 
ing, Electronic  Data  Systems,  and  others 
to  help  customers  set  up  networks.  Some 
customers  like  what  they  see,  but  Sun  is- 
n't satisfied  yet.  "The  sales  and  service 
teams  ai-e  too  light,"  concedes  SunService 
President  Lawrence  W.  Hambly. 

McNealy  is  also  fine-tuning  a  1991  re- 
organization that  broke  Sun  into  autono- 
mous "planets,"  each  with  its  own  sales 
force.  "It  presented  a  very  disjointed 
picture,  especially  to  commercial  custom- 
ers," says  former  SunService  manager 
Jay  Friedman,  now  director  of  research 
at  F*rognostics  Inc.,  a  Menlo  Park  (Cal 
if.)  customer-survey  company.  In 
July,  McNealy  folded  four  soft- 
ware units  into  SunSoft,  the 
operating-system  arm. 

While  all  this  has  been 
going  on.  Sun  has  been 
addressing  lingering 
technology  problems, 
too.  Its  Sparc  chips  have 
been  late  and  underpow 
ered— to  the  point  that  some 
Intel-based  PCs  outperform 
some  low-end  Suns.  McNealy 
concedes  Sparc's  flagging  per 
formance,  but  he  promises  that  new 
"UltraSparc"  chips,  due  early  next  year, 
will  turn  the  ratings  around.  But  Sun 
faces  long-term  challenges  in  the  chip 


ing  system  two  years  ago,  old  applica- 
tions crashed  or  didn't  run  at  all.  The 
bugs  are  fixed,  but  many  customers  still 
haven't  moved  to  the  new  version.  Bugs 
also  crippled  Wabi,  a  program  to  run 
Windows  programs  on  Unix.  Another 
Solaris  version  for  PCs  has  failed  to  catch 
on.  All  that  turned  off  potential  custom- 
ers. The  Alberta  Cancer  Board,  a  non- 
profit health  agency  in  Edmonton  and 
longtime  customer,  has  switched  to  Mi- 
crosoft's Windows  for  desktop  machines. 

Still,  for  all  the  glitches  and  challeng- 
es. Sun  has  held  its  gi'ound.  Even  if  it 
doesn't  always  have  the  fastest  work- 
stations, they're  good  enough  for  most 
customers  and  they're  priced  right.  Last 
March,  Sun  cut  work- 
station tags  as  much 
as  50%,  which 
helped  fourth-quar- 
ter sales.  Even  so. 
Sun  still  has  gross 
margins  of  41%,  vs. 
25%  for  PC  makers. 
Says  International 
Data  Corp.  analyst  Da- 
vid Card:  "They're  doing 
better  than  they  get  credit 
for."  And,  if  McNealy  can  get 
his  "rightsizing"  strategy  work- 
ing, Sun  could  regain  lost  momentum. 
Who  knows?  Maybe  then  somebody  will 
take  the  "Kick  Me"  sign  off  its  back. 

By  Robert  D.  Hof  in  Mountain  View, 
Calif. 


)RMATION  PROCESSING 


BUSINESS  WEEK/AUGUST  8,  1994  45 


SOFTWARE  I 


AMERICA'S  LATEST  SOFTWARE 
SUCCESS  STORY  IS  GERMAN 


SAP's  business  applications  have  taken  the  Valley  by  storm 


When  Chevron  Corp.  chose  Ger- 
man softwai'e  maker  sap  over 
a  host  of  better-known  U.  S. 
supphers  to  revamp  its  financial  report- 
ing system  in  1992,  the  company  was 
virtually  unknown  outside  Europe.  A 
year  later,  the  $700  million  company 
was  No.  1  in  the  world  in  what  may  be 
the  hottest  market  in  software:  appli- 
cations packages  for  so-called  client-serv- 
er networks.  SAP's  chief  rival,  Oracle 
Corp.,  was  so  stunned  by  the  rearguard 
attack  that  executives  published  an 
internal  manual  on  how  to  counter  SAP. 
"They're  giving  us  hell  in  the  U.  S.,  and 
we're  going  to  do  the  same  to  them  in 
Europe,"  says  Raymond  J.  Lane,  presi- 


Inc,  will  zoom  from  $750  million  in  1993 
to  $5.9  billion  in  1996. 

In  the  process,  SAP  is  on  its  way  to 
doing  what  few  European  software  mak- 
ers have  done:  conquer  the  U.  S.  mar- 
ket. In  late  1992,  SAP  planted  its  U.  S. 
development  center  in  Foster  City,  Cal- 
if.—one  lagoon  away  from  Oracle's  head- 
quarters. Now,  SAP's  U.  S.  client  list 
reads  like  a  who's  who  of  Silicon  Valley, 
including  Apple  Computer,  Hewlett-Pack- 
ard, and  Motorola.  But  the  real  proof 
is  in  the  numbers:  Buoyed  by  the  launch 
of  the  R/3  package,  sap's  U.  S.  sales 
doubled  in  1993,  to  $140  million,  and  an- 
alysts forecast  they  will  double  again  in 
1994.  Worldwide  sales,  in  the  meantime. 


there  may  be  lots  of  winners.  Compa 
such  as  Dun  &  Bradstreet  Software 
startup  PeopleSoft  Inc.,  for  example, 
also  betting  on  client-server  applicaticBi 
But  for  now,  SAP  is  on  top  and,  analjjis 
say,  it  outdoes  rivals  in  overall  perlf- 
mance.  Another  plus:  Unhke  Oracl 
Cooperative  AppHcations,  R/3  will  wl 
with  more  than  one  database  progra 
including  ones  by  Oracle,  Informix  Sl 
ware,  and,  soon,  Sybase.  Another  OrJ 
negative:  Some  customers  question  i| 
will  stick  with  applications.  "I  waa^ 
convinced  Oracle  is  as  committed  to  I 
plications  as  to  database  and  multiij 
dia,"  says  James  E.  Zell,  project  mar 
er  for  advanced  financial  informati 
systems  at  Chevron. 
R&D  RICHES.  With  the  competition  md 
lizing,  SAP  is  continuing  its  traditiol 
tactics— pumping  a  huge  25%  of  sa 
into  research  and  development— and  a| 
ing  new  ones.  Most  important  are 
gressive  marketing  and  sales  techniq^ 
used  by  Klaus  Besier,  a  former  comp 
er  manager  for  a  German  chemical  cd 
pany,  who  became  CEO  of  SAP  Amer 
in  1991.  One  of  Besier's  moves:  end! 
the  $140,000  annual  limit  on  comrrl 


dent  of  worldwide  operations  at  Oracle. 

It's  a  battle  that  will  extend  around 
the  globe.  For  example,  SAP  has  recently 
beaten  Oracle  to  market  in  Japan.  That's 
only  natural  since  one  of  SAP's  big  selling 
points  is  that  its  software,  a  comprehen- 
sive set  of  progi'ams  for  accounting,  man- 
ufacturing, and  sales,  has  been  geared  to- 
ward multinationals  fi"om  the  start,  sap's 
start  was  in  mainfi-ames,  where  the  com- 
{lany— launched  in  1972  by  five  former 
ifiM  software  engineers  in  Walldorf,  near 
Heidelberg— came  to  dominate  the  Eu- 
ropean applications  market.  Now,  SAP  is 
pushing  into  the  client-server  networks 
that  replace  mainframes.  Client-server 
aijplications,  predicts  Forrester  Research 


are  expected  to  pass  the  $1  billion  mark 
in  1994. 

That  dwarfs  the  $215  million  Oracle 
generated  in  fiscal  1994  (ended  June  30) 
from  its  Cooperative  Applications  line, 
which  competes  with  R/3.  Oracle,  a  $2 
billion  database  giant,  sees  client-server 
applications  as  a  critical  extension  of  its 
core  business,  and  Lane  predicts  Ora- 
cle's applications  revenues  could  hit  $500 
million  by  1996.  And  with  offices  and 
consultants  around  the  globe,  plus  lots  of 
cash,  Oracle  is  a  formidable  rival.  "It's 
going  to  be  a  battle  between  sap  and 
Oracle,"  says  Clare  M.  Gillan,  an  ana- 
lyst with  market  researcher  IDC. 

With  the  market  growing  so  rapidly. 


sions.  Some  top  German  executives  stl 
flinch  when  they  hear  that  a  salespersa 
can  now  earn  more  than  they  do— is 
much  as  $2  million  a  year. 

Besier  clearly  likes  to  shake  thins 
up  back  in  Walldorf.  When  he  penciled'! 
$2  million  for  advertising  as  part  of  Is 
$6  million  1993  budget  for  the  U.^ 
launch  of  R/3,  sap's  board  balked.  Best 
spent  it  anyway— and  turned  in  sail 
that  were  $2  million  above  the  compan.| 
forecast.  "I  prefer  to  beg  for  forgivenfl 
than  for  permission,"  says  Besier.  Tht 
attitude  may  come  in  handy  as  SAP  pij* 
sues  world  markets.  r 

By  Gail  Edmondson  in  Walldoi 
Germany 
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NGINES  THAT 
[UN  ON  WATER? 


1  inventor  has  patented  a  fuel  that's  half  gasoline,  half  H2O 


Iudolf  W.  Gunnerman  has  a  tiger 
by  the  tail— the  Exxon  tiger.  If 
the  technology  that  the  66-year- 
inventor  has  spent  $6  million  and 
;  past  seven  years  developing  lives 
to  his  claims,  cars  and  trucks  could 
3  day  be  running  on  a  fraction  of  the 
5oline  and  diesel  fuel  they 
w  use.  Ditto  for  buses, 
ines,  trains,  and  anything 
e  powered  by  an  internal- 
nbustion  engine— from 
vn  mowers  to  huge  elec- 
cal  generators. 
Gunnerman  claims  to  have 
«chnology  that  enables  en- 
les  to  burn  a  mixture  of 
If  fuel,  half  water.  Yes,  wa- 
What's  more,  he  says, 
3  mixture  gets  40%  better 
leage  from  the  gasoline  it 
ntains  and  emits  signifi- 
(itly  less  pollution  because 
gines  run  cooler.  In  par- 
ular,  tailpipes  emit  virtu- 
y  no  nitrogen  oxides— the 
incipal  source  of  smog. 
Sound  crazy?  Maybe,  but 
tterpillar  Inc.  is  so  in- 
gued  that  in  early  July  it 
'med  a  joint  venture  with 
55  LP,  Gunnerman's  tiny, 
tie-person  company  in 
3no,  Nev.  A-55  is  short  for  aqueous 
%,  the  amount  of  water  by  weight  in 
e  patented  fuels.  But  the  key  ingredi- 
;t  is  0.5%  of  a  secret  emulsifier  that 
ables  fuel  and  water  to  mix— and  stay 
ixed.  Gunnerman  financed  his  work 
ith  royalties  from  other  patents,  espe- 
illy  those  covering  the  making  of  pel- 
ts for  woodstoves. 

iCKEL  CATALYST.  Caterpillar  won't  dis- 
ss the  terms  of  the  deal,  except  Lo 
y  it  will  contribute  staff  and  resources 

the  new  venture,  called  Advanced 
aels  LLC.  "It's  certainly  very  exciting 
ehnology,"  says  James  E.  Sibley,  Cat's 
chnical  manager  and  acting  general 
anager  of  the  joint  venture.  "But  a  lot 

work  still  needs  to  be  done,  and  a 
t  of  surprises  can  always  crop  up  as 
)u  go  to  product  development." 
Why  does  the  fuel  result  in  better 


mileage?  Gunnerman  believes  the  wa- 
ter gets  broken  down  into  hydrogen  and 
oxygen,  and  the  hydrogen  contributes 
energy  to  the  combustion  process.  That's 
because  there  is  one  additional  trick  in 
his  patented  process:  A  small  piece  of 
nickel  must  be  attached  to  the  crown 


of  each  piston  or  the  top  of  the  cylinder 
heads.  The  nickel  seems  to  act  as  a  cat- 
alyst in  "dissociating"  the  water,  says 
Gunnerman. 

Hogwash,  says  David  B.  Kittelson,  a 
mechanical  engineering  professor  at  the 
University  of  Minnesota.  Researchers 
have  been  burning  50%-water  fuels  since 
the  1940s,  and  "there's  this  myth  that 
you're  burning  the  water."  Actually,  he 
says,  the  water  just  allows  the  engine  to 


The  invention  stood 
up  well  in  recent  tests: 

It  powered  a  Reno 
city  bus  for  five  months 


run  hotter  and  not  melt.  World  War  II 
bombers  wouldn't  have  been  able  to  get 
off  the  runway  without  their  water- 
injection  turbochargers. 

Still,  Gunnerman's  invention  has  done 
well  in  recent  tests.  Reno  used  it  to 
power  a  city  bus  for  five  months.  The 
Air  Force  put  six  vehicles  through  a  14- 
week  obstacle  course  at  its  Elmendorf 
base  in  Alaska.  And  the  Minnesota 
Transportation  Dept.  hosted  an  event 
last  December  featuring  five  vehicles 
that  journeyed  2,000  miles  from  Reno. 
MILES  TO  ©o.  In  Reno,  city  bus  No.  405 
began  making  its  daily  runs  with  Gun- 
nerman's blend  on  Oct.  5,  1993.  It  racked 
up  11,292  miles  by  Feb.  22,  when  the  en- 
gine was  removed  and  shipped  to  Cater- 
pillar for  study.  Bruce  Anderson,  main- 
tenance superintendent  of 
Reno's  Regional  Transporta- 
tion Commission,  kept  tabs 
on  performance  and  found  a 
29%  increase  in  mileage  per 
gallon  of  diesel  fuel— with  no 
unusual  problems. 

In  Minnesota,  Gregory 
Felt,  chief  operations  engi- 
neer for  the  state's  Ti-ans- 
portation  Dept.,  admits  he 
was  "the  biggest  skeptic 
around."  So  he  asked  Gun- 
nerman's team  for  a  live 
demo:  Mix  up  a  fresh  batch 
with  local  tap  water  and 
diesel  fuel.  When  the  blend 
was  used  to  fire  up  a  model 
453  engine  from  Detroit 
Diesel  Inc.,  "it  had  the  clean- 
est exhaust  I've  ever  seen 
coming  out  of  a  diesel,"  says 
Felt.  "If  it  really  does  what 
it  seems,  this  is  big." 

How  big?  "If  this  proves 
out,  it  could  reduce  the  U.  S. 
trade  deficit  by  almost  half,  by  elimi- 
nating the  need  to  import  oil,"  says 
John  D.  Peters,  who  tracks  emerging 
transportation  technology  for  Minnesota. 

Converting  an  existing  gasoline  en- 
gine to  run  A-55  fuel  would  cost  less 
than  $500,  Gunnerman  predicts— includ- 
ing a  new  fuel-injection  control  chip  that 
could  be  programmed  to  detect  the  pres- 
ence or  absence  of  water  and  adjust  op- 
erations accordingly.  That  way,  drivers 
could  fill  up  with  regular  gasoline  if  they 
couldn't  find  A-55. 

Gunnerman's  next  project:  a  fuel  that 
would  eliminate  gasoline  altogether.  He 
calls  it  "X  fuel."  It's  a  mix  of  naphtha 
and  water.  Naphtha  comes  out  of  the 
process  of  refining  oil  earlier  than  gaso- 
line, so  it  costs  50%  less.  It's  enough  to 
send  the  Exxon  tiger  into  a  tizzy. 

By  Otis  Port  in  Neiv  York 
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B  t.  I  T  Z  -  W  E  I  N  H  A  R  D 
RE  Wise     COM  PA 


V  CROV/LEY 
MARITIME 
'  CORPORATION 


Since  LaiKc  Corporation  crc.itcu  a  sales 

toolbox  using  Microsoft  Office  and 
\'isual  Basic .  sales  ha\e  increased  128\ 


Wonderware  Lorp.  crcatcil  a  Microsott 
\X  uido\\"5 '-based  control  s\steni  at  one-fourth 
the  cost  of  a  npical  conliguration. 


(jatcway  uroup.  Inc.  helped  integrate 
Microsoft  SQL  Ser\er  into  an  image-based  billing 
system,  dramatically  impronng  producti\ity. 


CHART  HOUSE 


.MkTosoft  office  and  WinResouRcs 
Compunng.  Inc.  made  changmg  menus  taster  and 
easier  tor  this  popular  restaurant  chain. 


.\IDL  Intormation  Swioms.  Inc.  and 
.\LcTosoft  Office  proMded  producnviri  tools  allow  ing 
research  scientists  to  better  analue  data. 


This  securmes  hrm  looked  to  MicTO  Modeling 
Associates  and  .Microsoft  Ol+ice  to  expedite  the 
delivcr\  of  imestment  research  to  clients. 


VAST 

VtEST-AlPINE 
uiiiCES  t  rtdiiiiiiu 


.MTX  International.  Inc.  and  Stanford  Business 
S)-stems  joined  this  supemiarkets  accounting 
and  point  of  sale  svstem  with  .Microsott  Access , 


Platinum  Sofrware  and  Paradigm  Technologies 
implemented  a  Window  s  XT'-based 

v'lcr.r  ^cncr  .'.rchitccnire.  cuttiPt;  co^rs  6s' . 


Tnis  law  firm  now  spends  less  rime  on  papenvork 
thanks  to  QuickstartTtx-hnologies'  use  of 

Microsof:  Office  .inJ  -.hx  Windows  NT  familv. 


OUR  EXPERTS  MAKE  IT  THEIR 
BUSINESS  TO  KNOW  YOURS. 


These  days,  businesses  are  in  a 
state  of  constant  technological 
''rr?Sfl^  transition,  "^btire  upsizing, 
■■'.X^^  downsizing,  or  just  trving 

MltR(JS(JFT  ,  , 

WINDOWS  to  get  your  eclectic  col- 
lection of  hardware  and  software 
to  work  together. 

Enter  Ahcrosoft  Solution 
Providers.  Independent  companies 
who,  working  with  Microsoft 
products  and  support,  are  dedicat- 
ed to  solving  business  problems. 

How?  SimpK",  ever\'  Microsoft 
Solution  Pro\ider  (and  there  are 
thousands)  have  people  with  real- 
world  experience  in  integratic:)n, 
consulting,  dewlopment,  technical 
training,  and  support.  Talented 
teams  who  understand  that  a  health 
care  pro\  ider  has  different  busi- 
ness issues  than  a  bank. 

Man\'  haw  Microsoft  Certified 
Professionals  on  staff.  People  who 
ha\'e  pro\'cn  their  technical  cxper- 
tisebv  passing  MiOpSM^ 
rigorous  certiR-  lllitlliM'liiil'Uffll'liMI 
cation  exams  on  Microsoft  products. 

.Microsoft  Solution  Pro\'iders 
also  know  that  companies  are  w  ork- 
ing  in  mixed  computing  em  iron- 
ments.  So  the>- re  well  \  ersed  in 
solving  multiplatform  problems. 
For  a  brochure  on  the  solutions 
represented  here,  or  for  a  referral 
to  a  Microsoft  Solution  Pro\  ider, 
call  (800)  SOL-PROV,  Dept.  J6S. 


Microsoft 


SOLUTION  PROVIDER 


©  1994  Microsoft  Corporarion.  All  rights  rcscnvd.  In  ihc  >*)  United  States,  ^all  fWX))  >>  " 6S.  Dept.  }6S:  in  CmaJa.  call  ISOOi  5<Li  904S;  outside  the  VS.  and  Canada,  call  vt>uf  l<Kiil  MKroM>fT  NuhMdiar>  or  12061 
9i6-8<>61.  MicTosofi  and  .Mkrosoft  Accc»  arc  rc^tcrcd  trademarks  ami  Visual  Basic.  V^■lmk^vl^  and  VS  indows  NT  arc  iradcmarts  of  .Vl»cTo»*>ft  CorporatK>n. 


COMMUNICATIONS  I 


INFOBAHN 
WARRIOR 


Why  General  Instrument  could  end  up  as  a  Highway  heavyweight 


General  Instrument  Chairman 
Daniel  F.  Akerson  is  nothing  if 
not  pugnacious.  Akerson,  45, 
boxed  as  an  undergraduate  at  the  Na- 
val Academy.  As  president  of  MCI  Com- 
munications Corp.,  he  rammed  through 
a  long-stymied  investment  by  British 
Telecommunications  PLC.  And  despite 
his  new  job  heading  the  world's  largest 
cable-gear  supplier,  his  family  doesn't 
have  cable  service  because  he  and  his 
wife  disliked  what  their  kids  were 
watching. 

Akerson's  toughness  makes  him  a  per- 
fect match  for  General  Instrument  Corp., 
a  company  that  is  by  turns  admired, 
feared,  and  hated  for  its  power  in  the 
cable-TV  industry.  In  North  America, 
the  world's  biggest  cable  market,  GI  has 
dominant  market  shares  in  everything 
from  set-top  boxes  to  coaxial  cable.  Gl 
won  plaudits  for  devising  the  first  sys- 
tem for  over-the-air  transmission  of  dig- 
ital TV— leapfrogging  the  best  of  Japan 
and  Europe.  But  it  earned  the  wrath  of 
programmers  such  as  Home  Box  Office 
Inc.  when  it  was  slow  to  patch  holes  in 
scramliling  software,  which  allowed  pi- 
rates with  satellite  dishes  to  watch  bil- 
lions of  dollars'  worth  of  programming 
free.  Akerson  admits  "GI  wasn't  snow 
white,"  l)ut  says  it  eventually  spent  tens 
of  millions  of  dollars  to  fix  the  problem. 

So  powerful  is  GI  that  the  Jus- 
tice Dept.  has  gathered  evidence  to 
consider  an  antitrust  suit.  Akerson 
says  the  probe  is  meritless  and,  he 
thinks,  has  "somewhat  abated"  late- 
ly. In  fact,  he  wants  to  broaden 
General  Instrument's  influence  fur- 
ther. He  and  GI  President  Richard 
S.  Friedland  believe  GI  is  among  a 
handful  of  companies  perfectly  posi- 
tioned to  profit  from  construction 
of  the  Information  Superhighway. 
GI  hopes  to  parlay  its  dominance  in 
the  analog  world  of  cable-TV  gear 
into  the  much  bigger  digital  world 
to  come— one  including  interactive 
TV  and  video  games,  home  shop- 
ping, and  computer  communications. 
Where  it  lacks  skills,  GI  is  teaming 
up  with  such  heavy  hitters  as 
Motorola,   Intel,   and  Microsoft. 


Boasts  Akerson:  "My  goal  is  to  be  as  big 
as  Microsoft." 

Big  talk  for  a  company  barely  more 
than  a  third  Microsoft's  size.  But  Gl  is 
certainly  setting  a  torrid  pace.  On  July 
19,  it  reported  that  second-quarter  earn- 
ings quadrupled  to  $54  million  on  a  sales 
increase  of  63%,  to  $509  million.  Equita- 
ble Securities  analyst  Jeff  L.  Sadler  pre- 
dicts that  Gl's  earnings  will  jump  68% 
this  year,  to  $191  million,  on  sales  of 
$1.97  billion,  up  42%.  Long-term  debt 
has  plummeted  and  the  stock  has  quad- 
rupled to  about  $60  a  share  since  1992, 
when  the  investment  banking  firm 
Forstmann  Little  &  Co.  took  Gl  public 
following  a  1990  leveraged  buyout. 
REAL  PRODUCTS.  General  Instrument 
finds  itself  in  the  right  place  at  the 
right  time:  Cable-TV  operators  are  busi- 
ly upgrading  their  networks  for  more 
capacity  and  interactivity.  And  phone 
companies  are  hoping  to  crack  the  vid- 
eo market  with  networks  that  resemble 
those  GI  already  supplies  to  cable  oper- 
ators. Whether  these  investments  will 
pay  off  for  buyers  is  an  open  question. 
But  they're  paying  off  now  for  Gl.  Says 
Salomon  Brothers  analyst  Danielle  Da- 
nese:  "Everybody  talks  about  their 
plans  for  the  Information  Highway.  This 
is  a  real  company  selling  real  products 
today." 


AKERSON:  SECOND-QUARTER  EARNINGS  QUADRUPLED 


The  next  few  years  will  determ* 
whether  Akerson  and  Friedland  rei- 
ize  their  ambitions— or  if  GI  ends  up.K 
a  niche  player,  merely  supplying  comj- 
nents  to  the  general  contractors  of  ie 
I-way.  GI  should  fare  well  with  its  trai- 
tional  customers,  cable  operators.  It 
local  phone  companies— whose  capii! 
spending  is  eight  times  that  of  cale 
operators— are  still  on  the  fence.  (;i  f:- 
es  competition  from  many  of  the  le;l- 
ing  names  in  electronics,  includisf 
AT&T,  IBM,  Hewlett-Packard,  Apie 
Computer,  Silicon  Graphics,  Sun  Mio 
systems.  Philips  Electronics,  and  caliv 
TV-gear  rival  Scientific-Atlanta. 

Strong  alliances  could  make  the  diffi'"- 
ence.  With  Microsoft  Corp.  and  In  1 
Corp.,  GI  is  developing  an  inter;>- 
tive  set-top  box  called  Linx,  ds 
next  year.  LinX  will  use  Intes 
80386  microchip  and  a  Windows-li? 
operating  system  from  Microso. 
Customers  will  use  it  to  fetch  7 
programs  from  a  network  serve. 
Later,  GI  plans  to  use  Microsoij 
video  server  software,  code-naml 
Tiger,  in  cable  systems  for  pictui 
phone  service  and  networked  vid) 
games.  t 
General  Instrument's  allian! 
with  Motorola  could  mark  its  firj 
foray  into  consumer  electronics.  Til 
companies  are  co-designing  a  tele^l 
sion  nicknamed  Joey  that  is  upgraf 
able  with  a  swap  of  circuit  board 
Joey  could  take  heat  off  GI,  whi(| 
like  other  makers  of  converter 
es  is  under  orders  fi"om  the  Feder 
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A  STRATEGY  fOR  GROWTH 

With  1993  revenues  of  $1 .4  billion,  General 
Instrument  is  the  world's  leading  supplier  of 
set-top  boxes  and  signal-scrambling  software 
for  cable  TV.  Here's  how  it  hopes  to  turn  that 
niche  into  big  profits  on  the  Information 
Superhighway: 

FORM  ALLIANCES  Gl  is  working  with  such 
giants  as  Intel,  Microsoft,  and  Motorola  to 
insert  its  communications  technology  into 
Information  Age  products  such  as  set-top 
"gateways"  for  shopping,  games,  and  video 
on  demand. 

GO  DIGITAL  it  can  carry  cable  operotors 
smoothly  into  the  digital  era  because  it 
already  supplies  them  with  analog  gear.  Old 
and  new  components  will  have  to  work  togeth- 
er until  the  conversion  to  digital  is  complete. 

WORK  FROM  STRENGTH  It  has  nearly 
100%  of  the  U.S.  market  for  satellite  signal 
scrambling,  and  it  hopes  to  use  that  base  to 
increase  its  share  of  the  next  leg — scrambling 
over  cable. 


nmunications  Commission  to  stop,  by 
7,  building  boxes  that  override  ad- 
iced  functions  of  TV  sets,  such  as  pic- 
e-in-picture.  With  Joey,  the  set-top 

I  would  shrivel  to  a  simple  descram- 
r.  All  advanced  capabilities  would  be 
a  product— Joey— that's  owned  by  the 
itomer,  not  by  the  cable  operator, 
iy  remains  in  the  concept  stage. 

5o  far,  these  alliances  are  generating 
re  publicity  than  profit:  While  Gl  is 
king  up  big  sales  gains,  it's  only  stait- 
:  to  penetrate  the  telecom  market.  In 
one  big  phone-company  order,  Gl  will 
rk  with  system  integrator  AT&T  on  a 
V  voice  and  data  network  for  9  million 

II  Atlantic  Corp.  customers.  S.  G.  War- 
'g  &  Co.  analyst  Yossy  Benderly  says 
!  deal  could  contribute  $1  billion  to 
revenues  by  the  end  of  the  decade, 
lanwhile,  Gl's  smaller  rival,  Scientific- 
lanta,  is  chipping  away  with  modest 
lis  with  Time  Warner,  U  S  West,  Bell- 
ath,  Ameritech,  and  MCI. 

ST-RATE  SCRAMBLER.  If  General  Instru- 
ct does  come  out  a  winner,  much  of 
!  credit  will  go  to  its  expertise  in  the 
npression  and  scrambling  of  video  sig- 
s.  Gi's  DigiCipher  system  converts 
ilog  television  into  a  digital  stream 
1  squeezes  out  90%  of  the  bits  without 
iceably  degrading  the  pictui-e.  Then  it 
ambles  the  bits  in  an  effort  to  thwart 
i  pirates.  The  result  is  a  more  secure 
stem  that  can  multiply  tenfold  the 
tnber  of  channels  over  a  cable— giving 
)le  operators  the  equivalent  of  free 
il  estate. 

Gl  has  big  plans  for  DigiCipher.  It 


wants  to  use  it  for  end-to-end  compres- 
sion and  security  for  video:  from  a  pro- 
gramming source  such  as  MTV,  up  to  a 
satellite,  down  to  a  cable  operator's 
"head  end,"  and  then  via  cable  to  a  cus- 
tomer. Gl  already  monopolizes  satellite 
scrambling  in  North  America  with  its 
analog  product,  VideoCipher.  It  wants 
to  convert  all  VideoCipher  customers 
to  DigiCipher— and  then  get  them  to 
adopt  DigiCipher  for  the  next  trans- 
mission leg  as  well,  to  the  home.  But  Gl 
isn't  trying  to  push  customers  to  adopt 


"My  goal  is  to  be  as  big  as 
Microsoft,"  says  Akerson. 
Big  talk  for  a  company  just 
one-third  that  size 


its  end-to-end  solution  by  brandishing 
exclusive  control  of  DigiCipher,  a  tactic 
that  might  run  afoul  of  antitrust  law. 
Rather,  it  is  licensing  the  key  technolo- 
gy to  companies  interested  in  making 
rival  set-top  boxes.  Even  Scientific-At- 
lanta is  in  negotiations  for  a  DigiCi- 
pher license. 

Clearly,  DigiCipher  will  never  be  the 
monopoly  champion  that  VideoCipher 
was.  Aside  from  Gl's  licensing  practices, 
it  already  has  competitors.  The  main 
one  is  MPEG  2,  a  compression  technolo- 
gy that,  unlike  DigiCipher,  was  devel- 
oped by  industry  consensus.  And  DigiCi- 


pher II  is  not  expected  to  be  available 
in  set-top  boxes  until  early  next  year, 
more  than  a  year  behind  schedule. 
Akerson  blames  the  delay  on  having  to 
attain  compatibility  with  MPEG  2,  on 
difficulties  in  circuit  design,  and  on  "fea- 
ture creep"— new  demands  placed  on 
designers. 

NEW  MARKETS.  The  coming  digital  video 
market  should  be  big  enough  for  Gl  to 
enjoy  healthy  gi'owth,  even  with  a  slip 
or  two.  European  and  Asian  countries 
are  only  now  adopting  cable  TV.  Reve- 
nue is  growing  three  times  as  fast  out- 
side the  U.  S.  as  domestically,  and  Aker- 
son believes  more  than  50%  of  Gl's  sales 
could  be  non-U.  S.  within  five  years,  up 
fi'om  25%  today. 

Don't  expect  Gl  to  settle  for  riding 
the  industry  sales  curve,  however.  That 
isn't  Dan  Akerson's  style.  Not  at  MCl, 
where  he  wrapped  the  deal  for  British 
Telecom  to  take  a  25%  stake:  "Dan  clear- 
ly grabbed  responsibility,"  recalls  his 
successor  as  MCI  president,  Gerald  H. 
Taylor.  Last  August,  Forstmann  Little 
lured  Akerson  to  Chicago  by  offering 
him  Gl's  helm  and  a  partnership  stake  in 
the  lucrative  investment  bank.  General 
Partner  Theodore  J.  Forstmann  says 
Akerson  is  doing  "an  untoppable  job" 
and  was  instrumental  in  landing  the  Bell 
Atlantic  deal. 

The  next  Microsoft?  Probably  not. 
But  Gl  has  the  positioning— and  the  pug- 
nacity—to make  a  name  for  itself  on  the 
Information  Highway. 

By  Kevin  Kelly,  with  Peter  Coy,  in 
Chicago 
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Lesson  Two 


hen  wc  introduced  the  Compaq  ProLinea, 
it  was  more  than  just  a  new  computer.  It 
was  a  whole  new  idea.  The  first  computer 
to  dehver  the  right  features  and  high  quahty  at  a 
price  that  was  affordable  for  everyone, 
And  now  we'd  like  to  build 


on  that  idea.  Introducing  our  newest 
ProLinea:  A  computer  that's  been 
designed  to  make  your  money  go  further  still. 

To  begin  with,  it's  fast.  Our  new  ProLinea 
offers  a  choice  of  Intel  processors,  right  up  to 
the  IntelDX4.  Video  is  up  to  27%  faster. 
With  support  for  a  128K  memory  cache,  you 
can  boost  speed  another  35%.  And,  should 
you  ever  thirst  for  greater  speed, 
you  can  easily  upgrade  to 
a  Pentium  OverDrive. 
But  going  taster  is  only  part  ot  our  story. 
True  to  the  Compaq  spirit,  we  made  ProLinea 
even  easier  to  use.  It  comes  pre-loaded  with 
the  latest  version  of  Microsoft  Windows,  along 
with  Tab  Works',"  which  graphically  simplifies 


the  way  you  view  and  organize  all  of  your  work. 

It  also  comes  with  built-in  Plug  and  Play 
capabilities,  bringing  new  ease  to  the  process 
of  adding  add-on  devices  and  expansion  cards. 

And  while  we  made  the  ProLinea  easier  to 
work  with,  we  also  made  it  easier  to  own.  It 
meets  Energy  Star  standards,  to  save  money 
in  the  long  run.  Better  still,  it's  priced  to  keep 
your  costs  down  today— starting  at  only  $950.' 
That,  of  course,  includes  all  the  benefits 
of  owning  a  Compaq,  from  our 
free  three-year  warrantv"  to 


our  tree 


24 -hour  helpline. 


If  you'd  like  a  demonstration  of  affordable, 
easy-to-use  power,  go  try  a  ProLinea  at  vour 
nearest  authorized  Compaq  reseller.  If,  on  the 
other  hand,  vou'd  like  to  receive  specifications 
via  fax,  just  call  1-800-345-1518,  choose  the 
PaqFax  option  and  request  document  #4032. 

It's  a  moment  in  computer  historv  every- 
one can  savor  —  as  Compaq  raises  the  value  of 
a  dollar  once  again. 

COMPAQ 


€'  199+ Compaq  OimpuUr  Corporation  All  RighlN  Rcsc  rivil  Compaq  an.l  I'roLm.  j  lUgiMir.il  U  S  Pau  nt  and  Trademark  Otin,  I'aqFax  n  a  wrviit-  mark  ol  Compaq  Compultr  Crpr.ration 
Tail  Works  ,h  a  trademark  ol  Xurcjx  Corp.iration.  Windows  is  a  trademark  ol  Mierosolt  Corporation  I'enlmm  and  the  Intel  Insiiie  logo  arc  registered  trademarks  of  Intel  Corporation  "Estimated 
selling  price;  actual  pricing  may  vary.  I'riie  quoted  refers  to  the  I'roLinea  4/B5S  Model  1  (no  hard  drive  inehided)  "Certain  restrictions  and  exclusions  may  apply  Monitors,  battery  packs 
and  certain  options  are  covered  by  a  one-year  warranty. 


HOW  TO 
MAKE  IT  PAY 


START  with  an  effective 
quality  program.  Compan- 
ies that  don't  have  the 
basics,  such  as  process  and 
inventory  controls  and 
other  building  blocks,  v^^ill 
find  a  healthy  return  on 
quality  elusive. 


:  the  I' 
current  quality  initialj 
Cost  of  warranties,  | 
prevention,  and  mor 
activities  all  count.  A/Ji 
these  against  the  retir 
delivering  a  product  r 
service  to  the  customr. 


When  the  "tx)tal  quality"  mantra 
swept  U.  S.  boardrooms  in 
the  1980s,  few  companies  re- 
sponded with  the  fervor  and  dedication 
of  Varian  Associates  Inc.  The  scientific- 
ecjuipment  maker  put  1,000  of  its  manag- 
ers through  a  four-day  course  on  quality. 
The  company's  Silicon  Valley  headquar- 
ters buzzed  with  quality-speak.  Talk  of 
work  teams  and  cycle  times  replaced 
discussion  of  electrons  and  X-rays.  There 
was  even  a  mascot.  Koala  T— a  manager 
who  wore  a  koala  costume  and  roamed 
Varian's  cafeteria  handing  out  homilies 
about  quality. 

And  it  wasn't  just  buzzwords  and 
bear  suits.  Varian  went  about  virtually 
reinventing  the  way  it  did  business— 
with  what  seemed  to  he  stunning  re- 
sults. A  unit  that  makes  vacuum  sys- 
tems for  computer  clean  rooms  boosted 
on-time  delivery  from  42%  to  92%.  The 
radiation-eciuipment-service  department 
ranked  No.  1  in  its  industry  for  prompt 
customer  visits.  The  semiconductor  unit 
cut  the  time  it  took  to  put  out  new  de- 
signs by  14  days.  W.  Edwards  Deming 


and  J.  M.  .Juran,  the  famous  manage- 
ment consultants  and  leading  prophets  of 
quality,  would  have  been  proud. 

But  while  Varian  thought  it  was  play- 
ing quality  by  the  book,  the  final  chap- 
ter didn't  feature  the  happy  ending  the 
company  expected.  Obsessed  with  meet- 
ing production  schedules,  the  staff  in 
that  vacuum-equipment  unit  didn't  re- 
turn customers'  phone  calls,  and  the  op- 
eration ended  up  losing  market  share. 
Radiation-repair  people  were  so  rushed 
to  meet  deadlines  that  they  left  before 
explaining  their  work  to  customers. 
Sure,  Varian  could  boast  about  quality. 
But  in  1990,  its  sales  grew  by  a  paltry 
3%,  to  $1.3  billion.  And  Varian  posted  a 
$4.1  million  loss  after  a  $32  million  prof- 
it in  1989.  "All  of  the  quality-based 
charts  went  up  and  to  the  right,  but 
everything  else  went  down,"  says  Rich- 
ard M.  Levy,  executive  vice-president 
for  quality. 

Levy  isn't  the  only  one  who's  dis- 
mayed. Countless  other  managers  have 
heeded  the  siren  song  of  total  quality 
management,  or  TyM,  only  to  discover 


that  quality  doesn't  necessarily  pay.\ 
Johnson  &  Johnson,  quality  teams  y 
several  product  lines  criss-crossed  it 
country,  benchmarking  against  ot*r 
companies,  but  costs  skyrocket ed.'fr 
1990,  Wallace  Co.  won  the  Malcin 
Baldrige  National  Quality  Award.  1' 
years  later,  the  oil  equipment  comp.r. 
filed  for  Chapter  11  as  the  cost  nft 
quality  progi'ams  soared  and  oil  pi'ii: 
collapsed. 

RALLYING  CRY.  Of  course,  the  quest  v. 
quality  doesn't  always  have  unhappy  f- 
suits.  Detroit,  for  instance,  finally  cam 
the  quality  wave  in  the  1980s,  ami 
hard  not  to  shudder  at  the  thoughlj^ 
how  the  Big  Three  would  be  faring  f- 
day  if  they  were  still  turning  out  Chtfer 
Citations  instead  of  Saturns.  And  mifi 
of  the  rest  of  U.  S.  industry  would  fe 
locked  out  of  the  game  in  today's  glo|l 
economy  without  the  quality  stridesSf 
the  past  few  years. 

But  at  too  many  companies,  it  tuiis 
out,  the  push  for  quality  can  be  as  bi- 
ly  misguided  as  it  is  well-intended.it 
can  be  popular  with  managers  and  thir 
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rs  retain  customers— 
vhat  drives  them  away, 
luct  detailed  surveys. 
:ast  market  changes, 
cially  qualit>'and 
product  initiatives  of 
)etitors. 


llFUCy^'  on  quality  efforts 
most  likely  to  improve 
customer  satisfaction  at  a 
reasonable  cost.  Figure  the 
link  betv/een  each  dollar 
spent  on  quality  and  its 
effect  on  customer  retention 
and  market  shore. 


Mm  successful 
programs  after  pilot-testing 
the  most  promising  efforts 
and  cutting  the  ones  that 
don't  have  a  big  impact. 
Closely  monitor  results. 
Build  word  of  mouth  by 
publicizing  success  stories. 


programs 
continually.  Measure 
results  against  anticipated 
gains.  Beware  of  the 
competition's  initiative  and 
don't  hesitate  to  revamp 
programs  accordingly. 
Quality  never  rests. 


isultants,  but  as  at  Varian,  it  can  de- 
ve  into  a  mechanistic  exercise  that 
)ves  meaningless  to  customers.  And 
ality  that  means  little  to  customers 
jally  doesn't  produce  a  payoff  in  im- 
)ved  sales,  profits,  or  market  share. 
5  wasted  effort  and  expense. 
That's  why  a  growing  number  of  com- 
nies  and  management  thinkers  are 
irting  to  refine  the  notion.  Today's  ral- 
ng  cry:  return  on  quality.  Concepts 
ih  as  better  product  designs  and  swift- 
manufacturing  aren't  being  rejected, 
t  advocates  of  the  new  theory  are 
andoning  the  narrow  statistical  bench- 
irks  worshiped  by  some  TQM  acolytes. 
5tead,  managers  are  trying  to  make 
re  that  the  quality  they  offer  is  the 
ality  their  customers  want.  And  they're 
irting  to  use  sophisticated  financial 
)ls  to  ensure  that  quality  programs 
ve  a  payoff.  Roland  Rust,  a  Vander- 
t  University  professor  of  management 
d  one  of  ROQ's  chief  apostles,  says  exec- 
ives  have  to  worry  about  only  one 
ng:  "If  we're  not  going  to  make  money 
of  it,  we're  not  going  to  do  it." 


The  ROQ  revisionism  is  attracting  a 
growing  number  of  corporate  devotees 
across  a  wide  spectrum  of  industries. 
Banking  giant  NationsBank  Corp.,  for 
example,  now  measures  every  improve- 
ment in  service,  from  adding  tellers  to 
offering  new  mortgage  products,  in 
terms  of  added  revenue.  Telecommunica- 
tions powerhouse  GTE  Corp.  is  looking 
for  quality  at  reasonable  costs.  Even 
companies  that  were  in  the  vanguard 
of  the  1980s  quality  push  are  considering 
the  benefits  of  ROQ.  "We're  trying  to 
isolate  quality  improvements  that  just 
don't  add  any  value  to  the  service  that 
is  delivered  to  the  customer,"  says  Mi- 
chael E.  Reed,  managing  director  of  op- 
erations at  Federal  Express  Corp. 

For  FedEx,  a  1990  Baldrige  recipient, 
that  has  meant  rethinking  its  original 
quality  goals.  In  its  sorting  operation, 
for  example,  FedEx  stressed  speed  over 
accuracy.  Workers  met  schedules,  but 
the  number  of  misdirected  packages 
soared  as  they  scrambled  to  meet  dead- 
lines. FedEx  eventually  fixed  most  er- 
rors, but  redirecting  each  wayward 


package  cost  it  some  $50.  Now,  the 
Memphis-based  shipper  has  eased  the 
sorting  crunch  by  investing  $100  million 
in  new  equipment  that  routes  packages 
to  various  destinations. 

ROQ  is  more  than  just  a  new  twist 
on  an  old  theme.  Many  companies  be- 
lieve that  applying  a  bottom-line  disci- 
pline to  quality  is  crucial  at  a  time  when 
the  economy  is  rebounding  and  competi- 
tion is  growing.  AT&T  CEO  Robert  E. 
Allen,  for  example,  receives  a  quarterly 
report  from  each  of  the  company's  53 
business  units  that  spells  out  quality 
improvements  and  their  subsequent  fi- 
nancial impact. 

RETURN  THRESHOLD.  Everything  from 
the  installation  of  new  technology  to 
methods  of  improving  billing  accuracy  is 
held  up  against  an  array  of  financial 
yardsticks,  such  as  potential  sales  gains 
and  return  on  capital.  Based  on  its  expe- 
rience, AT&T  has  found  that  when  cus- 
tomers perceive  improved  quality,  it 
shows  up  in  better  financial  results 
three  months  later.  "This  is  the  most 
important  thing  that  AT&T  has  ever 
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clone,"  Allen  told  a  meet- 
ing of  top  managers  the 
day  before  his  June 
board  presentation. 

To  win  approval  from 
AT&T's  top  management 
these  days,  proponents 
of  any  new  quality  in- 
itiative must  first  dem- 
onstrate that  the  effort 
will  yield  at  least  a  30% 
drop  in  defects  and  a 
10%  return  on  invest- 
ment. Ma  Bell  used 
those  criteria  last  year 
to  maintain  its  suprema- 
cy in  the  toll-free  800-number  market. 
To  reduce  service  outages— its  cus- 
tomers' biggest  complaint— AT&T  mulled 
a  vast  modernization  program.  But  it 
seemed  unlikely  that  the  staggering  $1 
billion-plus  project  would  net  enough 
new  customers  to  clear  the  10%  invest- 
ment-return threshold.  Instead,  Ma  Bell 
invested  $300  million  in  backup  power 
equipment  to  guard  against  failures  in 
its  800-number  system.  "It  isn't  the  old 
'Give  me  money  and  I'll 
fix  it'  stuff,"  says  Phil- 
lip M.  Scanlan,  a  corpo- 
rate quality  officer. 
"We're  taking  the  cost 
out  of  making  our  sys- 
tem better." 

CHASING     PRIZES.  Of 

course,  quality  was  al- 
ways supposed  to  make 
bottom-line  sense.  In  the 
Deming  and  .Juran  doc- 
trines, empowered  em- 
ployees would  make 
quicker  and  more  mar- 
ket-based decisions.  Fast- 
er and  better  manufac- 
turing processes  would 
lead  to  improved  prod- 
ucts and  broader  market 
share.  That  message  was 
popularized  by  Deming 
in  the  1950s,  and  it  soon 
became  the  cornerstone 
of  .Japanese  management 
theory.  The  quahty  theo- 
ry emigrated  to  the 
U.S.  in  the  1980s  as 
American  companies 
tried  to  duplicate  the 
Japanese  miracle. 

For  some  of  them,  in- 
cluding Motorola,  Intel, 
Hewlett-Packard,  and 
General  Electric,  excel- 
lence became  th»'  norm. 
But  others  amon^-:  the 
legions  who  followed 
Deming  came  to  confus*^ 
process  with  purpose.  ^ 


BACKIHG  OFF 
THE  BALDRIGE 


NUMBER  OF 
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APPLICATIONS 
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Quality  devotees  grew 
obsessed  with  methodol- 
ogy—cost-cutting, defect 
reduction,  quicker  cycle 
times,  continual  im- 
provement. Before  too 
long,  customer  concerns 
seemed  to  fall  by  the 
wayside. 

Quality  became  its 
own  i-eward.  Standards 
were  more  important 
than  sales.  And  compa- 
nies appeared  more 
interested  in  chasing 
pi-izes  than  profits.  Pleas- 
ing the  International  Standai'ds  Organiza- 
tion, which  sets  European  quality  stan- 
dards, became  a  paramount  concern  for 
some  companies.  Meanwhile,  Baldrige 
wannabes  often  tripped  and  fell  as  they 
tried  to  complete  an  obstacle  course  of 
requirements  that  emphasizes  process 
over  proceeds.  "There's  been  an  insuffi- 
cient focus  on  the  aspect  of  quality  im- 
provements that  will  make  the  largest 
contribution  to  overall  financial  perfor- 


WINNING  ITS  STRIPES 

Zebra  used  return-on-quality  tenets  to  make  a  low-end 
bar-code  printer  that  didn't  cannibalize  its  upscale  line 


''V  ?S  jSJ 


mance,"  admiits  Curt  W.  Reimann,  dec- 
tor  of  the  Baldrige  Quality  Award.  , 
The  new  focus  on  the  relationshiib 
tween  quality  and  financial  returns  % 
have  its  detractors.  Critics  say  it's  jit 
smokescreen  behind  which  compr^it 
are  cutting  back  on  their  quality  eft  " 
A  healthier  economy  and  rising 
may  be  prompting  them  to  slack  ok 
the  costly  discipline  of  TQM.  And  sv. 
companies— Hewlett-Packard  airr 
them— argue  it's  a  mistake  to  tal 
bean-counter's  view  of  something  as  ; 
damental  as  quahty.  Yes,  HP  make;- 
decisions  about  quality  based  on  si  : 
business  considerations.  But  that  dot 
mean  it  takes  out  a  calculator  e\; 
time  it  launches  a  quality  program.  " , 
ing  that  this  is  a  quality  move  and  : 
is  what  it's  worth  is  like  saying,  'W'l 
my  left  lung  worth?' "  says  Richari  I . 
Vitt,  director  of  corporate  quality,  "t,: 
ity  is  intrinsic  to  our  whole  busines:' 
IRONING  IT  OUT.  To  its  advocates,  vj  i  ■■. 
about  getting  companies  back  to  sent 
thing  that's  equally  intrinsic  to  e\-<\ 
one's  business:  customer  focus.  Insts 
of  talking  about  atlrii 
ing  new  cu.stomers  \v. 
dazzling  statistical  > 
plays  of  quality,  > 
emphasizes  customer-e 
tention.  After  all,  A- 
ing  more  to  existu 
customers  is  a  cheae 
way  to  build  mai'C- 
share  than  luring  1)>! 
ness  away  fi"om  comia 
itors.  "Customers  artir 
economic  asset.  The;'; 
not    on    the  bala.'t 
sheet,  but  they  slnil< 
be,"  says  Claess  Fon  ll 
a  University  of  Mic 
gan  professor  who  i  ; 
leading  ROQ  advoc;? 
Extensive  surveyij 
perhaps  even  in\  ii  . 
customers  into  des 
and  production  proc( 
es,    helps  compan 
identify  the  key  fact 
that  affect  custome 
buying  decisions. 

One  company  thj 
looking  closely  at  h 
and     why  custom 
choose  to  buy  is  Pron 
Co.,  the  Memphis-ba.'|c 
hotel  and  gaming  ccl- 
pany.  When  it  wanted!) 
lure  more  customers© 
its  Hampton  Inns  chin, 
Promus  decided  to  ofr 
guaranteed  refunds  o 
any  customers  dissai?- 
fied  with  their  stays  r 
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GOOD-BYE  TO 
BUZZWORDS 

Once  obsessed  with 
quality-speak  and 
production  deadlines, 
scientific-equipment 
maker  Varian  now  takes 
the  time  to  think  through 
sawier,  cost-effective 
solutions  for  customers 


/  reason.  Refunds  totaled  a  mere  $1.1 
llion  in  1993  for  Hampton  Inns.  But 
est  surveys  showed  that  the  pohcy 
.s  pretty  persuasive.  Promus  reckons 
;  program  brought  in  an  additional 
I  million  in  revenue  for  the  Hampton 
iin  last  year.  An  added  bonus:  higher 
iployee  morale.  With  everyone  fi"om 
lids  to  front-desk 
:rks  empowered  to 
ant  refunds,  employee 
)  satisfaction  climbed 
iadily.  Turnover  at  the 
ain  fell  to  50%  last 
ar,  from  117%  three 
ars  ago. 

The  refund  program 
io  helped  Pi'omus  iden- 
y  guests'  chief  annoy- 
ces.  One  of  the  biggest 
mplaints  at  its  Embas- 

Suites  Inc.  chain  was 
lack  of  irons  and  iron- 
l  boards.  Promus  had 
vays  staffed  its  hotels 
th  service  people  who 
ent  their  entire  time 
Tying  irons  from  room 

room.  But  no  amount 

coaching  or  planning 
uld  move  the  irons 
St  enough  to  satisfy 
mand. 

Then,  Promus  ran 
me  numbers.  At  a  cost 
roughly  $80,  the  chain 
uld  put  a  board  and 
)n  in  every  Embassy 
lites  room.  By  depre- 
iting  the  expense  over 
ur  years,  the  cost 
)uld  average  some  $20 


a  room— a  mere  $475,000  per  year  on  the 
expense  side  of  the  ledger.  "We  have  lit- 
erally no  problems  now  from  an  area 
that  was  one  of  the  largest  complaint 
generators,"  says  Mark  C.  Wells,  Pro- 
mus' senior  vice-president  for  marketing. 

Listening  to  customers  is  the  easy 
part.  Doing  what  they  want  without 


HOW  COMPANIES  ARE  RETHINKING  QUALITY 

A  growing  number  of  companies  are  focusing  their  efforts  to  improve 
quality  on  measures  that  produce  tangible  customer  benefits  while 
lowering  costs  or  increasing  sales.  Among  them: 

AT&T  Telecommunications  giant  measures  all  quality  programs  in  terms 
of  financial  returns.  Demands  at  least  1 0%  return  on  quality  investments. 

UPS  Instead  of  stressing  prompt  delivery  at  any  cost,  the  company  is  giv- 
ing drivers  free  time  to  talk  with  customers.  The  hand-holding  improves 
customer  relations  and  helps  develop  sales  leads.  UPS  figures  the  drivers 
could  produce  millions  in  additional  sales. 

FEDERAL  EXPRESS  Rather  than  just  pushing  workers  to  meet  strict 
package-sorting  goals,  FedEx  is  investing  in  sorting  equipment.  The 
company  hopes  to  cut  down  on  misdirected  packages,  which  can  cost  it 
$50  a  piece. 

GTE  After  setting  up  program  to  encourage  questions  and  suggestions, 
GTE  found  customers  who  called  and  complained  were  also  more  likely 
to  drop  cellular  service.  GTE  upgraded  system  to  stop  complaints  in  the 
first  place. 

VARIAN  ASSOCIATES  The  company  studied  hundreds  of  different 
methods  to  reduce  the  time  it  takes  to  set  up  its  radiology  equipment  in 
hospitals.  One  solution:  a  different  way  to  package  cable  equipment 
that  both  saved  Varian  money  and  speeded  up  unpacking. 

ZEBRA  TECHNOLOGIES  Introduced  a  new  low-end  printer  to  keep 
customers  happy.  But  company  designed  the  $1,495  equipment  so  that  it 
couldn't  be  upgraded  and  compete  with  its  high-end  product,  which  sells 
for  $1,995.  

DATA:  BUSINESSWEEK 


spending  into  oblivion  can  be  difficult. 
After  its  dispiriting  experiences  with 
TQM,  Varian  has  focused  on  finding  less 
expensive  ways  to  please  customers  and 
boost  quality.  When  customers  com- 
plained about  the  long  time  that  was 
needed  to  set  up  its  radiology  equip- 
ment at  hospitals,  the  company  didn't 
just  send  out  an  army 
of  installers,  as  it  would 
have  in  the  old  days. 
Varian  took  its  time 
identifying  several  hun- 
dred possible  solutions, 
ranging  from  the  way  it 
shipped  products  to  how 
they  were  installed. 
BONDING.  In  the  end, 
Varian  changed  many  of 
its  procedures.  For  ex- 
ample, it  decided  to  ship 
cables  in  plastic  bags 
rather  than  the  "pop- 
corn" filler  it  had  been 
using.  That  saved  30 
minutes  of  cleanup  time. 
The  company  also  rede- 
signed key  parts  to 
make  them  fit  together 
more  easily.  Varian's 
customers  were  delight- 
ed. The  changes  saved 
95  hours  in  setup  time, 
worth  as  much  as 
$50,000  per  order  to 
hospitals.  Varian  also 
saved  $1.8  million  a 
year.  "Everything  we 
do,  we  do  because  it 
makes  good  business 
sense,"  says  Levy. 
ROQ  also  means  that 
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companies  have  to  learn  when  not  to 
listen  to  customers.  GTE  spent  $2  million 
in  1989  to  launch  a  "customer  bonding" 
program  designed  to  respond  to  custom- 
ers who  called  with  complaints  or  ques- 
tions about  cellular-phone  service.  But 
the  bonding  program  raised  unrealistic 
expectations  among  customers,  who  sug- 
gested that  GTE  offer  everything  fi'om 
on-line  yellow  pages  to  psychic  hot  lines. 
And  a  survey  found  that  customers 
were  still  likely  to  cancel  after  calling  to 
complain.  After  studying  its  cellular  sys- 
tem, GTE  decided  that  what  it  really 
needed  to  do  was  improve  its  switch- 


end  $1,995  model,  which  is  faster  and 
can  print  on  different  kinds  of  materials. 
The  result:  The  new  Stripes  printer 
helped  Zebra's  sales  climb  47%  last  year, 
and  margins  on  the  new  printer  match 
those  from  Zebra's  original  line. 

Rethinking  quality  can  force  some 
companies  to  abandon  cherished  beliefs. 
United  Parcel  Service  Inc.,  for  example, 
had  always  assumed  that  on-time  deliv- 
ery was  the  paramount  concern  of  its 
customers.  Everything  else  came  sec- 
ond. Before  long,  UPS's  definition  of  qual- 
ity centered  almost  exclusively  on  the 
results   of   time-and-motion  studies. 


RINGS  TWICE 

Its  customers  want 
more  face-to-face 
contact  with  drivers. 
The  delivery  giant  is 

also  looking  at 
package  design  to 
reduce  breakage.  This 
test  determines  how 
much  weighta  dropped 
box  can  handle 


ing  to  stop  complaints  in  the  first  place. 

Proponents  argue  that  ROQ  tenets 
can  be  applied  across  a  company's  oper- 
ations, from  personnel  policies  to  prod- 
uct development.  Consider  tiny  Zebra 
Technologies  Corp.,  a  Vernon  Hills  (111.) 
maker  of  bar-code  printers.  Zebra  had 
developed  a  reputation  among  custom- 
ers as  a  manufacturer  of  high-quality, 
top-of-the-line  printers.  But  the  compa- 
ny also  saw  a  lot  of  sales  potential  in 
the  low-end  portion  of  the  marketplace. 
A  low-priced,  low-frills  printer  was  a 
cinch  to  make.  But  such  a  model  would 
pose  two  ri-sks:  It  might  tarnish  Ze- 
bra's image  of  quality  with  its  custom- 
ers. Worse,  it  might  cannibalize  the  ex- 
isting product  line. 

CHERISHED  BELIEFS.  The  solution?  Zel)ra 
came  up  with  a  no-frills  version  with  a 
plastic  housing  that  pleased  its  clients. 
But  it  didn't  give  away  the  store:  It 
made  sure  that  the  stripped-down  $1,49.5 
printer  couldn't  be  upgraded,  to  ensure 
that  it  wouldn't  compete  with  its  high- 


Knowing  the  average  time  it  took  eleva- 
tor doors  to  open  on  a  certain  city  block 
and  figuring  how  long  it  took  people  to 
answer  their  doorbells  were  critical  parts 
of  the  quality  equation.  So  was  pushing 
drivers  to  meet  exacting  schedules.  UPS 
even  shaved  the  corners  off  delivery- 
van  seats  so  drivers  could  slip  out  of 
their  trucks  more  easily.  All  next-day 
packages  had  to  be  delivered  the  next 
day  by  10:30  in  the  morning. 

The  problem  was,  UPS  wasn't  asking 
its  customers  the  right  questions.  Its 
surveys  barraged  clients  with  queries 
about  whether  they  were  pleased  with 
UPS's  delivery  time  and  whether  they 
thought  the  company  could  be  speedier. 
When  UPS  recently  began  asking  broad- 
er questions  about  how  it  coukl  improve 
service,  it  discovered  that  clients  weren't 
as  obsessed  with  on-time  delivery  as 
previously  thought. 

The  biggest  surprise  to  UPS  manage- 
ment: Customers  wanted  more  interac- 
tion with  drivers— the  only  face-to-face 


contact  any  of  them  had  with  the  coij 
ny.  If  drivers  were  less  harried  fcd 
more  willing  to  chat,  customers  c|]i 
get  some  practical  advice  on  shipiaj 
"We've  discovered  that  the  highest-rie 
element  we  have  is  our  drivers,"  ^\ 
Lawrence  E.  Farrel,  UPS's  service-qucy 
manager.  "Now,  we're  viewing  drivei^- 
more  of  an  asset  than  a  cost."  (i 

In  a  sharp  departure,  the  compares, 
encouraging  its  62,000  deHvery  drilfs' 
to  get  out  of  their  trucks  and  visit 
tomers  along  with  salespeople.  It 
aUows  drivers  an  additional  30  minu 
day  to  spend  at  their  discretio 
strengthen  ties  with 
tomers  and  perhaps  b] 
in  new  sales.  Deli 
quotas  are  important.  It' 
now,  UPS  is  willing  to 
extra  drivers  so  that 
ers  can  be  freed  to  s; 
time  with  customers 
an  added  incentive, 
is  paying  drivers  a  s; 
commission  for  any  s; 
leads  they  generate 
program  has  cost  i' 
$4.2  million  in  drivi 
time  so  far  this  year   t  *^™ 
has  generated  "tens  f'''^^ 
millions  of  dollars"  in  i  ^ 
enue,  says  Farrel.  '"^^^ 
NO  PROOF.  It  may  b 
while  before  compar  i^y 
get  it  right.  ROQ  me 
urements  can  be  m  - 
deningly  inexact.  Am(  ^  " 
the  uncertainties:  H  \! 
much   of   a   return  B 
enough?  How  fast  cai  i ' 


company  expect  a  p 


as. 


off?  "You  build  evidence,  but  you  c£  [ 
claim  proof,"  says  Eugene  Nelson,  dir  i '' 
tor  of  quality-education  measuremc 
at  Dartmouth-Hitchcock  Medical  C 
ter  in  Lebanon,  N.  H.  And  the  n 
quality  revolution  depends  heavily 
customer    surveys,    which,    as  L 
learned,  can  be  misleading  if  they 
not  carefully  designed  and  executed 

And  there  isn't  a  lot  of  help  c 
there.  Major  consulting  firms,  such 
Andersen  Consulting,  Booz  Allen 
Hamilton,  and  Ernst  &  Young,  still  de 
into  their  efforts  to  "reengineer"  Corj 
rate  America,  are  just  now  turni 
some  attention  to  ROQ.  Many  mana; 
ment  experts  believe  companies  have 
rethink  their  basic  operations  befo 
addressing  return  on  quality.  "If  y 
initiate  a  quality  program  with  peo} 
who  are  obsolete,  you  make  them  ve 
good  obsolete  people,"  says  Anders 
associate  partner  Leonid  Lipchin. 

Still,  some  management  thinkers  a 
building  thriving  businesses  as  th 
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ead  the  ROQ  gospel.  Michigan  profes- 
Fornell  runs  an  Ann  Arbor  consult- 
firm,  Anjoy  QSC,  that  boasts  60  full- 
e  consultants,  offices  in  four 
ntries,  and  25  multinational  clients 
t  include  UPS,  Oldsmobile,  and  IBM 
•ope.  In  October,  Fornell,  the  Univer- 
'  of  Michigan,  and  the  American  So- 
;y  for  Quality  Control,  an  associa- 
I  of  corporate  quality  managers,  will 
rt  publishing  a  Customer  Satisfac- 
1  Index  that  will  measure  quality 


improvements  in  40  different  industries 
against  returns  on  investment.  Fornell 
has  designed  a  similar  system  for  the 
government  of  Sweden,  which  uses  it 
as  an  economic  indicator.  Meanwhile, 
Vanderbilt's  Rust  has  formed  his  own 
consulting  firm,  Strategic  Profit  Sys- 
tems, and  is  marketing  ROQ  software 
that  forecasts  long-term  economic  re- 
turns from  quality  improvements. 

That  eye  on  financial  results  keeps 
quality  programs  from  running  amok. 


ROQ  proponents  argue.  And  for  the  first 
time  since  Doming  launched  the  quality 
imperative,  companies  can  start  devel- 
oping precise  tools  to  measure  results. 
With  a  well-implemented  return-on-qual- 
ity program,  they  can  get  more  than  a 
sense  of  a  job  well  done  and  the  opportu- 
nity to  spout  lofty  rhetoric  about  valuing 
their  customers.  They  can  get  the  kind 
of  results  that  they  can  take  to  the  bank. 

By  David  Greising  in  Atlanta,  with 
bureau  reports 


SELLING  A  BRIGHT  IDEA— ALONG  WITH  THE  KILOWAHS 


ivei 


Jy  the  time  Florida  Power  & 
Light  Co.  became  the  first  U.  S. 
company  to  capture  Japan's 
•estigious  W.  E.  Deming  Prize  in  1989, 
le  Miami-based  utility  had  become  a 
nd  of  mecca  for  Corporate  America's 
lality  mavens.  Visitors  marveled  at 
'L's  quality  department,  numbering 
)  staffers.  And  they  were  awestruck 
/  the  utility's  1,800  quality-improve- 
ent  teams.  "We  had  checkers  check- 
g  checkers  in  everything  we  did," 
lys  J.  Thomas  Petillo,  then  an  execu- 
ve  in  the  quality  office. 
In  the  end,  however,  FPL  kept  better 
lbs  on  quality  than  it  did  on  its  basic 
asiness.  The  utility's 
anagers,  preoccupied 
ith  such  quality  issues 
5  timely  billing  and 
reventing  downed 
Dwer  lines,  woke  up 
K)  late  to  the  popula- 
on  explosion  in  south- 
n  Florida  and  the  sud- 
en  surge  in  demand 
>r  power.  FPL  had  to 
uy  electricity  from 
earby  utilities.  It  even 
ad  to  initiate  rolling 
rownouts  to  conserve 
ower.  The  year  it  won 
16  Deming,  fpl's  prof- 
s  fell  8%,  to  $412  mil- 
on,  even  though  its 
svenues  climbed  13%, 
)  $5.3  billion. 
UKING  CURE.  With  re- 
ults  like  that,  many 
Dmpanies  would  have 
limed  out  the  lights 
n  quality  programs.  Not  FPL.  Instead, 
he  utility  revamped  its  entire  quality 
pproach— this  time  with  an  emphasis 
n  cost  reduction.  Nowadays,  fpl's 
ottom  line  is  much  brighter.  Its  prof- 
s  rose  23%  last  year,  to  $572.4  mil- 
on.  And  building  on  its  reputation  as 
Deming  winner,  FPL  has  launched  a 
hriving  return-on-quality  consulting 
lusiness.  fpl's  Qualtec  Quality  Ser- 


vices Inc.  unit  has  52  consultants,  an- 
nual billings  of  more  than  $13  million, 
and  a  list  of  100  clients  worldwide, 
from  U  S  West  Inc.  to  Britain's  Nucle- 
ar Electric  PLC. 

Qualtec's  approach  is  straightfor- 
ward. First,  it  tries  to  persuade  man- 
agers to  throw  out  their  old  views  of 
quality.  The  consultants  break  up  man- 
agement—from top  executives  through 
midlevel  managers— into  groups  to  talk 
about  quality  and  how  it  should  be 
used  only  as  a  means  to  produce 
healthier  results.  The  message  is 
spread  through  teams  made  up  of  man- 
agers and  blue-collar  workers.  Then, 


with  everyone  in  agreement  on  how 
to  define  quality,  Qualtec  does  a  top-to- 
bottom  review  of  the  way  a  company 
operates,  identifying  potential  quality 
improvements  that  could  yield  finan- 
cial benefits. 

At  American  President  Cos.,  a  ship- 
ping company  based  in  Oakland,  Calif., 
Qualtec  consultant  Joe  L.  Webb  made 
three  transpacific  voyages  before  sin- 


gling out  45  processes  that  were  key 
to  keeping  American  President's  ships 
running  smoothly.  Of  those,  Webb  fig- 
ured that  25,  including  loading  cargo 
and  meeting  schedules,  were  critical 
to  customers— and  therefore  likely  can- 
didates for  quality  improvements.  Since 
then,  Webb  has  recommended  a  num- 
ber of  measures,  such  as  streamlining 
paperwork  to  reduce  the  time  it  takes 
customs  officials  to  clear  cargo. 
"TURBO  TEAMS."  Not  all  of  Qualtec's 
consultants  have  time  for  cruises.  As 
more  companies  look  for  tangible  pay- 
offs from  quality,  they  are  also  de- 
manding speedier  results.  "Twelve  to 
18  months?  Surely  you 
can  do  better  than 
that"  is  the  common  re- 
fi-ain  from  clients,  says 
Petillo,  now  Qualtec's 
president.  In  response, 
Qualtec  has  formed 
"turbo  teams"  of  con- 
sultants and  managers 
to  develop  quality  pro- 
grams in  a  matter  of 
weeks,  not  months. 
Gauging  the  financial 
impact  of  quality  im- 
provements is  still  a 
challenge.  To  help  its 
clients,  Qualtec  is  de- 
veloping new  comput- 
er software  to  measure 
the  cost  of  quality 
against  projected  finan- 
cial results,  such  as 
sales  and  return  on 
capital. 

As  for  the  old  Dem- 
ing process  that  FPL  once  championed, 
Petillo  thinks  it  still  has  merits.  But 
even  the  Japanese  quality  devotees  he 
sees  these  days  are  no  longer  blind  to 
cost.  Japan's  weakened  economy  has 
seen  to  that.  "Before,  the  Japanese 
wouldn't  talk  about  cost,"  says  Petillo. 
"Now  they  understand."  It's  a  revela- 
tion that  Qualtec  is  helping  to  spread. 

By  David  Greising  in  Atlanta 
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THEY  SAID,  HE  SAID 
AT  KIDDER  PEABODY 


The  firm's  report  is  expected  to  say  Joseph  Jett  acted  on  his  own 


The  Kidder,  Peabody  &  Co.  trading 
scandal  has  not  always  been  easy 
Lo  follow.  Yet  amid  the  welter  of 
charges,  countercharges,  forced  resigna- 
tions and  general  trauma,  two  alternate 
versions  of  reality  have  been  emerging. 
Kidder  claims  that  Kidder  Treasury 
bond  trader  .loseph  Jett,  unbeknownst 
to  superiors,  conducted  a  series  of  phan- 
tom trades  that  caused  Kidder  parent 
General  Electric  Co.  to  report  a  $210 
million  loss.  Jett  claims  that  his  trad- 
ing was  directed  hy  senior  executives. 

Now,  the  conflict  seems  to  be  com- 
ing to  a  head.  Kidder's  internal  investi- 
gation of  the  fiasco  by  attorney  Gary 
G.  Lynch  is  due  to  be  released  in  the 
first  week  of  August.  His  conclusion  is 
expected  to  support  Kidder's  position. 
Lynch  declined  comment. 

Jett,  meanwhile,  has  been  telling  his 
side  of  the  story  to  the  office  of  the 
U.  S.  Attorney  for  the  Southern  District 
of  New  York.  People  who  are  familiar 


Jett  is  telling  the  feds 
that  his  bosses 
directed  his  trades 


with  his  account  say  he 
claims  that  the  main  pur- 
pose of  his  trades— which 
involved  "stripping"  Trea- 
sury bonds  into  separate 
interest  and  principal 
payments,  doing  "for- 
ward" trades  of  the 
strips,  and  then  "recon- 
stituting" those  strips 
back  into  bonds— was  to 
reduce  the  assets  on  Kid- 
der's bloated  balance 
sheet  to  comply  with  lim- 
its mandated  by  GE. 
These  trades,  though,  de- 
pleted his  inventory  of 
Treasury  bonds.  Jett  is 
saying  that  he  then  en- 
gaged in  a  series  of  "prof- 
it-neutral" trades  to  re- 
cover his  inventory.  Jett 
is  alleging  that  the  elaborate  scheme 
was  invented  by  fixed  income  chief  Ed- 
ward Cerullo.  The  U.  S.  Attorney's  office 
had  no  comment. 

"PREPOSTEROUS."  Kidder  disparages 
Jett's  version.  "The  notion  that  Mr.  Jett 
engaged  in  his  forward  strip  and  recon 
trades  for  the  good  of  the  firm  is  pre- 
posterous," says  John  M.  Liftin,  Kidder 
Peabody's  general  counsel.  Liftin  says 
the  forward  trades  were  done  "solely  to 
create  the  appearance  of  profit  for  Mr. 
Jett's  benefit." 

Cerullo  also  strongly  rebuts  Jett's  al- 
legations. "To  think  I  went  to  Joe  Jett 
and  said  this  is  how  you  do  it  [shrink 
the  balance  sheet)— absolutely,  positively 
not,"  says  Cerullo. 

Jett  has  refused  to  talk  to  Lynch, 
says  George  Sard,  Jett's  spokesman. 
Lynch  is  representing  Kidder  in  salary 
arbitration  against  him. 

But  the  Lynch  report  will  undoubt- 
edly carry  far  more  weight  than  Jett's 


recollections.  Lynch  has  Kidder's  trait' 
records,  not  to  mention  exhaustive  tst;- 
mony,  to  back  up  his  findings.  And  cer 
if  Lynch  is  being  paid  by  Kidder.ai- 
sterling  reputation  is  on  the  line  (tx 
Jett,  in  contrast,  does  not  even  fyt  r 
his  red  book,  the  handwritten  recor|i))  " 
the  trades  in  his  government-bond  ftic 
ing  area,  say  sources.  Further,  Jett^ 
loner  who  appears  to  have  few  allidtf 
corroborate  his  story.  I 

Still,  while  there  are  some  serjiiuf'*^ 
flaws  in  Jett's  story,  which  has  not  fler  *! 
told  in  detail  before  now,  in  someire'J 
spects  it  seems  plausible  and  jibes 
some  comments  from  Kidder  execut 
Kidder,  for  instance,  acknowledges 
it  "sometimes  takes  steps  to  bring 
size  of  its  balance  sheet]  into  line  Itf 
management's  view  of  appropriate  Sv' 'J 
els."  Kidder  says  this  is  "perfeMf 
legitimate."  ^ 

Jett's  account,  say  people  who  Ifvi'* 
talked  to  him,  begins  a  year  ago.  Bdter  '^ 
the  end  of  the  third  quarter  of  ]|?3^ 
he  says,  Cerullo  came  up  with  a  dnr'^ 
plex  way  to  shrink  assets  by  recokr" 
tuting  Jett's  inventory  of  strips  Bf^s 


GARY  LYNCH— 
'JUST  THE  FACTS 
MA'AM' 


Jlion 

B7 


m 


Gary  G.  Lynch  epitomizes  tl: 
person  you'd  expect  to  bi 
gating  some  of  the  bigg< 
high-profile  scandals  on  Wall  Stre 
times  compared  to  Dragnet's  Jo( 
Lynch  is  widely  regarded  as  a 
facts"  kind  of  guy.  His  intensit 
helped  bring  down  such  flamboyai 
ters  as  Ivan  F.  Boesky  and  Micha^  R 
ken  in  the  1980s,  verges  on  the  c 
Yet  Lynch,  a  partner  at  tony  N 
based  Davis  Polk  &  Wardweli,  sol  v.' 
drive  with  a  low-key,  unflappable,  ;  .1 
would  say,  plain-vanilla  style.  Hi  li 
collecting  fountain  pens.  "It's  sor  h 
can  collect  and  use  at  the  same  ti  .1 
the  44-year-old  former  chief  of  enf  ■« 
at  the  Securities  &  Exchange  Cor 

It  is  this  practicality  that  lec  ! 
Peabody  &  Co.  to  hire  Lynch  in  A]  I 
to  the  bottom  of  the  firm's  gov  t 
trading  scandal.  With  an  unlimite-  )! 
Lynch  has  been  combing  through  c  - 
and  interviewing  dozens  of  curren] 
mer  Kidder  employees  to  find  out 
er  Joseph  Jett  allegedly  created 
its  and  how  his  scheme  appare 
undetected  by  his  superiors.  "It's 
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ids.  Because  of  the  peculiarity  of  Kid- 
's accounting  system,  sources  say, 
lut  $20  billion  in  strip  assets  were 
verted  to  $5  billion  in  bond  assets 
ough  recon  trades.  That's  because 
h  principal  and  future  interest  pay- 
nts  of  strips  had  to  be  accounted  for 
the  balance  sheet  while  only  principal 
junts  had  to  be  accounted  for  in  val- 
g  bonds. 

Jut  that  left  Jett  with  a  problem.  To 
business  with  customers  who  buy 
ps,  he  needed  to  get  his  strip  inven- 
y  back.  This  is  why  in  Jett's  account 
was  allowed  by  superiors  to  do  a 
ond  series  of  trades.  One  trade  in- 
ved  selling  strips  forward,  or  for  fu- 
e  delivery.  This  converted  Jett's  $.5 
ion  inventory  of  bonds  back  into  his 
I  billion  in  strip  inventory.  These 
ies  generated  paper  losses.  But  these 
;es  were  offset.  Jett  at  the  same  time 
ight  forward  a  number  of  recon 
des,  which  generated  paper  profits. 
^.Ithough  the  scheme  worked  for  the 
"d  quarter  of  1993,  according  to  Jett's 
ount,  troubles  arose  during  the  next 
)  quarters.  Cerullo  asked  Jett  to  re- 
•,e  his  strip  inventory  by  about  $15 
ion  to  avoid  asking  the  highly  profit- 
e  mortgage-backed  securities  opera- 


tion to  liquidate  assets.  Cerullo  also  told 
Jett  that  Kidder  was  starting  negotia- 
tions with  foreign  banks  for  a  large  loan, 
so  Jett  would  have  to  reduce  assets  for 
an  extended  period,  sources  say.  Reduc- 
ing assets  would  increase  Kidder's  re- 
turn on  assets,  which  was  a  key  barom- 
eter of  financial  health  to  the  banks. 
In  January,  though,  Jett  could  not 


Cerullo  denies  master- 
minding Jett's  moves 

get  his  inventory  back.  Kid- 
der, according  to  Jett's  ac- 
count, worried  that  that  would 
cause  the  balance  sheet  to  in- 
crease again  during  the  quar- 
ter. Jett,  thus,  had  to  keep 
extending,  or  not  settling, 
Ijoth  his  forward  strip  and  for- 
ward recon  positions. 
SCAPEGOAT?  Then,  disaster 
struck  at  the  end  of  the  first 
quarter,  Jett  is  saying. 
Sparked  by  a  big  hike  in 
interest  rates  in  early  Febru- 
ary, Kidder  started  to  have 
trouble  financing  its  huge 
mortgage  inventory.  At  the 
same  time,  Kidder  was  hit  by 
losses  in  the  collapse  of  Askin  Capital 
Management,  a  customer  of  Kidder's. 
The  firm  was  so  desperate  to  shift  as- 
sets off  the  balance  sheet  before  the 
quarter's  end,  according  to  Jett's  story, 
that  the  back  office  staff  had  to  come  in 
to  Kidder's  offices  over  the  weekend. 
The  staff,  though,  was  unable  to  enter 
trades  that  were  done  in  the  first  quar- 


to Kidder  Peabody  that  the  facts 
it,  for  better  or  worse,"  says  Kid- 
leral  Counsel  John  M.  Liftin,  not- 
t  the  inquiry  is  costing  Kidder 
million  dollars.  "Gary  is  very 
h,  very  intense,  and  demands  full 
Lion  from  everybody.  He  controls 
istigation." 

h  declines  to  discuss  his  probe 
lis  internal  report  is  released  in 
ogust.  But  whatever  it  says,  with 
Kidder  has  acquired  a  degree  of 
ity  that  will  be  critical  in  deci- 
ty  regulators  and  prosecutors 


about  whether  to  charge  the  firm  or  its 
management  with  wrongdoing.  "When 
he  thinks  there's  a  problem,  you  can 
pretty  much  take  it  to  the  bank,"  says 
former  sec  Commissioner  Joseph  A. 
Grundfest. 

Lynch's  judgment  is  deemed  sufficient- 
ly solid  that  he  is  up  to  his  suspenders  in 
troubled  Wall  Street  clients.  Aside  from 
Kidder,  Lynch  is  juggling  work  for  sever- 
al other  firms— including  Prudential  Se- 
curities, Men'ill  Lynch,  and  Nomura— bat- 
tling allegations  of  securities  law 
violations.  In  addition,  Lynch  handles  mat- 
ters for  Morgan  Stanley  & 
Co.  and  Donaldson,  Lufkin 
&  Jenrette  Securities  Corp. 
NO  REGRETS.  Lynch's  ubiq- 
uitousness  stems  also  from 
his  13  years  with  the  SEC— 
the  last  four  as  enforce- 
ment chief.  During  that 
time.  Lynch  honed  his 
skills  as  a  first-rate  gum- 
shoe, unraveling  elaborate 
financial  plots  at  firms  such 
as  now-defunct  Drexel 
Burnham  Lambert  Inc.  He 
helped  craft  groundbreak- 
ing agreements  for  infor- 
mation-swapping with  for- 
eign law  enforcers.  And 
Lynch  forged  ties  with  in- 
fluential lawyers,  prosecu- 
tors, and  corporate  officials. 
"He's  clearly  well-connect- 


ed," says  New  York  defense  lawyer  An- 
drew J.  Levander. 

Like  others  before  him,  Lynch  now 
represents  the  same  people  and  institu- 
tions he  once  pursued  while  in  govern- 
ment. He  says  that  he  has  had  no  re- 
grets about  his  move  in  1989  to  a  cushy 
corner  office  at  Davis  Polk— leaving  be- 
hind a  government  salary  for  one  well 
into  the  six  figures.  "I  actually  think  I 
have  a  very  ethical  client  base,  so  I 
don't  have  a  problem,"  says  Lynch. 

But  some  lawyers  suggest  that  the 
spiderlike  6-foot,  1-inch  Lynch  may  not  be 
as  adept  in  the  role  of  corporate  counsel 
as  he  was  as  law  enforcer.  These  critics 
point  to  the  $330  million  settlement 
Lynch  helped  negotiate  for  Prudential 
Securities  Inc.  last  October.  The  settle- 
ment isn't  capped,  meaning  that  Pi'uden- 
tial  must  fund  it  as  needed  indefinitely; 
the  statute  of  limitations  was  waived,  so 
investors  who  allege  they  were  ripped 
off  many  years  ago  can  bring  action 
against  the  firm;  and  Prudential  could 
still  face  possible  criminal  charges. 

Lynch  and  other  lawyers  who  worked 
on  the  deal  defend  it,  noting  that  not 
only  did  it  put  to  rest  sec  allegations  of 
fraud  but  also  future  actions  in  all  50 
states.  "You  do  what  you  have  to  do," 
says  Lynch.  "A  settlement  had  to  be 
reached,  and  these  were  the  best  terms 
we  could  arrive  at." 

Sounds  a  lot  like  Joe  Fi-iday. 

By  Linda  Himelstein  in  New  York 
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ter  in  the  second  quarter,  which,  Jett  is 
saying,  put  Kidder  in  violation  of  the 
Security  &  Exchange  Commission's  net 
capital  rules.  Both  Kidder  and  the  SEC 
deny  Kidder  was  in  violation. 

Jett  is  saying  that  the  fiiTn  decided  to 
pin  the  huge  losses  suffered  by  the  high- 
ly visible  mortgage  department  on  him. 
Thus,  he  was  forced  to  liquidate  many  of 
his  forward  recon  positions,  which  creat- 
ed $100  million  in  losses. 

There  is  plenty  of  room  for  skepti- 
cism of  Jett's  account.  Four  accounting 


 I 


experts  interviewed  by  business  week 
say  they  doubt  important  aspects  of  Jet- 
t's account.  If  Jett's  version  was  accu- 
rate, they  say,  Kidder  would  be  guilty  of 
using  questionable,  and,  in  some  cases, 
inappropriate  accounting  procedures.  Jet- 
t's defense  "sounds  like  total  double 
talk,"  says  Donald  J.  Kirk,  an  accounting 
professor  at  Columbia  University's  busi- 
ness school. 

Specifically,  the  experts  doubt  Jett's 
assertion  that  Kidder's  accounting  sys- 
tem could  have  allowed  such  a  huge  dis- 


crepancy between  how  bonds  and  stp< 
are  accounted  for.  They  say  it  is  hiji; 
improper,  in  accounting  for  strips,  t«- 
elude  on  the  balance  sheet  the  erm 
future  stream  of  interest  payment,  ft 
total  baloney,"  says  the  chief  accounpi 
of  a  Wall  Street  firm. 

Foi-  all  its  possible  defects,  Jett's  41 
ry  is  certainly  intriguing.  The  big  i&j( 
now  is  whether  the  Feds  will  buy  it 

By  Leah  Nathans  Spiro,  with  Li 
Himelstein  in  New  York  and  Micii 
Schroeder  in  Washington 
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WERE  THERE  BLIND  SPOTS 
IN  NOMURA'S  OVERSIGHT? 


The  NYSE  asks  whether  the  firm  adequately  supervised  a  trader 


Max  C.  Chapman  Jr. 
and  Edward  A.  Cerul- 
lo,  who  are  close  pals, 
have  a  lot  more  in  common 
these  days  than  being  former 
senior  executives  at  Kidder, 
Peabody  &  Co.  Cerullo,  Kid- 
der's fixed-income  chief  and 
Chapman's  protege  during  the 
1980s,  resigned  under  pressure 
on  July  22  in  the  wake  of  Kid- 
der's trading  scandal.  Chapman, 
chief  executive  of  Nomura  Se- 
curities International  Inc.,  is 
also  under  growing  pressure 
from  his  firm's  Japanese  owners 
(BW-May  30). 

Now  his  troubles  may  be  in- 
tensifying. Nomura  and  possibly 
Chapman  himself  may  be  hit 
by  the  New  York  Stock 
Exchange  with  a  failure-to- 
supervise  charge,  according  to 
several  sources  with  close 
knowledge  of  the  situation.  The 
NYSE  is  investigating  whether 
Nomura  failed  to  adequately  supervise  a 
trader  by  permitting  the  firm  to  violate 
net  capital  rules,  sources  say.  These  are 
Securities  &  Exchange  Commission  rules 
that  require  securities  firms  to  maintain 
minimum  levels  of  capital  as  reserves 
against  possible  losses. 
DEPOSITION  DERBY.  The  Big  Board  de- 
clined comment.  Nomura,  which  has  hii-ed 
Gary  G.  Lynch,  a  partner  at  Davis,  Polk 
&  Wardwell,  to  handle  the  matter  (page 
61),  says  the  NYSE  "is  inquiring  into  the 
regulatory  interpretation  and  characteri- 
zation of  certain  proprietary  trades  that 
ceased  over  a  year  ago."  Nomura 
spokesman  P.  J.  Johnson  adds  that  it  has 


more  than  $400  million  in  excess  net  reg- 
ulatory capital  and  believes  "supervision 
was  adequate  at  all  times." 

Chapman  faces  additional  questions 
about  his  employment  status.  Nomura 
told  BUSINESS  WEEK  for  its  May  story 
that  the  firm  had  given  Chapman  a  three- 
year  extension  of  his  contract,  which  was 
to  expire  in  September.  Nomura  an- 
nounced the  extension  to  employees  on 
May  19.  In  fact,  say  several  sources,  his 
contract  was  not  renewed.  Nomura  de- 
clined comment. 

The  NTSE  investigation,  according  to 
these  sources,  centers  around  a  Thai 
trader,  Chaiyam  leamsuri,  a  17-year  No- 


mura veteran.  To  date,  the  NYSE  has 
en  over  a  dozen  depositions  on  the  ni- 
ter, including  one  from  Chapman.  leiii 
suri  couldn't  be  reached  for  comment 
During  the  fiscal  year  ending  Maih 
1993,  say  the  sources,  leamsuri  did  af 
j-ies  of  highly  profitable  trades  totajg 
about  $225  million.  Sources  give  the  fi- 
lowing   account.   Nomura  essentiih 
loaned  money  to  Mexican  dealers  \v 
put  up  Mexican  securitiesir 
collateral.  But  the  trades  we 
structured  as  "buy-sellbackj' 
which  are  essentially  repr 
chase  agreements  or  rejs 
whereby  Nomura  agi'eed  to  liy 
the  securities  and  then  ill 
I  hem  back  to  the  dealers  al?r 
a  specified  time  period  a  a 
markup.  Tlie  trades  were  pri- 
itable  because  Nomiu'a's  costDf 
fimds  was  much  lower  than  le 
high  yield  the  firm  receive! 
from  the  Mexican  securities 
REAL  REPOS?  There  were  jrt 
two  problems,  sources  str. 
First,  Federal  Reserve  regii- 
tions  at  the  time  didn't  allw 
firms  to  lend  against  Mexidi 
debt.  And  NYSE  rules  requira 
firm  doing  a  repo  to  reser 
capital  equal  to  the  value 
the   trade.   That,  howev 
would  have  depleted  Nomur 
capital  so  much  that  the  fi 
would  have  been  in  net  ca 
tal  violation. 


In  July,  1992,  Nomura's  compliar 
staff  questioned  the  trades  with  Ch 
man  in  a  meeting  in  his  office.  The  co 
pliance  staff  raised  the  issue  of  whetl 
the  buy-sellbacks  were  really  repos.  I 
no  action  was  taken.  It  wasn't  until  t 
fall  of  1992  that  the  NYSE  determined  ii 
routine  examination  that  these  trac 
were  really  repos  and  gave  notice  to  t 
SEC  that  Nomura  was  in  capital  defici( 
cy,  sources  say. 

One  thing  seems  sure  about  this  chs 
of  events:  negotiations  about  renewi 
Chapman's  contract  will  be  lively. 

By  Leah  Nathans  Spiro,  with  Lin 
Himelstein,  in  New  York 
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ULLS  ON  THE  RUNWAY 
TART  TO  BELIOW 


investors  see  a  "classic  turnaround"  in  the  airline  industry 


n  Wall  Street's  lingo,  airline  stocks 
j  are  "early  cyclicals"— they're  bought 
)  at  the  start  of  an  economic  expan- 

1.  That's  because  once  business  picks 
•  so  do  air  travel,  profits,  and  ulti- 
I  tely,  the  prices  of  airline  stocks.  Yet 
I  ugh  the  expansion  is  40  months  old, 
I  stocks  are  still  on  the  ground,  hob- 

d  by  overcapacity,  high  costs,  fare 
I  rs,  and  of  course,  red  ink.  Most  of 

;  large  U.  S.  carriers'  shares  sell  for 

3  today  than  they  did  in  early  1991. 

3ut  at  long  last, 

ny   analysts  and 

•tfolio  managers  be- 

/e  that  the  stocks 

1  soon  take  off.  That's  be 

ise  the  airlines  are  start- 

;  to  cut  deals  with 

:ir  labor  unions  to  low- 
compensation  and 

raise  productivity. 

ey're  also  scrapping 
profitable  routes  and 
mming  their  fleets, 
id  though  the  fare 
irs  are  by  no  means 
ne,  they're  more  re- 
gained than  just  a  few 
ars  ago.  "It's  a  classic 
•naroimd,"  says  Sharon  Fay, 
senior  research  analyst  at 
nford  C.  Bernstein  &  Co.  "De- 
ind  is  growing  as  supply  is  shrink- 
l  and  costs  are  coming  down." 
OW  STARTERS.  Even  more  important, 
ere's  mounting  bottom-line  evidence 
the  turnaround.  In  recent  weeks,  both 
.L  Corp.,  parent  of  United  Airlines, 
d  AMR  Corp.,  parent  of  American  Air- 
es, the  two  largest  U.  S.  carriers,  sur- 
ised  Wall  Street  by  posting  strong 
2ond-quarter  earnings.  So  did  North- 
ist  Airlines  Inc.,  the  No.  4  carrier, 
lich  went  public  last  year  to  unravel 
3  1989  leveraged  buyout  that  nearly 
nkrupted  the  company.  Even  indus- 
f  laggard  usAir  Inc.  showed  an  18% 
in  in  operating  profits.  Says  analyst 
chael  W.  Derchin  of  NatWest  Secur- 
es Corp.:  "The  second  quarter  should 

the  airline.s'  best  in  five  years,  and 
9  third  one  looks  pretty  strong  as 
ill." 

For  all  the  good  news,  the  stocks 
5n't  moving  up  quite  yet.  "One  good 
arter  isn't  enough,"  says  Thomas  M. 
Tesey,  president  of  Palm  Beach  In- 


vestment Advisers  Inc.,  who,  like  many 
institutional  investors,  remains  skepti- 
cal of  the  airlines.  The  only  flier  to  take 
off  was  UAL,  which  on  July  12  voted  to 
put  55%  of  its  stock  into  an  employee 
stock  ownership  plan  in  exchange  for  a 
14%  wage-and-benefit  cut.  Since  then, 
shares  have  climbed  14%. 

United's  labor  accord  sets  a  pattern 
the  others  will  have  to  follow,  especially 
to  compete  against  lower- 


and  travel-agent  commissions,  according 
to  analyst  Tim  Pettee  of  Alliance  Capital 
Management.  The  airlines  don't  have 
any  control  over  fuel— 15%  of  operating 
expenses— and  that  always  makes  the 
stocks  somewhat  risky. 

But  the  airlines'  advocates  say  the 
risk  is  worth  taking:  The  stocks  have 
underperformed  the  market  for  so  long 
that  once  the  turnaround  story  catches 
on,  the  stocks  will 
soar.  Indeed, 
the  airlines 
are  so  reviled  that 
they 
ously 


are  conspicu- 
absent  fi"om 


AIRLINE  PROFITS  ABE  GAIHIMC 


ALfl 


1^ 


Stock 

Price 

52-week 

Earnings  per  share 

High 

Low 

Last12mos. 

1994(est.) 

1995(est.) 

AMR 

573/4 

72V4 

52'/« 

$-0.57 

$4.05 

$6.31 

CONTINENTAI 

15V« 

30V8 

IIV4 

-4.47- 

-4.61 

2.31 

DELTA 

47V2 

61 'A 

39'/2 

-5.22- 

3.91- 

5.73~ 

NORTHWEST 

17% 

18 

11 '/2 

0.09 

1.54 

2.94 

SOUTHWEST 

27 

39 

24'/« 

1.27 

1.48 

1.88 

UAL 

99 

105'/« 

77^/4 

2.41 

5.49 

9.43 

USAIR 

6V8 

17'/2 

6V. 

-9.35 

-8.05 

-1.53 

"Lost  12  months  through  March,  1994 

"Rsfol  year  ending  Jun 

e,  1995  " 

'Rscol  year  en 

ding  June,  1996 

DATA:  BRIDGE  INFORMATION  SYSTEMS,  BLOOMBERG  FINANCIAL  MARKETS, 
2ACKS INVESTMOIT  RESEARCH,  NELSON  PliBUUTIONS,  FIRST  CAR 


cost  operations  such  as  Southwest  Air- 
lines and  startups  such  as  ValuJet  and 
Kiwi  International.  American,  Delta,  and 
uSAir  are  seeking  new  labor  contracts, 
and  the  betting  is  they'll  get  them.  "Ei- 
ther labor  negotiates  now  or  negotiates 
when  the  airline  is  at  death's  door,"  says 
analyst  Rose  Ann  Tortora  of  Donaldson, 
Lufkin  &  Jenrette  Securities  Corp. 

There'll  be  no  enduring  airline  revival 
unless  management  gets  labor's  help. 
Wages  and  benefits  amount  to  some  30% 
of  airline  operating  expenses,  vs.  10% 
each  for  maintenance,  landing  rights. 


United  and  American 
surprised  Wall  Street 
by  posting  strong 
second-quarter  earnings 


most  mstitu- 
tional  portfolios. 
Much  of  the  owner- 
ship is  concentrated  in  a 
handful  of  bottom-fishers. 
Alliance  Capital  owned  as  much 
as  17%  of  UAL  before  the 
ESOP— a  figure  now  cut  in 
half— and  owns  7%  each 
of  Southwest  and  USAir. 
Bernstein  holds  8%  of 
Delta  Air  Lines  Inc. 
Capital  Research  & 
Management  Co.  con- 
trols 5.5%   of  AMR. 
These  shareholders 
are  not  likely  to  bolt 
soon.  Bernstein's  Fay 
says  the  firm  is  only 
at  the  breakeven  point 
on  its  airline  invest- 
ments and  is  expecting 
a  "pronounced  recovery" 
in  the  stocks. 
BIG  MOVES.  Airline  watchers 
are  generally  recommending 
the  Big  Three:  UAL,  AMR,  and  Delta. 
Looking  toward  1995,  they're  forecasting 
a  56%  gain  for  AMR  and  a  snazzy  72% 
for  UAL.  Some  are  saying  nice  things 
about  Northwest,  and  most  are  still 
waiting  for  USAir  and  Continental  to 
turn  profitable.  Ironically,  Southwest, 
the  one  airline  to  make  money  for  inves- 
tors in  the  1990s-up  200%  over  the  past 
three  years— is  now  losing  some  of  its  al- 
lure. The  reason:  The  low-cost,  short- 
haul  carrier  is  losing  its  imiqueness  as  it 
moves  into  larger  markets  and  is  chal- 
lenged by  the  majors.  The  analysts  still 
like  Southwest,  but  they  believe  that 
the  Big  Three  will  fly  higher. 

Even  diehard  airline  bulls  go  into 
these  stocks  with  an  idea  of  selling  when 
earnings  start  to  sputter.  But  before 
that  happens,  investors  can  make  a  bun- 
dle. "Airlines  have  two  really  great  years 
every  decade,"  says  Lehman  Brothers 
Inc.'s  Helane  Becker.  "And  we've  just 
started  one  of  them." 

By  Jeffrey  M.  Ladennan  in  New  York 
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BANKING  I 


'THE  BANKING  INDUSTRY'S 
BEST-KEPT  SECRET' 


Technoid  William  Zuendt  is  steering  Wells  Fargo  into  the  future 


Texas  native  Carl  E. 
Reichardt  hammed  it 
up  in  his  usual  good- 
ol'-boy  style  at  the  July  19 
press  conference  announcing 
his  retirement  from  Wells 
Fargo  &  Co.  "Paul,  he's 
quieter  and  smarter  than  I 
am,"  the  chairman  and  chief 
executive  officer  drawled, 
grinning  at  the  bland-look- 
ing, bespectacled  man  to  his 
right,  Paul  Hazen,  who  will 
replace  him  on  Jan.  1.  "I  in- 
tend to  second-guess  Paul 
every  chance  I  get.  Haw 
haw  haw  haw  haw." 

Then  Reichardt  turned  to 
the  serious-looking,  blue- 
eyed  man  to  his  left,  who 
could  be  equally  important 
to  the  bank's  future. 
"Where  technology  is  con- 
cerned, I've  got  Billy 
Zuendt,  here,"  Reichardt 
said,  a  thick  finger  indicat- 
ing Hazen's  replacement  as  president 
and  chief  operating  officer.  "He  is  one  of 
the  few  presidents  of  a  major  bank  that 
is  current  in  technology." 
SELF  SERVICE.  William  F.  Zuendt— only 
the  boss  calls  him  Billy— has  worked  at 
Wells  for  21  years,  leading  the  bank's 
technology  operations  since  he  joined  in 
1973  at  the  age  of  27.  Both  Zuendt  and 
Hazen  operated  in  relative  obscurity  un- 
der the  charismatic  Reichardt.  But  given 
his  promotion,  Zuendt  will  now  be  close- 
ly watched.  Thomas  K.  Brown,  an  ana- 
lyst at  Donaldson,  Lufkin  &  Jenrette, 
calls  Zuendt  "the  banking  industry's 
best-kept  secret." 

Zuendt's  role  is  to  push  Wells  Fargo 
into  the  future.  Banks  everywhere  are 
trying  to  move  consumers  away  from 


ZUENDT  AIMS  TO  FINE-TUNE  THE  CUSTOMER  DATABASE 


high-overhead  branches  and  toward  self- 
service  stations  such  as  automated  teller 
machines  and  touchtone  telephones. 
Many  are  also  frantically  retooling  their 
systems  to  market  more  effectively. 
Wells  Fargo,  which  has  long  invested 
heavily  in  technology,  must  make  its  bet 
pay  off  in  order  to  remain  a  major  play- 
er in  the  new  world  of  retail  banking. 

Zuendt,  a  bona  fide  technoid  who 
reads  Wired  magazine,  surfs  on  the 
Internet,  and  uses  an  Apple  Newton, 
seems  especially  qualified  for  the  task.  A 
mathematician  trained  at  Rensselaer 
Polytechnic  Institute,  he  helped  a  ma- 
chinery company  avoid  bankruptcy  be- 
fore moving  on  to  Stanford's  business 
school  and  then  to  Wells  Fargo.  In  1980, 
when  then-Chairman  Richard  Cooley  got 


BANKING 
WITH  BILLY 


ATM  SERVICES 


Highly  advanced  cash 
machines  provide  ac- 
cess to  IRA  CD,  and 
Wells  mutual-fund  ac- 
counts. Customers 
can  also  use  ATMs  to 
pay  utility  and  store 
bills  and  print  out  full 
bank  statements. 


OVERDRAFT  PROTEaiONH  SMALL-BUSINESS  LOANS 


Computers  assess 
overdrawn  customers' 
balances  and  payment 
histories  to  determine 
likelihood  of  recovery. 
Result:  in  1993,  Wells 
paid  twice  as  many 
overdrawn  checks 
and  cut  losses  10%. 


Wells  uses  computers 
to  break  small-busi- 
ness accounts  into 
narrow  subsegments 
and  price  loans  based 
on  creditworthiness. 
Wells  has  lent  close  to 
$2  billion  to  small 
businesses  since  1989. 


sick  of  the  bickering  between  retail  n 
keting  and  operations,  he  put  Zuend 
charge  of  retail  as  well  as  technolog 
Zuendt  says  he  isn't  enthralled): 
technology  for  its  own  sake.  "I  hope 
are  never  leading-edge  on  technoloj 
self,"  he  says.  "I  hope  we  are  lead: 
edge  in  implementation."  Certainly, 
Fargo's  religiously  cost-conscious  cul 
would  have  driven  him  out  otherwl 
Zuendt  "is  as  cheap  as  he  can  be, 
ardt  is  proud  to  say.  Under  Zue 
Wells  Fargo  became  one  of  the  f: 
banks  to  offer  24-houi"  banking  by  pb 
The  bank  also  built  an  ATM  netW' 
faster  than  almost  any  bank.  Today, 
tomers  use  Wells'  highly  advanced  Al 
to  pay  utility  bills,  transfer  money  i 
mutual  funds,  and  print  bank  st£ 
ments.  At  Wells  Fargo,  77%  of  cust( 
ers  use  an  ATM  at  least  once  a  mor 
the  industry  average  is  46%. 
TRICKY  TERRAIN.  Largely  because  of 
success  with  ATMs,  now  number 
1,844,  Wells  Fargo  has  kept  brand 
down  to  624,  just  three  more  tha: 
1986.  Even  so,  core  deposits  h 
i;rown  33%,  and  net  income  has  roc 
.'d  124%,  to  $612  million-although 
number  of  tellers  and  other  branch 
[  'oyees  has  dropped  by  1,200  since  1! 
alone.  Says  Zuendt:  "A  teller  is 
manual  ATM."  DLJ's  Brown  says  W( 
Fargo's  technology  outpaces  rival  Ba 
America  Corp.'s  in  areas  such  as  cr 
cards,  where  Wells  Fargo  offers  ap 
cants  introductory  rates  based  on  cr| 
it  history  and  other  measures. 

Zuendt  is  now  trying  to  move  W( 
Fargo  into  trickier  territory.  Ba: 
everywhere  are  adding  computing  p(| 
er  to  their  databases  to  better  tarj 
customers— projects  that  demand  m(ji 
sophistication  than  installing  ATMs.  W( 
Fargo  is  going  one  step  further,  test: 
a  new  Unix-based  client-server  syst) 
for  its  tellers,  fancier  but  potentia 
more  powerful  than  a  network  of  sim 
PCs.  The  system  will  flash  tellers  recc 
mendations  on  products  and  services 
mention  to  each  customer,  based  on  1 
customer's  business  with  the  bank 

Reichardt  has  made  clear— and  Ha5 
ag!"ees— that  Wells  Fargo  won't  pay  1 
high  prices  demanded  today  for  ba 
branches,  a  distribution  system  he  C£ 
a  "dinosaur."  That  disd 
inci-eases  the  pressure 
Zuendt  to  grow  prof] 
using  technology 
reach  new  customers 
while  not  alienating  o 
er,  wealthier  deposit( 
who  wouldn't  touch  a 
if  their  lives  depend 
on  it.  Zuendt  has  . 
work  cut  out  for  him. 

By  Russell  Mitchell 
San  Francisco 
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GENE  G.  MARCIAL 

ATUZZI:  AN 
NDISCOVERED 
rALIAN  GEM 


ike  many  other  wary  pros  these 
days,  money  managers  Allan  Ra- 
Bphael  and  Arthur  Lerner  think 
i  grass  is  greener  overseas— includ- 
;  Italy,  which  they  admit  isn't  at- 
tCting  too  many  American  investors 
ely.  "But  if  you  take  the  time  to 
k  at  individual  companies  in  Italy, 
a'll  find  a  Natuzzi,"  says  Raphael. 
I's  referring  to  Industrie  Natuzzi, 
J  world's  largest  designer  and  manu- 
:turer  of  contemporary  leather-up- 
istered  chairs  and  sofas. 
Natuzzi  is  an  example  of  a  still  "un- 
covered gem"  in  the  global  market, 
(ich  has  the  promise  of  becoming  a 
le  chip,  say  Raphael  and  Lerner,  co- 
magers  of  the  First  Eagle  Interna- 
na!  Fund,  a  mutual  fund  formed  re- 
itly  by  the  New  York  secui'ities  firm 
nhold  &  Bleichroeder. 
"Certainly  we  expect  Natuzzi's  stock 
become  as  hot  as  its  leather  sofas," 
fs  Raphael.  Natuzzi  went  public  in 
J  U.  S.  in  May,  1993,  at  15,  and  its 
aerican  depositary  receipts  are  now 
iding  on  the  Big  Board  at  27.  Ra- 
ael  and  Lerner  figure  the  stock  is 
11  way  undervalued:  They  expect  it 
hit  60  in  about  two  years. 
Natuzzi  exports  96%  of  its  output 
the  U.  S.,  Asia,  and  other  countries 
Europe.  Based  in  the  Southern  Ital- 
1  town  of  Santeramo,  Natuzzi  is  "un- 
aled"  in  the  furniture  industry  for 
fh-quality  products,  manufacturing 
tomation,  and  employee  loyalty, 
tes  Raphael. 

UMPED  UP.  These  factors  have  fos- 
■ed  impressive  sales  and  earnings 
owth,  he  adds.  Overall  sales  have 
Teased  at  a  17%  annual  rate  over 
i  past  five  years,  while  net  income 
s  grown  nearly  32%  annually.  Last 
ai',  Natuzzi's  worldwide  sales  jumped 
%,  to  $271  million,  and  its  earnings 
r  share  jumped  by  78%— from  77<P 
$1.37. 

This  year,  Raphael  expects  the  com- 
ny  to  earn  $1.75  a  share  and  $2.10  in 
35.  Sales,  he  figures,  should  balloon 
$310  million  this  year  and  to  $370 
llion  in  1995. 

In  the  U.  S.,  Natuzzi  supplies  20% 
the  market  for  leather  furniture, 
ijor  customers  include  Federated  De- 
rtment  Stores,  R.  H.  Macy,  Sears 


A  REAL  BUY  IN  SNAZZY 
LEATHER  fURNITURE? 


STOCK  PRICE 

a  r  I  f  I  I  I  I  I  I  I  I  I  I  I  r  I  I  I  I  I 
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Roebuck,  May  Department  Stores,  and 
Montgomery  Ward.  In  early  1994,  Na- 
tuzzi introduced  a  limited  line  of  fabric- 
upholstered  furniture  that's  being  test- 
marketed  in  Europe. 


DILIER,  DISNEY, 
AND  CBS? 


The  cast  hasn't  changed  much,  but 
there  are  important  new  twists 
in  the  CBS  takeover  script.  The 
betting  now  among  buyout  pros  is  that 
Disney  Chairman  Michael  Eisner  and 
QVC  Chairman  Barry  Diller  are  in  a 
frenetic  race  to  strike  a  deal  with  Laui-- 
ence  Tisch  of  CBS.  Ace  investor  Mario 
Gabelli  says:  "There's  a  big  mating 
game  going  on"  between  CBS  and  cer- 
tain gi'oups,  including  Diller  and  others. 

Tisch  denies  CBS  is  for  sale.  But  few 
believe  him— not  since  June,  when  he 
agreed  to  a  merger  with  QVC,  prom- 
ising to  cede  the  CBS  stewardship  to 
Diller.  That  was  before  the  $2.2  bil- 
lion offer  by  Comcast  to  buy  QVC  in 
mid-July.  Tisch  quickly  backed  off. 

"But  don't  count  out  Diller,  who  is 
forming  a  group  to  resume  his  quest 
for  the  CBS  plum,"  says  an  investment 
banker  whose  firm  is  involved  in  rais- 
ing part  of  the  cash  the  Diller  group 
will  need.  This  banker  says  Diller  will 
collaborate  either  with  BellSouth  or 
Tele-Communications  Chairman  Jack 
Malone.  "One  way  or  the  other,  CBS 
will  go  for  sure,"  he  asserts. 

But  Eisner,  who  has  just  had  a 
quadruple  bypass,  may  head  Diller  off 
at  the  pass.  He  is  said  to  want  a 
friendly  CBS  merger  to  reassure  share- 
holders that  Disney's  leadership  is  in- 


tact and  that  he's  on  top  of  things.  "It 
would  be  incredibly  stupid  for  Eisner 
not  to  take  this  golden  chance  to 
merge  with  a  TV  network,"  says  an 
analyst  who  knows  Tisch  and  Eisner. 

"Although  Mike  doesn't  buy  retail 
and  Tisch  won't  ever  sell  at  a  whole- 
sale price,  the  two  might  just  compro- 
mise and  meet  halfway,"  says  this  ana- 
lyst. He  figures  CBS,  now  trading  at 
311,  could  command  a  buyout  tag  of 
400  a  share.  But  Tisch  may  do  a  deal 
at  a  lower  price— with  Eisner  or  Diller. 

"Disney  and  CBS  are  an  incredibly 
logical  fit,"  says  David  Londoner,  en- 
tertainment analyst  at  Wertheim  Schro- 
der. CBS  has  the  "broadest  reach  of  any 
media  property  in  the  country,"  he  says. 
It  could  highlight  Disney's  most  valu- 
able consumer  products  and  services. 
And  as  a  producer  of  prime-time  pro- 
grams, Disney  could  benefit  mightily 
from  owning  CBS,  he  adds. 


BETTER  CHEMISTRY 
AT  UNION  CARBIDE 


U 


nion  Carbide  is  on  the  come- 
back trail.  Its  intense  cost-cut- 
ting measures  are  bearing 
fruit— ahead  of  expectations.  As  a  re- 
sult, big  investors,  including  Fidelity 
Management  and  billionaire  financier 
George  Soros,  have  been  accumulat- 
ing shares.  The  stock,  which  was  trad- 
ing at  16  in  early  1993,  is  now  at  28. 

"The  company  is  one  of  the  best 
plays  in  the  economy's  recovery,"  says 
Paul  Raman,  an  analyst  at  the  New 
York  investment  bank  S.  G.  Warburg. 
He  thinks  the  stock  is  still  underpriced 
and  is  likely  to  climb  to  the  high  30s  in 
a  year.  True,  sales  volume  has  shrunk 
from  1980  levels,  when  Carbide  was  a 
fairly  diversified  conglomerate  with  20 
important  businesses.  After  the  1985 
explosion  in  Bhopal,  India,  followed  by 
a  takeover  attempt  by  specialty  chem- 
ical maker  GAF,  Carbide  started  to 
slide.  The  company  incurred  a  huge 
amount  of  debt  and  was  forced  to  sell 
off  assets. 

Demand  for  Carbide's  current  out- 
put, especially  fabricated  plastic  prod- 
ucts, specialty  polymers,  and  industrial 
chemicals,  has  been  strong,  notes  Ra- 
man. Its  polyethylene  is  widely  used  in 
packaging,  and  Raman  notes  that  the 
rise  in  polyethylene  prices,  in  particu- 
lar, is  a  big  boost  to  earnings.  So  Ra- 
man has  raised  his  1994  earnings  esti- 
mate to  $1.50  a  share  from  $1.40,  vs. 
1993's  $1.05.  For  1995,  Raman  sees 
earnings  of  at  least  $2. 
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For  as  long  as  retired  DuPont  Co. 
executive  Jack  R.  Salley  can  re- 
member, his  daughter  Danielle  was 
a  troubled  kid.  In  elementary  school,  she 
struggled  with  dyslexia  and  motor-control 
problems.  As  a  teen,  her  learning  dis- 
abilities made  her  angry  and  frustrated: 
She  lashed  out  at  teachers,  classmates, 
and  her  family  and  fantasized  about 
killing  herself.  After  a  psychiatrist  diag- 
nosed her  as  severely  depressed,  Danielle 
entered  Louisiana's  DePaul  Northshore 
Hospital  In  the  fall  of  1990,  at  age  13,  sl^e 
checked  in  for  the  third  time— after  two 
relapses.  Her  "potential  for  suicide  was 
imm  ense, "  says  Salley. 

Though  Danielle's  illness  devastated 
her  family.  Jack  Sidley  took  comfort  in 
the  fact  that  DuPont's  benefit  plan  covered 
the  roughly  $150,000  in  bills  from  her 
first  two  hospital  stays.  In  1988,  however, 
DuPont  had  hired  Prefeired  Health  Care 
in  Wilton,  Conn,,  to  curb  its  mental-health 
costs,  which  were  rising  15%  or  more  a 
year.  Preferred  case  managers  had  been 


When  DuPont  cut  <j 
his  daughter's 
benefits,  he  wen 
to  court 


pressuring  Danielle's  doctors  to  kt.tp  liu 
hospitalizations  brief.  When  during  her 
third  visit  a  doctor  said  Danielle  had  sta- 
bilized. Preferred  refused  to  pay  any 
more  — despite  the  doctor's  ivaming  that 
Danielle  could  kill  herself  if  released. 
Fearing  for  her  life,  Sidley  kept  Danielle 
in  the  hospital  three  more  months.  As 
some  $40,000  in  bills  piled  up,  he  sued. 
In  1992,  a  federal  appeals  court  in  New 


LEADERS  IN  MANAGED  CARE 

VALUE  BEHAVIORAL  HEALTH 


MEDCO  BEHAVIORAL  CARE 

HUMAN  AFFAIRS  INTERNATIONAL  j|/||moNS 

HEALTH  MANAGEMENT  STRAHGIES    |^  MENTAL 
■■HEQ  HEALTH 
GREEN  SPRING  MENTAL  HEALTH  PROGRAMS* 

AS  OF  JAN. '94 


DATA:  OPEN  MINDS 


•REPRtSENTS  52%  OF  INDUSTRY 


Jack  Salley 

RETIRED  DuPONT  EXECUTlft"' 

0? 
If 

Chleans  sided  with  the  Bti^i 
leys,  ruling  that  by  wjt  t 
ought y  reviewing  Danie  u 
files  before  cutting  off 
benefits  DuPont  "abusec 
discretion. "  Danielle  eve  M 
ally  went  to  a  special  bo 
ing  school  and  is  doing 
now.  Still,  DuPont  stand 
its  handling  of  the  c 
Having   to   review  e% 
record  in  every  case 
"needless  burden,"  arg 
Dr.  Bruce  W.  Karrh, 
Pont's  vice-president  of 
tegrated  health  care, 
sides,   adds  Laurence 
Best,  a  DuPont  outside 
torney,  "the  only  way  c  i'( 
panics  can  keep  these  c 
in  control  is  to  manage 
cases. 

A  troubled  teen.  A  he  al 
sick  family.  An  emplo 
struggling  to  offer  api 
priate  benefits  without 
ting  costs  soar.  Doctors 
ond-guessed    by  dist 
third  parties.  The  Sai 
case  is  a  microcosm  of  the  frustrat 
and  tiu"moil  in  the  mental-health-care  !er 
dustry,  which  is  being  transformed- 
employers.  As  with  conventional  m 
icine,  companies  are  turning  to  mana 
care  to  rein  in  mental-health  costs  t 
doubled  in  the  1980s,  to  10%  of  the 
erage  large  employer's  health-care 
Frustrated  by  the  ambiguous  naturf 
the  therapeutic  process,  employers 
embracing  the  same  rigid  cost  and  tn 
ment  guidelines  that  now  govern 
er>thing  fi'om  heart  surgery  to  flu  sb 
Managed  care  is  indeed  curbing  m 
tal-health  spending— which  the  Am' 
can  Psychiatric  Assn.  and  others  put 
about  10%  of  the  nation's  $900  bill 
health  bill.  But  in  the  cost-cutting  frer 
ci-itics  say,  employers  are  going  too 
More  and  more,  moves  made  in 
name  of  efficiency  ai'e  wreaking  havo< 
the  lives  of  emotionally  troubled 
ployees  and  their  families.  "There  rei 
are  some  shoddy  operations  out  thi 
that  say  they're  going  to  manage  y< 
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tal-health  costs,"  says  Bill  Hoffman, 
oversees  benefit  programs  for  mem- 
of  the  United  Auto  Workers, 
"oblems  with  managed  care  aren't 
ue  to  mental  health— just  thornier 
use  of  its  complex  and  delicate  na- 
.  Patients  and  therapists  cite  denial 
eatment,  privacy  violations,  and  oth- 
buses.  In  the  past  four  years,  the 
trican  Psychiatric  Assn.  has  fielded 
)  complaints  over  managed-care  is- 
.  A  dozen  states  have  passed  laws 
lating  managed-care  practices,  and 
rs  are  considering  bills  to  do  so. 
in  Washington,  lawmakers  debating 
th-care  reform  are  weighing  the  al- 
of  managed  mental- 
th  care  against  the 
/ing  criticisms  of  it. 
INY-WISE."  Increasing- 
K),  lawsuits  are  reveal- 
disturbing— even  egre- 
3— behavior.  And  plain- 
are  seeking  to  hold 
loyers  accountable,  a 
d  that  could  mean  dire 
;equences  for  compa- 
If  the  perceived  abus- 
ontinue,  they  risk  los- 
a  federal  liability 
nption  that  has  shield- 
hem  from  big  damage 
*ds.  "Companies  are  fo- 
ig  too  much  on  cutting 
3,"  says  attorney  Den- 
Coleman,  a  partner  in 
New  York  benefits  firm 
.sha  Lipton.  "They  may 
fading  one  set  of  prob- 
>  for  another." 
Imost  nonexistent  10 
•s  ago,  managed-men- 
lealth-care  companies 
now  a  $2  billion  indus- 
says  industry  re- 
•cher  Open  Minds  in 
tysburg,  Pa.  Open 
ds  estimates  that  such 
ers  as  Merck  &  Co. 
5idiary  Medco  Behav- 
1  Health  Systems,  Value  Behavioral 
1th,  Human  Affairs,  plus  scores  of 
Her  companies  and  health-mainte- 
:e  organizations  offer  mental-health 
;rage  to  100  million  people.  As  of 
1,  two-thirds  of  all  employers  had 
aged  care  for  mental-health  bene- 
says  benefit  consultants  Wyatt  Co., 
the  number  is  rising.  At  the  same 
;,  five  states  have  converted  their 
iicare  systems  to  managed  care,  and 
;iore  are  mulling  it.  "Companies  have 
gned  a  model  that's  being  adopted 
the  public  sector,"  says  Monica  E. 
:  Open  Minds'  president, 
ompanies  were  once  loath  to  get  in- 
'ed  in  employees'  emotional  lives, 
they've  decided  that  "to  not  do  good 
ital-health  care  is  penny-wise  and 


pound-foolish,"  says  Patricia  M.  Arm- 
strong, manager  of  employee  assistance 
programs  at  Wells  Fargo  Bank.  "With 
fairly  brief  interventions,  you  can  get 
people  back  on  the  job  and  save  a  bun- 
dle." Ti'oubled  workers  are  distracted 
and  even  violent.  Depression  is  the  No.  1 
cause  of  corporate  absenteeism,  says  the 
Washington  Business  Group  on  Health. 

Yet  employers  have  reason  to  reject 
the  old  system.  Before,  patients  picked 
their  own  doctors,  and  companies  wrote 
checks  for  treatment  that  didn't  exceed 
the  time  or  visit  limits  in  benefit  plans. 
Some  providers  exploited  the  plans,  es- 
pecially for  adolescent  hospitalizations 


There  was  a  powerful  mcer)tive  [for  fherapisfs] 
to  f/nc/  problems" 


Helen  Darling  xerox  health-care  manager 


and  substance  abusers.  In  a  dramatic 
case,  Santa  Monica  ( Calif. )-based  Nation- 
al Medical  Enterprises  Inc.  on  June  30 
agreed  to  pay  $379  million  to  settle 
charges  it  provided  enormous  amounts  of 
unneeded  inpatient  psychiatric  care. 

The  initial  efforts  of  some  employers 
to  clamp  down  weren't  successful.  When 
Xerox  Corp.  liberalized  outpatient  bene- 
fits to  avoid  the  abuses  of  inpatient  care, 
its  mental-health  spending  soared  55%, 
from  $216  per  covered  employee  in  1988 
to  $368  in  1990.  Average  annual  outpa- 
tient visits  per  covered  employee  bal- 
looned to  36— at  least  three  times  the 
national  average.  Helen  Darling,  who 
oversees  health-care  programs  for  55,000 
Xerox  workers  and  their  families,  blames 
the  rise  partly  on  the  "Woody  Allen  syn- 


drome," an  expression  some  benefits 
managers  use  to  describe  therapy  as  a 
self-indulgent  hobby.  But  it  wasn't  al- 
ways the  consumer's  fault:  "There  was  a 
poweiiiil  incentive  [for  therapists]  to  find 
problems,"  says  Darling. 

Managed  mental-health  care  keeps 
costs  down  by  tracking  each  patient's 
care.  In  return  for  referrals,  providers 
must  follow  set  rules  and  try  to  keep 
people  out  of  the  hospital.  Patients  don't 
choose  therapists  but  request  referrals 
from  a  "gatekeeper."  Says  Alan  J.  Shus- 
terman,  president  of  CMG  Health,  a  be- 
havioral-health firm  in  Owings  Mills,  Md.: 
"We  are  agents  of  transformation  for 
mental-health  treatment. 
We're  not  only  lowering 
costs  but  restructuring  the 
way  care  is  given." 
INSENSITIVE.  So  far,  the 
systems  are  raking  up  big 
savings  in  such  companies 
as  Federal  Express,  Pacific 
Bell,  and  Dow  Chemical. 
After  IBM  hired  Value  Be- 
havioral Health,  mental- 
health  spending  per  em- 
ployee dropped  from  $521 
in  1990  to  $375  in  1993. 
Similarly,  managed-care 
company  Integra  Inc. 
helped  Sterling  Winthrop 
slash  its  mental-health 
spending  47%  fi-om  1992  to 
1993— while  increasing  uti- 
lization (chart,  page  68). 

Still,  providers  such  as 
San  Francisco  psychiatrist 
Mark  Levy  say  managed 
care  amounts  to  "the  low- 
est level  of  expertise,  for 
the  shortest  amount  of 
time,  with  a  bias  toward 
medication."  And  that 
means  either  therapists 
come  up  with  a  quick  diag- 
nosis and  succinct  treat- 
ment plan  or  risk  losing 
business.  "It's  very  impor- 


tant that  practitioners  get  trained  in  this," 
says  Dr.  Ian  A.  Shaffer,  chief  medical  of- 
ficer of  Value  Behavioral  Health.  "They're 
going  to  be  expected  to  practice  this 
way."  Simon  H.  Budman,  director  of  men- 
tal-health training  at  Harvard  Commu- 
nity Mental  Health  Plan,  is  responding. 
His  consulting  firm  trains  therapists  in 
"time-effective"  care  (page  69). 

Critics  say  the  shortcut  approach  is 
too  insensitive  for  ailments  of  the  mind. 
"Corporations  don't  understand  what 
mental  health  is  about,"  argues  Karen 
Shore  of  the  New  York-based  Coalition 
of  Mental  Health  Professionals  &  Con- 
sumers, an  anti-managed-care  group. 
"Since  they  don't  understand  it, 
they  should  not  be  dictating  treatment." 

Companies  may  not  even  realize  the 
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angst  they're  causing,  busi- 
ness WEEK  spoke  with  more 
than  two  dozen  patients, 
most  of  whom  refused  to  be 
named.  "One  of  the  devious 
aspects  of  this  is  that  if  you 
work  for  a  big  company, 
you're  not  going  to  go  com- 
plain to  personnel  because 
you  don't  want  to  be  identi- 
fied as  a  mentally  ill  person," 
says  Boston  psychiatrist 
Frederic  Schiffer. 
COPING.  In  March,  Schiffer 
filed  a  class  action  on  behalf 
of  therapists  and  patients 
against  the  Bay  State  Health 
Care  offered  by  Blue  Cross/ 
Blue  Shield  of  Massachusetts.  The  suit 
includes  depositions  from  eight  anony- 
mous patients  who  allege  that  the  HMO 
denied  or  interfered  with  care.  Bay 
State  is  fighting  the  case.  But  in  June,  it 
announced  changes,  partly  in  response  to 
the  suit:  It  will  release  provider  lists  to 
give  patients  more  options.  It  also  said  it 
will  make  it  easier  to  get  at  least  an 
initial  block  of  seven  outpatient  visits. 

To  M.J.  Merrick,  a  former  data  ana- 
lyst from  Park  Ridge,  111.,  such  changes 
can't  come  soon  enough.  For  the  past 
20  months,  Merrick,  who  suffers  from 
severe  depression  and  agoraphobia  (a 
fear  of  open  spaces),  has  been  fighting 
her  insurer  for  reimbursement  of  her 
five-day-a-week  psychotherapy  treat- 
ments that  she  feels  she  needs  to  avoid 
constant  crises,  plus  $20,000  in  past 


HOW  ONE  COMPANY  CUTS  COSTS 

Drugmaker  Sterling  Winthrop  hired  managed-care  company 
Integra  in  1 993  to  run  its  nnental-health  program 
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MILLION 

5447 
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THOUSAND 

8% 

•92 

'93 

'92 

'93 

'92 

TOTAL  BEHAVIORAL-HEALTH 
COSTS  DROPPED  47% 


SHARE  OF  STERLING  WINTHROP 
EMPLOYEES  USING  SERVICES  ROSE  50% 

DATA: INTEGRA  INC. 


ANNUAL  BENEFIT  COST  PER 
EMPLOYEE  WAS  HALVED 


"The  pressure  makes  you  feel  like  you're 
going  fo  explode" 


M.J.  Merrick  former  data  analyst 


charges  she  says  the  company  denied 
retroactively.  "The  pressure  makes  you 
feel  like  you're  going  to  explode,"  Mer- 
rick says.  "The  irony  is  you  have  to  be 
more  functional  than  a  non-ill  person  to 
cope  with  the  process." 

Benefit  managers  concede  that  HMOs 
skimp  on  mental-health  care.  According 
to  Interstudy,  a  Minneapolis  consultant, 
many  HMOs  spend  just  3%  of  their  treat- 
ment budgets  on  mental  health— less 
than  half  what  experts  say  they  should. 
Pacific  Bell  and  several  other  major  Cal- 
ifornia employers,  including  Chevron 
Corp.  and  Wells  Fargo,  say  their  HMO 
coverage  for  mental  health  was  so  inad- 
equate that  they  had  to  employ  special- 
ty companies  to  supplement  it. 

Concern  over  the  quality  of  care  is 
heightened  by  the  increasing  reliance  of 
managed  plans  on 
clerks  who  answer 
employee  calls.  These 
gatekeepers,  critics 
say,  often  lack  appro- 
priate training  in  psy- 
chotherapy and  are 
instructed  to  base  de- 
cisions on  whether  to 
authorize  care  on 
rigid  guidelines.  Many 
of  the  people  inter- 
viewed by  BUSINESS 
WEEK  cited  access 
problems  as  a  prima- 
ry frustration. 

A  New  York  City 
woman,  for  example, 
says  she  recently 
sought  care  for  her 
husband— a  recover- 
ing alcoholic  who 
feared  a  relapse— and 
called  the  800  number 
for  PruCai'e,  the  man- 
aged-care arm  of  Pru- 
dential Insurance  Co. 
The  PruCare  clerk 
said  because  her  hus- 


j't 
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band  had  been  "dry"  or 
more  than  a  year,  he 
was  considered  cured  an(iD 
eligible  for  counseling,  'tpf 
you  trying  to  tell  me  ura- 
he  goes  out  and  gets  drdi 
you  won't  help  him?"  jt; 
woman  asked.  She  saysp 
reviewer  said  yes, 
added:  "But  I  wou 
recommend  it."  Ric 
Kunnes,  president  of 
dential  Psychiatric  Man: 
ment,  says  PruCare  ha: 
such  policy  and  that  su(ij| 
conversation  would  be 
rageous.  Our  philosoph 
affirmative  access 
should  be  managed  after  the  perso 
evaluated." 

NEW  LAWS?  One  complication  for 
tients  is  that  the  line  between  mana 
mental-health  care  and  employee-a;  * 
tance  programs  (EAP)  is  blurring— \ 
disturbing  privacy  implications.  Stai 
in  the  1950s,  EAPs  were  mainly  desig 
to  help  alcoholics.  They  now  offer  sh 
term  counseling  on  everything  f: 
marital  woes  to  stress.  More  than 
of  large  companies  have  these  progri 
says  Open  Minds'  Oss.  While  EAPs 
advanced  as  confidential,  emplo; 
must  sign  waivers  letting  the  comp 
dig  into  their  files  in  the  event  of  a  1  'A 
suit  or  workers'  compensation  cU  Jy 
And  if  the  employee  admits  to  violen  it! 
self-destructive  behavior,  the  EAP  c( 
selor  legally  must  alert  appi'opriate 
ties,  such  as  the  pei'son's  family  or  n|s«c 
ager  and  the  police. 

The  trouble  is  that  such  policies 
be  exploited.  For  instance,  more  c#all 
panies  are  making  EAP  counselors 
gatekeepers  for  access  to  all  men 
health  care.  At  DuPont,  EAP  counse 
assemble    their    own  networks 
providers.  And  in  order  to  qualify 
the  richest  benefit— 90%  of  the  tr#iaii 
ment  cost  covered— an  employee  or 
pendent  must  first  contact  the  EAF 
explain  the  problem.  EDS,  Campl 
Soup,  and  others  also  are  giving  tl  [uiii 
EAPs  more  gatekeeping  power.  DuP  lVl 
Vice-President  Karrh  concedes  that  Epers 
"can  be  used  as  a  sword  bv  an 


I  — 
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scrupulous  employer  against  an  empl 
ee."  But  he  adds  that  at  DuPont,  if 
EAP  professionals  "do  the  right  thing 
the  patient,  their  job  is  fine." 

The  question  is,  who  defines  " 
right  thing"?  For  independent  pls^ji 
viders— doctors,  social  workers,  and  ( 
er  professionals— the  answer  is  st 
practice  laws  and  professional  etl 
that  are  enforced  largely  by  the  thr 
of  malpractice  suits.  But  manag 
mental-health-care  companies  have  g 
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IS  protection  from  liability. 
I  fact,  one  of  the  remarkable 
gs  about  the  Salley  case  was 

it  went  to  court  at  all.  Be- 
le  DuPont  is  self -insured,  the 

Employee  Retirement  Income 
irity  Act  (ERISA)  exempts  it 
1  state  laws  providing  for  puni- 

and  other  damages  for  com- 
es found  negligent.  And  plain- 

who  lose  must  pay  company 
1  fees.  It  was  only  because 
ay  and  a  friend  were  attor- 
!  that  they  could  pursue  the 


GROWING  GRIEVANCES 


The  American  Psychiatric  Assn.'s  four-year-  old 
managed-care  hotline  logged  7,000  complaints. 
Among  the  most  common: 

►  Denial  of  care  for  long-accepted  disorders 

►  Excessive  demands  for  sensitive  patient  data 

►  Untrained  clerks  following  rigid  rules  denying  cases 

►  Deceptive  advertising  of  benefits 

►  Interruption  of  treatment 

DATA;  AMERIUN  PSYCHIATRIC  ASSN. 


he  courts  have  extended  the  ex- 
tion  to  managed-care  outfits  oper- 
r  on  the  self-insured's  behalf.  Since 
It  75%  of  the  nation's  largest  1,000 
panies  are  self-insured,  critics  say 
loyers  have  not  worried  as  much  as 
•  would  have  otherwise  about  the 
its  they've  hired  to  manage  cases, 
ich  freedom  may  soon  end.  Courts 
ecent  rulings  are  expressing  frus- 
on  with  the  limited  redress  patients 


have,  and  that  has  led  to  bills  in 
Congress  aimed  at  amending  ERISA,  says 
Kwasha  Lipton's  Coleman.  One  of  the 
two  health-care-reform  bills  pending  in 
the  Senate  would  let  beneficiaries  sue 
employers  and  collect  punitive  and  other 
damages  for  improperly  denied  claims. 
Coleman  now  urges  companies  to  view 
their  actions  in  the  managed-care  arena 
through  the  "lens  of  liability."  Providers, 
meantime,  are  pushing  states  to  better 


police  managed  care  in  general,  in- 
cluding mental  health. 

In  the  face  of  such  pressures, 
benefit  experts  are  urging  compa- 
nies to  shape  up  their  plans  now. 
Mary  Jane  England,  president  of 
the  Washington  Business  Group  on 
Health,  says  more  companies  al- 
ready are  building  quality  stan- 
dards into  managed-care  contracts 
to  offset  "the  incentives  to  under- 
treat."  At  a  minimum,  experts  say, 
companies  should  review  their 
mental-health  plans.  "We're  con- 
stantly evaluating  it  and  getting 
more  feedback,"  Hoffman  says  of  the 
UAW.  "That's  not  my  sense  of  what's 
happening  across  the  country.  You  real- 
ly have  to  put  some  money  and  effort  in 
to  do  it  right."  Managed-mental-health 
care  has  proven  it  can  cut  costs.  Now, 
it's  up  to  companies  to  show  that  it  can 
do  so  without  hurting  employees. 

By  Joan  O'C.  Hamilton  in  San  Fran- 
cisco, with  Michele  Galen  in  New  York 
and  bureau  reports 


SPENDING  lESS  TIME  ON  THE  COUCH 


^  imon  H.  Budman  is  one  psychol- 
li  ogist  who  isn't  suffering  the  con- 
W  straints  of  managed  mental- 
ilth  care.  As  the  director  of 
ntal-health  training  at  Harvard  Com- 
nity  Health  Plan— New  England's 
jest  HMO— he  says  he's  "catching  the 
ve"  of  change.  That's  because  Bud- 
n,  age  47,  is  also  the  founder  and 
isident  of  Innovative  Training  Sys- 
ns  Inc.,  a  consulting  company  based 
Milford,  Mass.  Hired  by  managed- 
ntal-health-care  companies,  hospi- 
3,  and  community  health  centers, 
!  company  trains  old-school  thera- 
ts  in  Budman's  methods  of  "time  ef- 
tive"  treatm.ent. 
Groal-oriented  and  practical, 
dman's  techniques  are  in  line 
,h  the  solution-focused  therapy 
V  advocated  by  companies.  His 
zen  or  more  clients  include 
•ginia-based  Value  Behavioral 
alth,  with  14  million  sub- 
ibers,  including  IBM,  and  Op- 
ns  Mental  Healthcare,  based 
Norfolk,  Va. 

Fueling  the  interest  in  Bud- 
in  is  a  fundamental  shift  in 
i  practice  of  psychology  to 
let  today's  very  real  economic 
assures.  It  is  only  the  privi- 
:ed  few  who  can  afford  the 
ig-term  treatment  stereotypi- 
of  psychoanalysis.  Instead, 
ist  Americans  increasingly  find 
imselves  limited  by  a  company 


to  6  to  10  sessions  with  a  therapist. 
And  whereas  Sigmund  Freud  and  his 
disciples  sought  to  cure  a  person  of 
some  underlying  pathology,  today's 
shrinks  are  being  pressured  to  focus 
on  solving  an  immediate  problem— dis- 
sension between  a  husband  and  wife, 
for  example. 

HOMEWORK.  Budman's  goal  is  to  pro- 
vide the  most  quality  in  the  least 
amount  of  time— and  at  the  least  ex- 
pense. Instead  of  open-ended  therapy 
that  drags  on  for  years,  he  advocates  a 
quick  diagnosis  and  a  succinct  treat- 
ment plan  with  a  specific  goal  agi'eed 
upon  by  the  client  and  therapist.  A 
key  part  of  Budman's  strategy  is 


SCHOOL  FOR  SHRINKS 


Simon  Budman  teaches  therapists  short-term, 
goal-oriented  therapy.  Here  are  some  of  his  tech- 
niques that  make  use  of  out-of-office  time: 


MARITAL  PROBLEMS 


Tells  couples  that  focus  on  the  negative  to  catch 
what  their  spouses  do  right  and  write  it  down 


DEPRESSION 


Advises  a  depressed  single  mother  of  two  who 
feels  overwhelmed  to  spend  15  minutes  unwind- 
ing after  work  before  dismissing  the  babysitter 


SOCIAL  ANXIETY 


Sends  a  manager  who  is  terrified  of  giving  spon- 
taneous reports  in  business  meetings  to  Toastmas- 
ters,  the  speaking  group 


"homework,"  or  activities  outside  of 
the  counseling  sessions  (table).  He  also 
believes  treatment  should  be  episod- 
ic—meaning that  people  come  for  a  few 
sessions  to  deal  with  one  issue,  such  as 
an  impending  marriage,  and  come  back 
later  to  deal  with  death  or  divorce. 

Budman  admits  that  many  psycho- 
analysts would  "abhor  this  kind  of  treat- 
ment." Johanna  K.  Tabin,  a  psychoana- 
lyst in  Glencoe,  111.,  says  of  short-term 
proponents:  "I  don't  believe  the  effects 
of  this  kind  of  therapy  are  long-last- 
ing." Stuart  A.  Pizer,  a  psychologist  in 
Cambridge,  Mass.,  notes  that  while  Bud- 
man's views  are  admirable,  they  don't 
work  for  patients  suffering  from  more 
complex  problems.  "Cutting  these 
people  off  is  just  plain  cruelty," 
he  adds.  Still,  many  therapists 
will  have  no  choice:  If  they  want 
to  earn  a  living,  they  have  to 
adapt— and  Budman's  training 
teaches  them  how. 

The  debate  about  how  much 
therapy  is  necessary  will  only  in- 
crease as  managed  care  becomes 
the  status  quo.  But  the  reality 
is  that  most  companies  have  al- 
ready adopted  the  model.  As 
they  seek  to  balance  their  quest 
for  big  savings  with  quality  care, 
Budman's  message  is  one  that 
both  employers  and  many  thera- 
pists will  embrace. 

By  Naomi  Freundlich  in  New 
York 


ISSUES 


BUSINESS  WEEK/AUGUST  8,  1994  69 


FOR  AD  RATES  AND  INFORAAATION 
PHONE:  (312)  337-3090 
FAX:  (312)  337-5633  OR  WRITE: 


BUSINESS 


Marketplace 


BUSINESS  WEEK  AAARKET-PIACE  i*" 


100  EAST  OHIO  STREET  SUITE  632 
CHICAGO,  ILLINOIS  60611 


Business  Opportunities 


FREE 

CBSl  486  Computer 


Twenty  Businesses  You 
Can  Run  From  Your  Home 
With  A  Computer! 

FREE  Cassette  Tapes:  These  free,  two 

cassettes  will  explain  how  you  can  start  sev- 
eral or  all  of  these  twenty  turnkey  businesses 
part-time  and  still  retain  the  security  of  your  present  position.  If  you 
purchase  our  software  and  business  program,  we  will  give  you  the  com- 
puter and  printer.  If  you  already  own  a  computer,  you  may  receive  a 
discount.  Some  individuals  are  now  earning  $4,000  to  $10,000  per 
month  part-time.  Free  home  office  training.  Financing  available. 
To  receive  free  cassettes  and  color  literature,  call  toll-free: 

1-800-343-8014,  ext.  769 

 Computer  Business  Services,  Inc. 


Computer  Software 


INCREASED 
PROFITS 

simplify  your  bookkeeping  and  increase 
productivity  with  leading  business  management 
and  accounting  software  system.  Installed  in  your 
business  for  as  little  as  S400. 

Call  for  free  demo. 

^  BusinessVision 

2963  Gulf  to  Bay  Boulevard, 
Suite  255,  Clearwater  FL  34619 
(800)  742-8188  Ext.  21 

Dealer  Inquiries  Welcomed. 


Presentation  Equipment 


LASER  POINTER 

STanuiTE 


24K  GOLD 

plus  shipping 
&  handling 
1  Year  Limited  Warranty 

•  Range  up  to  100  yards 

•  WE  include  2  AAA  Batteries 
C  H.  WORLDWIDE   DEALER  INQUIRIES 

P.O.  Box  2712  WELCOME! 
San  Ramon,  CA  94583  tiiii  cdec 
Tel:  510-838-1665  lOLll-Htfc 
Fax:510-838  3172  800-291-5511 


Buildings/Structures 


FACTORY  CLEARANCE! 


SIVE  UPT04S'/. 


Buy  Factory  Direct.  Build  it  yourself! 
20  x  32  •  25x48 
35  x  56  •  50x124 

800-888  46061-^ 


Display  Products 


Business  Opportunities 


Steel  Framed  Homes  for  Lasting  Value 


♦  Energy  EfticFent  9"  (R-30)  Insulation 

♦  Unmatched  Protection  from  Wind,  Fire, 
Termites,  Snow,  and  even  Earthquakes 

♦  American-Mode  Steel  (66%  Recycled) 


DISTRIBUTORS  WANTED 


♦  Simple,  Bolt-Together  Construction 

♦  Refundable  Investment,  Full  Training 

♦  1 8-Year  Industry  Leader  with  flomes  in 
50  States  and  26  Countries 

Call  today  for  a  FRE[  Mo  Pack  or  to 
order  a  $9.95  VIDEO.  Schedule  ol 
upcoming  S[MINARS  also  available. 


Ih-Steel 

Sbuctuw  tnc 


1-800-874-7133  (8171497  7070    Fm:  (8171497-7497 

5400  S  STEMMONSrRWy  ,  DENTON,  TX  76205 


Publishing 


I 


QUALITY  PUBLISHING  ! 


Publishier  witfi  over  30  years 
experience  will  print  and 
publish  your  promotional 
books,  manuals,  directories, 
company  fiistories.  f^ast. 
efficient,  state-of-thie-art 
production  and  design. 
FREE  estimates.  We'll  fielp 
build  your  image,  create  top 
quality,  effective  books. 

Carlton  Press  [WPllBB 

Dept  BWH,  11  W  32  Si  ,  NY.  NY  10001, 


Telecommunications 


Two  Cellular  Phones 
-  One  Number  ^ 


Order  this  handheld 
MOTOROLA  phone 
and  we  will  put  it  on 
the  same  number  as 
your  existing 
cellular  phone! 


No  second  bill,  no  second 
number  to  give  out! 

1  a\  4e\^  Programmed  to 
Only  $495    your  existing 

cellular  number! 

Spy  Supply,  Inc. 

1212  Boylslon  St.  #120 
Chestnut  Hill,  MA  02167 

(305)  340-0579  •  (617)  327-7272 


Voice  Messaging  System 
tor  Small  Ottke/Hoiiie  Office 


Automate  your  home  ofTice  or 
small  business  with  Watson  LRB: 
Simply  Load  the  program  on  your 
PC,  Record  your  message,  and 
Begin  saving  time  and  money  with 
your  customized  Watson  system 

■  turnkey  voice  mail  system 

■  quick  and  easy  to  set-up  &  use 

■  paging,  phonebook,  &  inbound/ 
outbound  notification  programs 

■  modem  and  bitcom  S-W  included 

■  delivers  professional  image 

■  over  60K  Watson  systems  sold 


For  more  informalion  call: 

1-800-6-WATSON 

(Inlroduclory  price  of  $399  -f  S&H. 
Mention  this  ad  and  receive  a  10% 
discount  on  your  order.) 

Nalund  MicroSystems 

8  Enc  Dfivc.  Naljct.  MA  0(760  


Business  Opportunities 


WANTED!!! 

Used  or  old  equipment,  facilit| 
production  lines,  etc. 

CHINA  MARKET 
Public  Relations 
Merchandise  sales, 
purchase  and  processing 
Internationa!  Niche  Corporati 
Tel:  201/461-1388  Fax:  201/4S1-ll 


Office  Supplies/Equipmd 


SHRED-ER 

SHREDS  AN  8  1/2"  x  11" 
SHEET  OF  PAPER  TO  OVER 

15,000 

PARTICLES,  FOR  MORE 
INFORMATION  PLEASE  CALL 
(8tK))  645-7226 


Education/Instruction  _ 

n 
m 


'Ml 


MBA  by  Distance  Learn 

•  No  Bachelor  s  degree  required 

•  Ma|or  Brillsh  university 

•  Chosen  by  The  Economist  IntelllaAujy 

Unit  as  one  ol  the  world  s  best  U  ■.l  , 
HERIOT-WATT  UNIVERSIT  _ 

Nofiri  American  Dlslribiitor 

1 780  Shaltuck.Suile  2,  Berkc  ley  CA  94 
1-800-MB.'\-0707.  Ext.  20 


!i 

Mil 

m 

'  B.S.  &  M.B.A.  in  Business  /TfArfll/I  ^ 
i.S.  in  Environmenlal  Studies  LnnUWl  **« 


EARN  YOUR  COLLEGE  DEGREE  AT  W\ 


UNIVERS 


ACCREDniDHE  WdA 


•  M.S  in  Management/ 
Environmenlal  Studies 

•  Approved  lor  luilion 
reimbursement  by  major  companies. 

For  a  free  catalogue  call  1-800-767-CI- 


University  Degreq 


SoH  Paced     Homo  Study 
Associate  Bachelor  Master  D<  Vbi 

Business  Admin,  Psychology.  FInar  pwj 
Tech  Mgmt.  Law,  Paralegal,        -  ' 
Int'l  Business,  Health  Care. 
Human  Resources  Admin,     m  6 

{800)477-2254  (24  hrs) 
Southern  CalHomla  Univer- 
sity for  Professional  Studies 
202  Fashion-BW,  Tustin,  CA  92680 


FREE  VIDEO; 


EXTERNAL  DEGREf 

BA/BS  MS/MBA  PhD/JD 
Credit  for  work. /lite  exp,  •  Accredl 
(800)  444-8569  (24  hrs.) 

LaSalle  University! 

Dept.  569  MandevMIe,  LA  70470-4| 
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Automotive 


OUGHT/SOLD 
TORY  ORIGINAL  . 
0  LITERATURE 

1900-1970 


.  raUCK,  CYCLE,  FARM,  AIR  BOAT 
Cats.,  Service  &  Parts  Books,  Dealer 
i,  Owner  Manuals,  Other  Literature 


asm 

lis  Avenue 
ham.  MA  01701 


1-800/^34-0688 
FAX:  508/626-0991 
■ra.  508/872-9173 


Catalogs/Marketing 


your  videos  and  products  into 
jns  of  mail  order  catalogs!  We're 
imissioned  manufacturer  s  rep  firm 
alizing  in  selling  to  this  growing 
et.  Please  call: 

Direct  To  Catalogs,  Inc., 
i600  CofTman  Farms  Road 

Keedysville,  MD2IVS6 
301/432-4410 


Real  Estate 


•ST  &  BEAM  HOME 
VERMONT 

>m  built  in  1992,  38  acres, 
le  location,  many  extras,  near 
.  airports.  Brochure  $309,000 
iARBUSH  INVEST.  PROP. 
:  Info  line  boo-ssi-osso 


[Computer  Equipment 


EWLETT-PACKARD 

tserJal  ColorPro 
sskjet  Oratt  Pro 

jggecfWrtter  Dratt/Mastar 
sctrostaltc  Plotters  DttSlgtvJet 
0  Workstations  and  Vectras  also  availablt. 
•d  Dash«r  &  Associates 

S*oond  Ave  .  S  Birmingham,  AL  357.22 
liw:  205n»1-4747  Fu:  20S/591-ttOa 


Manufacturing 


rtcations  -  Components 

Meet,  wood,  plastic,  for  ofBce 
ciiair  bases,  tilters,  riwilr, 

terta,  bar.  lounge,  food  court, 
titaurant.  school,  hospital, 
library 

ThankYou 

1)328-2263;  fin(215)322-3021 


Cable  TV 


CATALOG!  1-800-345-8927 
ROLD  HAMLIN  OAK  ETC. 

BLE  TV  DESCRAMBLERS 


lecial  Dealer  Prices!  •  Compare  Our  Low  Relail 
)  esi  •  Orders  From  Stock  Shipped  Immedialelyi 

•  Guaranteed  Warranties  &  Pnces! 
■  All  Maior  Credit  Cards  •  No  Calilomia  Sales 
;        PACIFIC  CABLE  CO..  INC. 

Reseda,  Depi  878  Reseda,  OA  91335 
t  Catalog,  orders  &  inio  1  -800-345-8927 


Corporate  Gifts 


NOBODY  BEATS  I 
OUR  PRICES!  I 

IMPRINTED 

PORCELAIN  IMPRINTED 
32  OZ. 
SPORT 
BOTTLES 


YOUR 


l' ama  as  low  as^Vas  low  as^E  I 

HER  99tT  69C  J 

*■*  EACH        4       EACH  ^ 

^^^QTY.  -  1 0OS^^OTY.  -  25O0^H 


1-800-936-5646 

LOBOGEAR 

FAX:  (415)  579-5534  •  FREE  BROCHURE 


Custom  Leather  Accessories  for  Golf, 
Fund-Raisers  and  Corporate  Outings 
Call  for  Brochure:  1-800-476-7654 
Fax:  (610)  668-9545 


IVIenswear/Fasfiion 


MEN*S  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

Extra  width  for  men  who  need 
it  Excellent  variety, 
styling  and  c 
Send  for  FREE 
CATALOG 


HITCHCOCK  SHOES.  INC 

Dept.  55  H  Hingham.  MA  02043 


Sports  Equipment 


Cheat 
At  Tennis 


Your  Own 
Portable 
Tennis  Ball 
Machine 


1-800-448-8867 

for  FREE  brocfiure 


Corporate  Gifts 


Straw  Hat  Fever! 


SAMPLE  BEFORE 
YOU  BUY! 


Summer  is  herel  Tee  off  with  our  best,  natural  straw  golf 
tial.  Available  witli  your  logo  or  message  embroidered  on  a 
1 00%  cotton  pleated  band  that  is  available  in  live  colors  Non- 
personalized  sample  . .$1 1  95  plus  stiipping.  In  quantity  with 
your  logo  as  low  as  $1 3  95.    call  FOR  FREE  BROCHURE 

LOeiOG£4R  1-800-936-5646 

 FAX:  (4t  5)  579-5534 


Ballistic  Attache 


Other  bags  available  from 
$5.00  to  $20.00. 

FREE  sample 

 for  .VJ  days  

Call  now  for  a  FREE  catalog! 

1-800-837-5554 

Executive  Express™ 


Cfiampagne 

Remoues  corK  a  plastic 
Champagne  corks  safely 

$12.95 

plus  $2.50  s/h 

add625  sales taxinPA 


Protect  Your  Eyes! 
Lavaca  Industries,  Inc. 

(1-800-  528-  2265) 
(fax;  215-  322-  5021) 


CfiUBRATI 

AN  ANNIVEIUMir 

PCOMMEMORlri 

ATeURNAIf||NT 


(800)  252-S9M 
8)322-4142,  fAXU203)329.7ll 
CALL  FOR  INFORMATION 


Corporate  Gifts 


Build  Your  Image' 

Build  Your  Business 


IMPRINTED  COFFEE 
MUGS  AS  LOW  AS 

$1.29 


EMBROIDERED 


CAPS  AS  LOW  AS 

$3.99 


Free  48-page  catalog  with  tiundreds  of 
promotional  business-building  products. 

1-800-792-2277 

DEPARTMENT  714 

FAX  1-510-786-1111 


The  Corporate  Choice! 


America's  Choice  for  corporate 
I  identity  apparel  and  mercliandise  HI 
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Business  Services 


The  Elephant  Secretary 

remembers  all  your  important  dates, 
selects  amazingly  appropriate  cards, 
stamps  &  addresses  them  in  your  own 
handwriting,  &  gets  'em  there  on  time. 

We  do  alfthe  work  &  you're  a  hero! 
How  do  we  do  it?  call  24  hours: 

l.?00-7-ELEPHANT 


Presentation  Equipment 


FREE  CATALOG 

Slide  Management  Systems  • 
Media  Storage  •  Archival  Products 

•  Projection  Equipment  • 
Presentation  Aids,  and  much  morel 

^  Multiply  800-325-3350 


Health/Nutrition 


60%  MORE 
JUICE  FROM 
YOUR  APPLES! 

Complete  home  cider 
press  and  fruit  grinder,  3 
models  to  choose  from, 
completely  assembled  or 
in  kit  form  The  secret  is 
the  cast  iron  "APPLIi 
EATER"  grinder  which 
reduces  the  fruit  to  a 
fine  pulp  and  will  grind  a 
bushel  of  whole  apples  in  5  minutes.  Tub  holds 
full  bushel  of  pulped  fruit.  Heavy  I'/i"  acme 
screw  and  cast  iron  crossbeam  Hardwood 
construction.  Call  or  send  $  1  00  for  catalog 

HAPPY  VALLEY  RANCH  913/849-5103 
16577  W.  327  Dept  16  •  Paola,  KS  66071 


Travel 


FLY  A  MiG  IN  MOSCOW 


Break  the  sound  barrier 
inal\/liG-21.Climbto 
the  edge  of  space  in 
a  l\/liG-25. 

Experience  the  incredible  ^j^. 
tailslide  in  the  l\/liG-29.  ti' 
You  need  not  be  a  pilot.  MIGS  etc. 
otters  a  variety  of  planes  and  flight 
packages.  Packages  start  at  $5500. 
Call  for  a  free  brochure. 

MIGS  etc., \nc. 
800  MIGS  ETC  (USA) 

813  923-0607 


CAMBRIDGE  DIET 
AND 

NUTRITION  PLANS 
1-800-4-HEALTH 


Investment  Services 


Correction  Done 
Interest  Rates 
at  their  Peak? 

Read  the 
Aggressive  Investor 
to  find  out. 


Three  months 
One  year 


$  55 
$195 


The  Aggressive  Investor 

P.O.  Box  4011 
Cerritos,  CA  90703-4011 


Investment  Opportunities 


EasyCheck™  Stock  Charts 


Follow  your  stocks'  performances 
by  plotting  them  once  a  week  on 
EasyCheckTM  Stock  Charts.  A  sure 
way  to  track  your  investments  year 
after  year  Convenient,  easy  to  use. 
100  sheets  for  $24.95  plus  S&H 

Toll-Free  1-800-793-9340  Ext.18 


Business  Services 


RESEARCH  REPORT 


19,850  academic  topics  availabi 
Send  $2  00  for  the  290-page  catali 
Custom-written  reports  also  availabi 
RESEARCH  ASSISTANCE 
11 322  Idaho  Ave  ,  #206BF 
Los  Angeles,  CA  90025 
Toll  Free  Hotline:  800-351-02^ 
(California:  310-477-8226) 
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Financial  Services 


WITHIN  24  HC 
•BANK  TO  BANK  TRANSjlorget 
•WE  ASSUME  THE  CREDIT 
CALL  JEFF  FARKAS  Toll  Free 

800-241-CAS 

ADVANTAGE  FUNDING  CC 

Giving  Your  Business  itie  AOVANTAGE  to  Sm 


isys, 


Business  Opportunities 


HA\'E  A  GREAT  mEA, 
BUT  NO  MONEY? 
Venture  Capital  Sourcei 
Seed  Money  •  Start-up  • 
Expansion  •  Developmeni 
Phone  903/759-9295  Fax  903/297-< 
or  write  to: 
P.O.  Box  150411 
Longview.TX  75615-0411 
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borts  Business 


SE  FOOTBALL  I 


AYBE  THEY'LL  CALL  IT 
IE  MOOLA  BOWL 


games  are  in  a  big-money  scramble  for  a  super-showdown 


^  uick!  Who's  No.  1  in  college  foot- 
■  liall?  If  you  say  Florida  State 
University,  you're  right.  But  did- 
ports  Illustrated  claim  the  Semi- 
title  is  tainted  by  a  rules-flouting 
al?  And  didn't  Notre  Dame  give 
,  lesson  in  football,  Irish-style  last 
a  drubbing  the  Florida  boys  won't 
forget?  In  any  case,  the  National 
pionship  was  bestowed  in  the  end, 
ivays,  by  a  vote  of  sportswriters 
S.  newspapers  large  and  small. 


true  playoff.  Under  the  new  system,  de- 
vised by  the  commissioners  of  most  of 
the  major  conferences,  the  number  of 
games  on  New  Year's  will  shrink,  and 
conference  champions  will  no  longer  be 
tied  to  a  specific  bowl— except  in  the 
case  of  the  Rose  Bowl,  which  will  contin- 
ue to  be  a  showdown  between  the  Big 
10  and  Pacific  10  conference  champs. 
Nine  bowls  will  present  sealed  bids  in 
Dallas  on  July  29-30  for  the  right  to 
host  a  national  championship  game  tea- 


BIDDING  FOR  A  NATIONAL 
CHAMPIONSHIP  GAME 

what  the  top  bowls  initially  offered  to  pay 
the  contenders  in  a  No.  1  vs.  No.  2 
showdown  (and  what  they  paid  bowl 
participants  in  1994). 


5  NO.  1?  THE  BOWLS  THEMSELVES  MAY  ACT  TO  RESOLVE  DOUBTS 


offer 

Millions 

1994 

Millions 

IBM  OS/2  FIESTA  BOWL 

$27 

$6.0 

FEDERAL  EXPRESS 
ORANGE  BOWL 

26 

8.6 

OUTBACK  STEAKHOUSE 
GATOR  BOWL 

25 

3.0 

USF&G  SUGAR  BOWL 

20 

8.2 

MOBIL  COnON  BOWL 

18 

8.2 

DATA:  com GE  BOWL  AUIANCE,  BUSINESS  WEEK 

at's  how  things  have  been  for 
i,  and  that's  the  way  the  bowl 
s  have  liked  it— until  now.  Despite 
nd  by  fans  and  pundits  for  a  win- 
ike-all  playoff  series,  as  in  other 
iate  sports,  the  bowl  honchos  have 
lug  in  their  heels.  They  fear  play- 
/ould  render  their  games  meaning- 
and  ultimately  obsolete.  That  fright 
d  an  unmistakable  role  in  the  mi- 
)n  of  bowl  games  to  New  Year's 
)ver  the  past  decade,  the  advent  of 
ibiquitous  big-time  spon.sorships, 
he  formation  of  the  three-year-old 
je  Bowl  Coalition,  which  gives  the 
nd  games  a  single  voice, 
w,  after  a  spate  of  serious  outside 
;  to  launch  a  postseason  tourna- 
— which  could  sound  their  death 
-the  bowl  games  are  forming  a 
illiance  that's  one  step  closer  to  a 


turing  the  teams  that  finish  one-two  in 
the  polls  at  the  season's  end.  Just  three 
of  the  nine  bowls  will  make  the  cut,  and 
the  collegiate  super  bowl  will  rotate 
among  them  after  the  1995  season. 

That  one  or  more  of  the  most  vener- 
able bowl  games  could  be  shut  out  of 
this  consortium  doesn't  faze  its  organiz- 
ers. Money  talks,  tradition  walks.  "The 
desire  to  maximize  revenue  is  central 
to  this,"  says  Atlantic  Coast  Conference 
Commissioner  Gene  Corrigan,  who  is 
heading  up  the  effort.  "We're  looking 
for  the  best  deals."  And  who  can  blame 
them?  The  money's  there. 

Desperate  for  programming  after  los- 
ing the  National  Football  League  to  Fox 
Broadcasting  Co.,  CBS  Inc.  raised  the 
stakes  last  month  by  offering  a  com- 
bined $300  million  over  six  years  for 
the  rights  to  the  Federal  Express  Or- 


ange, IBM  OS/2  Fiesta,  and  Outback 
Steakhouse  Gator  bowls,  in  hopes  those 
three  will  end  up  the  winning  bidders. 
"That's  nothing  more  than  a  TV  network 
trying  to  buy  college  football,"  grouses 
Robert  Dale  Morgan,  executive  director 
of  Atlanta's  Peach  Bowl,  which  is  consid- 
ered a  long  shot  for  one  of  the  three 
slots.  Armed  with  CBS's  offer,  in  the  in- 
itial round  of  bidding  the  Fiesta  offered 
$27  million  in  prize  money  for  a  colle- 
giate super  bowl.  With  Capital  Cit- 
ies/ABC Inc.  sure  to  fight  to  have  the 
USF&G  Sugar  Bowl  win  a  slot,  final  bids 
are  expected  to  be  in  the  $30  million  to 
$35  million  range  by  the  time  the  com- 
missioners tap  the  winners,  sometime 
between  now  and  Labor  Day. 
CLAMOR.  The  bowls  have  long  cannibal- 
ized themselves  by  competing  for  splin- 
tered TV  ratings  on  New  Year's  Day. 
The  new  plan  would  halt  such  competi- 
tion by  holding  a  No.  3  vs.  No.  5  game 
on  Dec.  31  and  a  No.  4  vs.  No.  6  game 
on  Jan.  1  as  prelimi- 
naries to  the  nation- 
al championship 
game.  "If  everyone 
has  an  exclusive 
window,  we  should 
be  able  to  see  a 
pretty  dramatic  in- 
crease in  ratings," 
predicts  Troy  Ma- 
thieu,  executive  di- 
rector of  the  USF&G 
Sugar  Bowl.  And,  of 
course,  the  price  of 
a  corporate  sponsor- 
ship would  rise,  too. 

Alliance  organiz- 
ers concede  they 
felt  compelled  to  act 
after  the  National 
Collegiate  Athletic 
Assn.  named  a  committee  to  study  the 
issue.  Over  the  past  two  years,  several 
groups— including  a  consortium  headed 
by  Hollywood  dealmaker  Michael  Ovitz 
and  another  fronted  by  Walt  Disney  Co. 
and  ABC— have  tried  to  persuade  the 
NCAA  to  launch  a  tourney  for  Division  1- 
A  football.  But  university  presidents, 
who  ultimately  make  such  decisions, 
rejected  a  playoff  scenario  for  now,  and 
bowl  organizers  breathed  a  sigh  of  relief. 

Still,  the  demand  for  a  decisive  cham- 
pionship series  won't  go  away.  The  clam- 
or from  fans  will  continue,  and  the  big- 
bucks  offers  will  roll  in,  growing  in 
magnitude.  "Wliat  we're  doing  now  could 
be  only  a  three-year  solution,"  admits 
the  ACC's  Corrigan.  Still,  even  this  stop- 
gap has  got  to  be  better  than  eight 
bowls  in  a  pileup  on  New  Year's  Day. 

By  Keith  Dunnavant  in  Atlanta 


.JSINESS 


BUSINESS  WEEK/AUGUST  8,  1994  73 


li 


'ersonal  Business 


EDITED  BY  AMY  DUNKIN 


Education 


COMMON  SENSE  101 
FOR  STUDENT  lOANS 


Whether  you're 
paying  col- 
lege tuition 
now  or  looking  forward 
to  that  delightful  pros- 
pect, Uncle  Sam  is 
al)Out  to  give  you  new 
options  for  handling 
those  bills.  For  years, 
the  federal  government 
has  subsidized  loans 
from  banks  under  the 
Stafford  loan  progi"am, 
which  will  still  be  avail- 
able. But  the  Clinton 
Administration  also 
wants  to  make  direct 
student  loans.  In  July, 
the  Administration  un- 
veiled its  program, 
which  offers  easier 
terms  than  the  govern- 
ment-guaranteed stu- 
dent loans  and  a  wider 
variety  of  payment  op- 
tions. The  new  options 
permit  smaller  monthly 
payments  stretched 
over  as  many  as  30 
years,  as  compared 
with  standard  10-year 
student  loans. 

Students  can  apply 
for  the  new  plan  at 
104  schools.  Washington 
hopes  that  by  1998,  90%  of  all 
student  loans  will  be  made  by 
the  government.  Families 
with  teenagers  first  entering 
college  are  eligible,  as  are  the 
2.5  million  people  who  are  al- 
ready paying  banks  back  $60 
billion  in  student  loans.  Un- 
der a  plan  to  be  unveiled 
soon,  current  borrowers  can 
switch  to  government  loans 
without  penalty.  For  example, 
if  you  have  a  Stafford  loan  is- 
sued by  a  bank,  you  can  con- 
vert to  a  govei-nment  loan 
with  a  more  lenient  repay- 
ment schedule. 

Administration  officials  still 
urge  families  to  dip  into  their 
savings  to  help  pay  the  bills. 


uou 


SB? 


The  cost  of  a  private  foui"-year 
college  averages  $90,000  nowa- 
days, and  financing  the  tab  ex- 
clusively with  debt  could  cap- 
size most  family  budgets.  You 
don't  want  to  default  later 
on— it  will  wreck  your  credit 
rating,  and  your  pay  may  be 
gamisheed.  "You  have  to  start 
early  accumulating  money  for 
college,"  advises  Leo  Komfeld, 
the  Education  Dept.'s  Deputy 
Assistant  Secretary  for  stu- 
dent financial  assistance.  "For 
the  middle-income  family,  it's 
the  second  major  investment 
behind  their  homes." 

Yet  the  government's  initia- 
tive could  be  especially  helpful 
for  people  of  modest  means. 


such  as  Mai'jorie  Merimonde,  a 
47-year-old  service  technician 
for  Xerox  and  divorced  mother 
of  two.  In  the  fall,  her  18-yeai-- 
old  daughter,  .Jaime,  will  en- 
ter Muhlenberg  College,  a 
small  liberal  arts  school  in  Al- 
lentown.  Pa.,  costing  $23,000 
a  year  for  tuition  and  room 
and  board.  In  four  years,  it 
will  be  daughter  Jaclyn's  tmni. 
Through  a  patchwork  ciuilt  of 
loans,  .Jaime  is  set  for  her 
fi-eshman  year,  but  the  lure  of 
stretched-out  lower  payments 
has  Merimonde  considering  a 
new  scheme  for  the  future. 
"Let  us  get  through  the  first 
year,  and  we'll  worry  about 
the  rest  later,"  she  says. 


If  Merimonde  eh 
a  direct  govern 
loan,  she'll  have  io\ 
tions.  One  would 
10-year  payment  s 
ule  identical  to  the 
dard  bank  loans  thi 
still  offered.  Stu( 
pay  monthly  installr 
of  at  least  $50.  An 
choice  extends  thei 
ment  schedule  on 
ing  scale  as  the  si 
the  loan  increase  jb 
student  who  bor 
less  than  $10,000,  fc 
ample,  would  pay 
the  money  on  a  12 
schedule,  while 
dent  borrowing  $6 
would  pay  back  ov 
years. 

FLEXIBILITY.  A  third 

sibility  involves  a  g 
ated  payment  am 
ment.  At  the 
diplomas  are  ha 
out,  students  woulc 
relatively  little,  but 
ments  would  increa; 
cording  to  a  set  sch 
based  on  the  assuni 
that  the  student' 
come  would  rise.  (U 
doesn't  happen,  the 
rower  can  switch  to  an  e 
repayment  plan.)  Whei 
comes  are  modest,  the  g 
ates  effectively  would  pa 
low-market  interest  rates 


WHAT  YOUR  L( 
MIGHT  COST 

Assuming  a  student 
borrowed  $17,125  i 
college  at  8%  interes 
are  the  guidelines  oi 
much  a  subsidized  S 
loan  will  cost: 
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lifference  between  what 
are  payins^  and  the  mar- 
ate  would  be  added  to 
3an  balance.  The  lenj^th 
5  loans  could  vary  from 
30  years. 

e    final    option  pegs 
I'tily  payments  to  income, 
reported  to  the  Educa- 
Dept.  by  the  Internal 
'  nue  Service.  Details  are 
' :  ironed  out,  but  under 
:rrangement,  repayments 
I  vary  according  to  a  bor- 
a's adjusted  gross  income. 
)wers  can  expect  to  be 
sed  3%  to  15%  of  their 
.  ted  incomes,  depending 
s  loan  amount.  And  if  the 
isn't  paid  off  after  25 
i  ,  the  outstanding  debt  is 
;en. 

I  /BACKS.  The  Administra- 
;  plan  is  not  without 

'  isides.  Lower  monthly 
.ents  and  a  longer  pay- 
eriod  mean  paying  more 
the  life  of  the  loan.  And 
ching  out  the  loan  has 
•  drawbacks.  Your  chil- 
could  still  be  saddled 
college  loan  payments 
as  they're  sending  their 
kids  off  to  school.  "The 
will  be  more  flexible," 
Ray  Loewe,  president  of 
ational  Planning  Systems 
a  financial-consulting  ser- 
n  Marlton,  N.  J.  "But  the 
is  that  sooner  or  later  it 
tches  up  with  you." 
r  and  away  the  greatest 
e  of  aid  for  students  and 
its  are  subsidized  or  un- 
dized  Stafford  loans.  The 
dized  loans  are  available 
milies  of  four  with  in- 
s  of  less  than  $40,000. 
ir  the  plan,  the  govern- 
pays  the  interest  on  the 
through  college  and  up 
X  months  after  gradua- 


Plon     Monthly  Tub  Total  Payments 


$207 
$132 
$126 


$24,840 
$39,600 
$45,360 


ingent  Plan  (25  Years) 


0 

0 


$150 
$242 


ACCRUED  INnOEST  CANNOT  EXCEED  150%  OF  THE 
AMOUNT  NOT  PAID  AHER  2S  YEARS  IS  FORGIVEN 


tion.  The  unsubsidized  Staf- 
ford loan,  which  is  not  sub- 
ject to  income  restrictions, 
starts  accruing  interest  imme- 
diately at  the  one-year  Ti-ea- 
sury  hiW  rate.  In  either  case, 
no  payments  are  required  un- 
til six  months  after  the  stu- 
dent graduates.  The  maxi- 
mum loan  amount  over  five 
years  is  $23,000. 

So-called  Perkins  loans  are 
even  more  attractive,  if  you're 
lucky  enough  to  get  one. 
Loans  are  dispensed  on  a  first- 
come,  first-serve  basis.  Eligibil- 
ity limits  are  similar  to  Staf- 
ford loans,  but  interest  is  only 
5%  (vs.  7.5%  for  current  Staf- 
ford loans)  and  doesn't  accrue 
until  after  gi'aduation. 

Students  who  need  more 
than  $23,000  may  want  to  ex- 
plore the  federal  plus  loan 
progi-am.  These  10-year  loans, 
which  are  also  offered  through 
some  employers,  allow  parents 
to  borrow  100%  of  the  cost  of 
college,  less  the  amount  a  stu- 
dent has  received  from  Staf- 
ford and  Perkins  loans  and 
other  aid  sources.  The  inter- 
est is  3.1  points  over  the  one- 
year  Treasury  bill  rate.  The 
time  you  have  to  pay  the  debt 
depends  on  the  amount  you 
borrow:  12  years  for  a  $7,500 
loan,  say,  and  30  years  for 
loans  of  $60,000  or  more. 

The  financial  aid  officer  at 
your  college  can  clue  you  in 
about  private  scholarships  and 
grants.  You  may  want  to  con- 
sider a  home  equity  loan, 
whose  interest  payments  are 
tax  deductible.  As  a  last  re- 
sort, you  could  borrow  from 
your  401(k)  employee  retire- 
ment fund,  an  unwise  prac- 
tice that  could  deplete  your 
retirement  investments. 
The  best  strategy,  of  course, 
is  to  limit  your  bor- 
rowing by  saving 
as  much  as  pos- 
sible. "Parents  need 
to  cut  costs  and 
better  position 
themselves,"  consul- 
tant Loewe  advis- 
es. The  key  is  to 
start  earlj'.  You 
have  a  wide  range 
of  options,  but  pro- 
crastination is  not 
one  of  them. 
Christina  Del  Voile 


Smart  Money 


ITEMIZING 
BENEVOLENCE 


It's  getting  harder  to  give 
your  money  away:  Uncle 
Sam  has  become  downright 
picky  about  how  you  report 
your  largesse.  Yet  you  still 
feel  philanthropic,  especially 
since  higher  tax  rates  mean 
bigger  charitable  deductions 
at  tax  time. 

Under  the  old  law,  a  can- 
celed check  was  adequate 
proof  of  your  donation.  Now, 
you  need  a  written  receipt 
from  the  charity  listing  gifts 
of  $250  or  more.  Most  char- 
ities are  gearing  up  to  mail 
out  such  letters  automatical- 
ly, but  you  must  make  sure 
you  receive  and  keep  them. 
"Get  them  now  rather  than 
after   New   Year's,  when 


City's  public  television  sta- 
tion. But,  she  says,  if  you  do 
receive  such  a  religious  ben- 
efit or  if  you  aren't  offered 
anything  in  exchange  for 
your  gift  or  refuse  any 
items,  that  must  be  clearly 
stated  in  the  letter. 

The  new  law  also  encour- 
ages gifts  of  appreciated 
stock.  In  the  past,  you  could 
deduct  the  present  value  of 
stock  you  donated,  but  you 
had  to  add  back  any  appreci- 
ation over  your  original  cost 
when  calculating  the  oner- 
ous alternative  minimum  tax. 
Now,  you  can  write  off  the 
stock's  current  value  with- 
out worrying  about  the  AMT. 
(Don't  confuse  this  with  a 


THE  NEW  RULES  ON  CHARITABLE  GIFTS 


►  Make  sure  to  get  letters  from  charities  for  gifts  of 
$250  or  nnore.  The  letter  must  indicate  the  value  of 
any  goodies  you  get  in  return  for  your  contribution 
— v/hich  should  be  subtracted  from  your  deduction. 

►  Gifts  of  appreciated  stock  are  no  longer  subject  to 
the  alternative  minimum  tax. 

►  Noncash  gifts  need  to  be  acknowledged  but  not 
valued  by  the  charity.  Gifts  of  more  than  $5,000  must 
be  accompanied  by  a  qualified  appraisal. 


everyone  will  be  asking  for 
them,"  says  Mark  Kersting, 
an  accountant  at  Urbach 
Kahn  &  Werlin. 

In  the  letter,  charities 
must  also  note  the  value  of 
goodies  they  give  you  in  ex- 
change for  your  donation. 
You  can't  write  off  the  $75 
concert  tickets  you  got  in  re- 
turn for  your  $250  donation 
to  the  local  orchestra:  You 
can  only  deduct  $175.  Small 
trinkets,  such  as  key  chains, 
are  exempt.  So  are  "intan- 
gible" religious  benefits.  "Giv-. 
ing  to  a  church  or  synagogue 
in  return  for  a  seat  or  a  pew 
won't  reduce  your  charitable 
contribution,"  says  Davida 
Isaacson,  director  of  planned 
giving  at  WNET,  New  York 


law  starting  in  1995  that  lim- 
its your  deduction  to  the 
stock's  cost  rather  than  its 
present  value.  That  applies 
to  private  foundations— not 
public  charities.) 

Noncash  donations  of  art 
or  clothing  must  also  be  de- 
scribed in  the  charity's  let- 
ter, but  declaring  their  value 
is  up  to  you.  A  rule  of 
thumb  for  clothing,  says  Stu- 
art Kessler  at  accounting 
firm  Goldstein  Golub  & 
Kessler,  is  15%  of  the  origi- 
nal price.  Remember  to  file 
a  qualified  appraisal  with 
noncash  gifts  worth  more 
than  $5,000.  All  this  may 
mean  more  paperwork  now, 
but  next  Apr.  15,  you'll  be 
glad  you  did  it.    Pam  Black 
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At  1:30  a.m.,  Win  Whit- 
taker's  voice  broke 
the  bunkhouse  still- 
ness. It  was  the  news  we  had 
prayed  for:  a  windless  starry 
June  night,  firm  snow,  no  pre- 
cipitation. "Dress  light.  Eat 
as  much  as  you  can.  We'll 
rope  up  in  an  hour,"  he  said. 

So  l)egan  Day  Four  of  the 
Camp  Muir  Seminar,  a  five- 
day  high-altitude-training  pro- 
gram run  by  Rainier  Moun- 
taineering Inc.  in  Paradise, 
Wash.  (206  569-2227).  Such 
gatherings  attract  some  2,.500 
climbers  each  year  from  May 
to  September.  Since  Monday, 
23  of  us  had  bunked  shoulder- 
to-shoulder  in  a  plywood  shel- 
ter, from  which  we  set  out 
each  morning  to  practice  ice- 
climbing  techniques.  The  spec- 
tacular 10,000-foot-high  setting 
alone  made  Camp  Muir 
worthwhile.  Mt.  St.  Helens 
and  Oregon's  Mt.  Hood  poked 
through  a  white  cloud  layer 
below  us.  The  glaciers  around 
us  opened  with  regular  cracks 
and  pops,  and  the  rumble  of 
warmed  rock  and  snow  break- 
ing loose  was  a  reminder  of 
the  higli-peak  dangers. 
HIGH  HOPES.  We  came  to  Muii- 
hoping  to  reach  Mt.  Rainier's 
summit,  4,000  feet  above  us. 
Volatile  weather  had  defeated 
several  teams  in  the  past  few 
days.  Still,  we  had  mastered 
ice-ax  safety,  rope-climbing, 
crevasse  rescues,  and  the  six 
basic  knots  of  mountaineering. 

Now,  as  we  strapped  ice- 
gripping  crampons  on  our 
boots,  we  shared  a  rush  of 
anticipation.  At  14,410  feet, 
Rainier  is  the  toughest  endur- 
ance climb  in  the  continental 


BUSINESS  WEEK'S  DOWLING  AT 
THE  SUMMIT  OF  MT.  RAINIER 


Outdoors  1 


ICE-AXING  j 

YOURwmr  1 

TO  THE  TOP 


U.  S.  Two  hours  east  of  Seat- 
tle, its  huge  dome  turns  Arc- 
tic and  Pacific  air  masses  into 
a  year-round  brew  of  sleet, 
snow,  and  80-mph  winds. 
"When  my  uncle  was  training 
for  Everest,  this  was  the  only 
place  he  used,"  said  Win,  re- 
ferring to  Jim  Whittaker,  the 
first  American  to  scale  the 
Himalayan  summit. 

Our  conditioning  had  start- 
ed earlier  in  the  snowfields 
at  Rainier's  Paradise  Lodge. 
Perspiring  under  loaded  packs 
and  balancing  with  ski  poles, 
we  practiced  step,  rest,  step, 
rest— exhaling  with  each 
move.  It  was  the  only  way  to 
avoid  muscle  burnout  in  the 
deep,  wet  snow. 

Like  distance  running  or 
biking,  high-altitude  climbing 
tests  mental  discipline.  "The 
best  climbers  are  the  most 
patient,"  says  Tracy  Roberts, 
who  has  led  expeditions  up 
Everest  and  Mt.  McKinley. 


Now,  roping-up  on  the  glacier, 
I  wondered  how  much  stami- 
na I  had  really  stored  up. 

3:00  a.m.:  The  start  across 
Cowlitz  Glacier  seems  too 
easy.  I  slow  down,  but  even 
with  just  a  fleece  top,  long 
johns,  and  knee-high  gaiters, 
I'm  warm. 

3:45:  The  fun  ends  as  we 
ascend  a  rock  slide  at  Cathe- 
dral Gap  and  wheeze  up  a  fro- 
zen ridge  to  the  Ingraham 
Glacier.  At  first  rest,  we  col- 
lapse and  chug  water.  Our 
guide,  Craig  Van  Hoy,  rubs 
the  shoulders  of  his  three-per- 
son team.  "It  gets  more  diffi- 
cult," he  offers. 

4:30:  We're  on  Disappoint- 
ment Cleaver,  where  snow 
and  fierce  winds  can  iiiin  sum- 
mer climbs.  Today,  the  only 
sound  is  our  team  hyperventi- 
lating in  the  thin  air  at  12,500 
feet.  Look  up  and  all  you  see 
is  a  ridge  with  no  end. 

6:(M):  The  Cleaver  ends,  but 


Oilpyl 
Hfll 


the  angle  of  ascent  stajftjiif 
nearly  vertical.  At  the  brea 
I  force  down  a  peanut-butt< 
sandwich  for  energy. 

7:00:  We're  an  hour  fro: 
the  summit,  with  more  ch: 
and  wind.  Teammates  E\ 
Gilstrup  and  Sandra  Angi 
have  pulled  the  rope  so  tai 
that  I'm  almost  being  tuggi 
along.  I  speed  up. 

7:45:  We  reach  14,4 
feet,  the  summit— exhilarate 
Across  a  snow-filled  crater 
a  register  to  sign.  Many  of  i 
raise  ice  axes  in  a  salute  f( 
photos. 

8:45:    At    the  descenltw 

breathing  is  easier,  but  wal 
ing  in  the  deep  snow  is  \iU 
water-skiing  in  boots.  As  w  JjJ 
enter  Muir,  three  who  d' 
clined  the  climl)  greet  us  wil 
cameras  and  water  bottles. 

While  previous  climbir 
experience  isn't  required,  an, 
one  attempting  this  progra; 
should  be  physically  fit.  Pr 
training  for  at  least  thr#l§ 
months  is  necessary.  Oi 
group  of  10  women  and 
men,  aged  25  to  60,  ran  tl 
gamut  from  backpackers  ar 
bike  racers  to  rock  climbe; 
and  high-altitude  veteran 
The  Muir  course  is  $63 
with  equipment  rentals  extr 
A  three-clay  summit  attem 
costs  $381,  and  special  fa 
and  winter  climbs  are  ava; 
able.  Whatever  season  yc 
go,  it's  sure  to  be  one  of  tl  \in 
more  inspiring  events  of  yoi 
life.  Bob  Dowlii 


'111*1 


mi 


Worth  Noting 


■  IRS  GUiOi.  If  you  received 
penalty  notice  for  underpa; 
ing  your  estimated  1993  tax( 
and  were  subject  to  the  ne 
36%  or  39.6%' brackets,  do; 
automatically  pay  the  bil 
says  the  Research  Institute 
America.  People  who  unde 


i 


paid  taxes  because  of  tl 


higher  federal  rates  shou! 
not  have  been  penalized.  Yi 
because  of  a  computer  glitc. 
taxpayers  in  this  categoi 
who  also  did  not  opt  to  pz 
the  increase  in  three  annu 
installments  may  have  bet 
sent  a  penalty  notice.  Cor 
plete  and  return  Form  22. 
to  have  the  charge  waived. 


*.//!: 
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PERSONAL  BUSIh 


ODUCTION 

from  last  week:  -0.4% 
je  from  last  year:  2.5% 


1967-100  (four-week  moving  average) 


July  16 
196.5 


ml 


July  9 
197.3 


July 
1993 


Nov 
1993 


July 
1994 


jroduction  index  fell  in  the  week  ended  July  16.  After  seasonal  adjustment, 
ction  of  botfi  outos  and  trucks  declined  sfiarply  for  the  second  consecutive 
Output  of  electric  power  also  dipped,  as  did  production  of  steel,  coal,  and 
r.  Output  of  both  paper  and  paperboard  rose,  along  with  crude-oil  refining, 
eight  traffic  was  unchanged  Before  calculation  of  the  four-week  overage,  the 
declined  to  194  from  196  in  the  previous  week. 

BW  production  index  copyright  1  994  by  McGrow  Hill  Inc 


LEADING 

change  from  last  week;  0.3% 
Change  from  last  year:  7.3% 

240  


July  16 
239.0 


228. 


222  - 


July  9 
238. 3r 


July 
1993 


Mar 
1994 


July 
1994 


The  leading  index  gained  ground  in  the  week  ended  July  16.  Materials  prices 
continued  to  grow  at  o  faster  rote,  and  the  pace  of  reol  estate  loons  picked  up  as 
well.  Also  on  the  plus  side,  stock  prices  rallied  for  the  third  week  in  a  row  The 
only  negative  indicator  was  slower  growth  in  the  M2  money  supply.  Bond  yields 
held  steady,  and  data  on  business  failures  were  unavailable.  Before  calculation  of 
the  four-week  overage,  the  index  rose  to  241  from  239.4. 

Leoding  index  copyright  1  994  by  Center  for  International  Business  Cycle  Reseorch 


0UaiON  INDICATORS 


Latest 

Week 

%  Change 

week 

ago 

year  ago 

7/23)  Ihous.  of  net  tons 

1,820 

1,874# 

-2.7 

(7/23)  units 

114,612 

35,277r# 

72.9 

i  (7/23)  units 

102,125 

15,109r# 

770 

K  POWER  (7/23)  millions  of  kilowatt-hours 

71,671 

68,753# 

5.4 

■Oil  REFINING  (7/23)thous.ofbbl./day 

14,241 

14,391# 

-0.2 

7/16)  thous.  of  net  tons 

17,546# 

14,660 

4  6 

tOARO  (7/16)  thous.  of  tons 

878. 2# 

861. Ir 

7.7 

(7/1 6)  thous  of  tons 

790.0# 

742.0r 

1.2 

R  (7/16)  millions  of  ft. 

449.5# 

343.3 

1.3 

(EIGHT  (7/16)  billions  of  ton-miles 

21. 6# 

18.5 

2.9 

!  s:  American  Iron  &  Steel  Institute,  Ward's  Automotive  Reports,  Edison  Electric  Institute, 
|i  n  Petroleum  Institute,  Energy  Dept.,  American  Paper  Institute,  WWPA',  SFPA',  Association 
i  can  Railroads 


EIGN  EXCHANGE 


latest 
week 

Week 
ago 

Year 
ago 

SE  YEN  (7/27) 

98 

99 

106 

N  MARK  (7/27) 

1.58 

1  56 

1  72 

1  POUND  (7/27) 

1  53 

1.55 

1.50 

1  FRANC  (7/27) 

5.39 

5.36 

5.84 

IAN  DOLIAR  (7/27) 

1.38 

1.38 

1.29 

FRANC  (7/27) 

1.34 

1.32 

1.51 

,N  PESO  (7/27)' 

3.405 

3.403 

3.1 17 

■:  Major  New  York  bonks.  Currencies 
(pressed  in  dollars 

expressed  in  units  per  U.S.  dollar,  except  for  British 

m 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

7/27)  $/troy  oz. 

388.550 

387.450 

-1.2 

CRAP  (7/26)  #1  heavy,  $/ton 

1 17.50 

1 17.50 

-0.8 

'UFFS  (7/26)  index,  1967=100 

213.9 

213.8 

2  5 

:  (7/23)  C/lb. 

118.1 

1 14.6 

30.8 

ilUM  (7/23)  C/lb. 

73.0 

74.0 

31.5 

(7/23)  #2  hard,  $/bu. 

3.52 

3.47 

7.0 

(7/23)slrict  low  middling  1-1/16 

in  ,  C/lb.  71.86 

69.73 

25  3 

;  London  Wednesday  finol  setting,  Chicago  market,  Knighl-Ridder  Commodity  Research 
Aetak  Week,  Kansas  City  market,  Memphis  market 


Latest 
week 

Week 
ago 

%  Change 
year  ago 

STOCK  PRICES  (7/22)  S&P  500 

453.28 

449.54 

1.5 

CORPORATE  BOND  YIELD,  Aaa  (7/22) 

8.06% 

8. 1 8% 

12.4 

INDUSTRIAL  MATERIALS  PRICES  (7/22) 

105.0 

103.6 

11.1 

BUSINESS  FAILURES  (7/15) 

NA 

284 

NA 

REAL  ESTATE  LOANS  (7/13)  billions 

$432.4 

$430.7 

4.5 

MONEY  SUPPLY,  M2  (7/1 1)  billions 

$3,556.3 

$3,555. 8r 

2.1 

INITIAL  CLAIMS,  UNEMPLOYMENT  (7/9)  thous 

365 

344 

11.3 

Sources:  Standord  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980=100),  Dun  &  Brod- 
street  (failures  of  large  companies).  Federal  Reserve,  Labor  Dept.  CIBCR  seosonally  adjusts  data 
on  business  failures  and  real  estate  loons 

MONTHLY  ECONOMIC  INDICATORS 

Latest 
month 

Month 
ago 

%  Change 
year  ago 

ORDERS  FOR  DURABLE  GOODS:  MFG.  (June)  b 

llions$151.0 

$149  Or 

14.1 

HOUSING  STARTS  (June)  annual  rate,  thous 

1,351 

l,497r 

9  1 

EXISTING  HOME  SALES  (June)  millions 

3  96 

4.1  Ir 

7.0 

BUDGET  SURPLUS  OR  DEFICIT  (-)  (June)  millions  $15,202 

-$32,504r 

370 

Sources:  Commerce  Dept.,  National  Assn.  of  Realtors,  Treasury  Dept. 

MONETARY  INDICATORS  1 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

MONEY  SUPPLY,  Ml  (7/ii) 

$1,150.0 

$1,146  Ir 

6.0 

BANKS'  BUSINESS  LOANS  (7/i3) 

296.4 

297. 5r 

7.8 

FREE  RESERVES  (7/20) 

320 

916r 

-57.2 

NONFINANCIAL  COMMERCIAL  PAPER  (7/13) 

153.3 

154.1 

-3.0 

Sources:  Federal  Reserve  (in  billions,  except  for  fre 
week  period  in  millions) 

3  reserves,  which 

ore  expressed  for  a  two- 

MONEY  MARKET  RATES 

Latest 
week 

Week 
ago 

Year 
ago 

FEDERAL  FUNDS  (7/26) 

4.26% 

4.19% 

3.03% 

PRIME  (7/27) 

7.25 

7.25 

6.00 

COMMERCIAL  PAPER  3-MONTH  (7/26) 

4.72 

4.66 

3.22 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (7/27) 

4.70 

4.60 

3.17 

EURODOLLAR  3-MONTH  (7/22) 

4.64 

4.80 

3.15 

Sources:  Federal  Reserve,  First  Boston 


ita  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chort);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipment 
irn  Wood  Products  Assn     2  =  Southern  Forest  Products  Assn.     3  =  Free  market  value    NA  =  Not  ovailoble    r=revised    NM  =  Not  meaningful 
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Keep  A  Great  Thing 
Growing  America, 
Tree  City  USA 

You  can  help  make  your 
town  a  Tree  City  USA, 
make  your  neighborhood 
more  beautiful  and  make 
your  home  more  valuable 
when  you  prune  and  care  for 
your  trees. 

A  free,  easy-to-follow 
"How  To  Prune"  guide  has 
been  prepared  by  The  National 
Arbor  Day  Foundation  to 
show  you  how. 

You'll  learn  how  to  shape 
and  guide  a  shade  tree  when 
it's  young  so  that  it  will  grow 
straight,  strong  and  healthy 
Keep  a  great  thing  grow- 
ing. Write  for  your  free 
booklet  today  Send  your 
name  and  address  to:  How 
To  Prune,  National  Arbor 
Day  Foundation,  Nebraska 
City,  NE  bH4lO. 


TREE  CITY  USA 

i,The  National 
lArtxw  DayLFoundatioo. 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  fea- 
ture with  a  significant  reference  to  a  company.  Most 
subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Johnson  &  Johnson  54 
K 


Advanced  Fuels  LLC  47 
A-55  LP  47 

Africa  Israel  Investment  36 
Alliance  Capitol 
Management  63 

Amdahl  44 
American  Express  28 
American  President  59 
Ameritech  50 
Amoco  20 

Andersen  Consulting  20, 
44,  54 

AnjoyQSC  54 
Apple  Computer  44,  46, 
50 

Arco  20 

Arnhold  &  Bleichroeder  65 
AT&T  28,  32,  50,  54,  80 

B 


Eastman  Kodak  44 
Educational  Planning 
Systems  74 
Ek-Chia  Distribution  32 
Electronic  Data  Systems  44 
Eli  Lilly  22 
Embassy  Suites  54 
Entergy  44 
EO  32 
Epic  29 

Equitable  Securities  50 
Ericsson  (L.M.)  8 
Ernst  &  Young  54 
Exxon  20 


Kendall  Square 

Research  28 
Kidder  Peabody  20,  60, 

62 

Koor  Industries  36 
Kwasha  Upton  66 


Baxter  International  36 
Bay  State  Health  Core  66 
Bear  Steams  25 
Bell  Atlantic  50 
BellSouth  50,  65 
Blockstone  Group  22 
Blue  Cross/Blue  Shield  66 
Booz  Allen  &  Hamilton  54 
British  Petroleum  20 
British 

Telecommunications  50 


QVC  65 
R 


Rainier  Mountoineerii] 
Raytheon  27 
Revco  4 
RJ.  Reynolds  43 
Royal  Bank  of  Conat 

s 


Lucas  Industries  32 
M 


Federal  Express  54,  66,  80 
Federated  Department 
Stores  65 
Fingerhut  44 
Florida  Power  &  Light  59 
Ford  32 

Forrester  Research  46 
Forstmann  Little  50 
Foster  Higgins  16 
Fox  Broadcasting  73 

G 


Macy  (R.H  )65 

Marion  Merrell  Dow  32 

May  Department  Stores  65 

McGraw-Hill  18 

MCI  Communications  50 

McKesson  22 

Medco  Behoviorol  Health 

Systems  66 

Mellon  Bonk  6 

Merck  22,  66 

.NAerrill  Lynch  25,  60 

Michigan  Rubber  26 

Microsoft  8,  28,  50 

MITRE  27 

Mobil  20 

Montgomery  Word  65 
Morgan  Guaranty  Trust  16 
Morgan  Stanley  60 
Motorola  44,  46,  50,  54 


Saab-Scania  8 
Salomon  Brothers  S^'^^^ 
Sonford  C.  Bernstein 
SAP  8 

Schlumberger  28 
Scientific-Atlanto  50 
Sears  65 
Securities  Data  22 
S.G.  Warburg  65 
Shell  Oil  20 
Silicon  Graphics  8, 
Sony  29 
Southwest  Airlines  4 
Standard  Products 
Sterling  Winthrop  6 
Sun  Microsystems  2 
50 

Sybase  46 
SynOptics  6 


Cabletron  6 
Capital  Cities/ ABC  73 
Capitol  Research  63 
Caterpillar  47 
CBS  65,  73 
Charles  Schwab  44 
Charoen  Pokphand  32 
Chemical  Bonk  25 
Chevron  20,  46 
Chrysler  26 
Cisco  6 

CMG  Health  66 
Comcast  65 
Compaq  Computer  44 
Convex  Computer  28 
CP  Group  32 
D 


Galilee  Tours  36 
GE  54,  60 

General  Instrument  50 
General  Mills  8 
GM  26,  27 
Goldman  Sachs  22,  44 
Goldstein  Golub  & 
Kessler  75 
GTE  54 


National  Medical 
Enterprises  66 
NationsBank  54,  80 
NatWest  Securities  16 
Nextel  Communications  32 
Nomura  60,  62 
Novell  28 
Nuclear  Electric  59 
j  Nynex  27 

O 


i 

Mil! 
3111 
Mil! 


Tele-Communicationsi 
Texaco  20 
Thinking  Machines 
Thomson  44 
Time  Warner  50 

u 


Daimler  Benz  36 
Dotaquest  44 
Davis  Polk  &  Wordwell  60 
Detroit  Diesel  47 
Digital  Equipment  27 
Disney  o,  32,  65,  73 

Donaldson,  Lutkin  & 
Jenrette  60,  64 

Dow  Chemical  66 

DRI  Canada  39 

DuPont  66 


Hallmark  Cards  32 
Hampton  Inns  54 
Happiness  Express  32 
Harvard  Community  Mental 
Health  Plan  66 
HBO  50 

Hewlett-Packard  8,  28,  44, 
46,  50,  54 
Holiday  Inns  36 
Human  Affairs  66 


Oakmork  Fund  23 
Open  Minds  66 
Oracle  46 

P 


IBM  8,  28,  44,  46,  50, 
54,  66 

Industrie  Natuzzi  65 
Informix  46 
Integra  66 
Intel  44,  50,  54 
International  Data  8,  44 
Israel  Chemicals  36 


LJBS  Securities  29 
United  Airlines  63 
United  Parcel  Servicl 
Unocal  20 
Urboch  Kahn  &  Weit| 
U  S  West  50,  59 


Pacific  Bell  66 
PoineWebber  16,  23 
Palm  Beach  Investment 
Advisors  63 

Porodime  Geophysical  36 
Paramount 
Communications  29 
PCS  Health  Systems  22 
People's  Choice  TV  8 
PeopleSoft  46 
Philip  Morris  43 
Philips  Electronics  50 
Piper  4 

Pocket  Books  29 
Promus  54 
PruCore  66 
Prudential  Securities  60 


Value  Behavioral  H<j 
Vanguard  23 
Vorion  Associates  ™ 
Viacom  22,  29 
Volkswagen  36 

W 


Wallace  54 
Wal-Mart  Stores  3l| 
Wellfleet  6 
Wells  Fargo  64,  ( 
Wertheim  Schroder| 
WordPerfect  28 
Wyott  66 


Xerox  32,  66,  74  ■ 
Z 


Zebra  Technologies'* 
Zell/Chilmark  4 
Zenith  Electronics  ' 


vestment  Figures  of  the  Wee 


lENTARY 

■y  week  in  the  world  finan- 
rkets.  U  S.  stocks  were  gen- 
jckluster,  as  both  stocks 
ids  continued  to  meonder 
ly.  Small-  and  midsize-com- 
ockswere  off  0.7%.  Bonds 
so  undistinguished  perform- 
1  both  long-  ond  short-term 

rotes  edging  upward.  Infla- 
lectotions  continued  to  dog 
kets,  with  traders  discou- 
■n  July  27  by  word  of  a 

than-expected  rise  in  dur- 
ods  orders  during  June. 


STOCKS 

July       Jan.  July 


BONDS 


THE  DOLUR 


July21-27  July      Jan.       July     July21-27  July      Jan.       July  July20-27 

  460      17001   I   t430      llOi   i   100 


ASS  1600 

452  57 

450  1500 


E  U66  9  ■ 


1 -week  change  52-week  change 

■i-0.2%  -11.2% 


1 -week  change  52.week change 

-0.7%  -2.8% 


1  -week  chonge 
+0.2% 


KETANAIYSIS 


) change 


OCKS 

Latest 

Week 

52-weel( 

FUNDAMENTALS 

latest 

Week  ago 

Year  ago 

•NES  INDUSTRIALS 

3720.5 

-0.2 

4.7 

90-DAY  TREASURY  BILL  YIELD 

4.54% 

4.39% 

3.15% 

COMPANIES  (S&P  MidCap  Index) 

167  6 

-0.7 

0.4 

30-YEAR  TREASURY  BOND  YIELD 

7.61% 

7.54% 

6.65% 

OMPANIES  (Russell  2000) 

242  0 

-0.7 

2.6 

S&P  500  DIVIDEND  YIELD 

2.79% 

2.79% 

2.79% 

IPANIES  (Russell  3000) 
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ilY  SELECT  DEVELOPING  COMM.  9  5 

TY  SELECT  SOFTWARE  &  COMPUTER  9  2 
MAN  COMMUNICATIONS  &  INFORM.  A   8  5 


total  return 
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iAN  STANLEY  INSTL.  EMERGING  MKTS.  44  8 
iAN  STANLEY  INSTL.  ASIAN  EQUITY      43  9 
I  CO  EMERGING  MARKETS  INSTL.  42  6 


MONITREND  GOLD  -10  3 

INVESCO  STRATEGIC  GOLD  -8  2 

INVESCO  STRATEGIC  ENVIRONMENTAL  SVCS.  -7  0 

52-week  total  return  % 

MONITREND  GOLD  -39.5 

STEADMAN  OCEANOGRAPHIC  TECHNOLOGY  -26  6 

KEYSTONE  AMERICA  HARTWELL  EMERG.GR.A  -24.2 
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Foreign  stocks 
$12,029 

-0.96% 


U.S. stocks 
$10,398 

-0.13% 


Money  market  fund 
$10,201 

+0.05% 


S&P  500 
4-week  total  return 


Gold 
$9,823 

+0.40% 


I  ..  I  Averoge  fund 
52-week  Jotai  return 


DRI/McGRAW-HILL 


Ti'easury  bonds 
$9,718 

-0.74% 


1  this  page  are  os  of  market  close  Wednesday,  July  27,  1994,  unless  otherwise  indicated.  July  26  Mutual  fund  returns  are  as  of  July  22  Relative  portfolios  are  valued  as  of  July  26.  A  more 
oups  include  S&P  500  companies  only,  performance  and  shore  prices  are  as  of  market  close        detailed  explonotion  of  this  page  is  avoilable  on  request  r  =  revised 
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QUALITY:  FROM 
BUZZWORD  TO  PAYOFF 

Rare  today  is  the  chief  executive  who  does  not  profess 
to  be  an  enthusiastic  convert  to  the  goal  of  improving 
quahty.  That's  a  legacy  from  the  1980s,  when  for- 
eign competition  and  a  perception  of  shoddy  workmanship 
forced  Corporate  America  to  improve  reliability,  customer 
service,  and  overall  product  quality.  Manufacturers  were 
the  first  to  join  the  "total  quality  management,"  or  TQM, 
bandwagon,  but  they  were  soon  followed  by  banks,  tele- 
phone companies,  and  hospitals.  Even  local  governments 
have  embraced  quality  as  they  try  to  boost  "customer"  satis- 
faction with  public  services. 

The  problem  is,  so  many  private  and  public  organizations 
are  pursuing  quality  in  a  hidebound  way— by  following  the 
dictates  of  their  bureaucracies  and  management  hierarchies 
rather  than  by  listening  to  their  customers.  Yet  the  evi- 
dence is  undeniable:  TQM  only  works  when  a  company  finds 
out  what  customers  really  care  about.  Do  they  want  on- 
time  performance?  Personal  service  and  some  hand-holding? 
Or  a  cheaper  price  for  a  stripped-down  product?  The  answer 
is  not  always  obvious,  unless  companies  ask  customers  the 
right  questions  and  then  painfully  overhaul  their  operations 
to  respond  efficiently  to  customer  demands  (page  54). 

Almost  as  distressing,  some  corporations  have  forgotten 
that  quality  improvements  can  only  be  justified  if  they  even- 
tually lead  to  the  coin  of  the  corporate  realm— higher  profits. 
To  be  sure,  when  TQM  was  fir.st  introduced,  it  was  a  welcome 
antidote  to  the  bean-counter  mentality  that  couldn't  see  past 
next  quarter's  earnings  report.  But  these  days,  some  manage- 
ments are  too  willing  to  sacrifice  profits  in  an  obsessive 
pursuit  of  the  government's  Baldrige  Award.  Enough  al- 
ready. Quality  needs  to  be  delivered  in  the  most  cost-effective 
fashion. 

That's  why  companies  such  as  AT&T,  Nationsbank,  and 
Federal  Express  are  doing  the  right  thing  by  taking  a  critical 
eye  to  their  quality  progi'ams— not  to  eliminate  them  but  to 
make  quality  pay.  In  the  end,  their  efforts  are  helping  to 
make  the  quality  gospel  an  even  more  potent  tool  for  improv- 
ing America's  global  competitiveness. 


CUT  MENTAL-HEALTH  CARE 
WITH  CARE  

Separation  of  work  and  private  lives  is  a  traditional 
American  ideal.  Yet  many  employers  found  in  the 
1980s  that  they  could  not  ignore  the  emotional  or 
substance-abuse  problems  of  their  workers  and  their  families 
without  incurring  l)ig  costs.  That  led  many  companies  to 
broaden  their  mental-health  benefits. 

But  while  workers  gained  from  better  coverage,  employers 
saw  their  mental-health-care  costs  explode,  in  part  because 
unethical  providers  were  able  to  wring  the  maximum  pay- 
so  BUSINESSWEEK/AUGUST  8,  1994 


ments  out  of  the  system.  In  self-defense,  many  corpora 
have  wholeheartedly  embraced  managed  care  for  mt 
health.  The  ne\y  model  stresses  mental-health  care 
short-term  response  to  a  temporary  crisis,  such  as  de 
sion.  That's  far  different  from  the  open-ended  care  of 
tional  therapy  (page  66). 

But  now,  corporations  need  to  take  a  closer  look  at  ■ 
they  are  managing  their  mental-health  plans.  There', 
question  that  short-term  therapy  saves  money.  Unfortuk 
ly,  managed-care  companies  often  can  have  a  financial  i  '\: 
tive  to  limit  unreasonably  the  length  of  care.  Moreove  - 
demanding  quick  fixes,  some  outfits  interfere  with  the  tl 
ing  relationship  that's  needed  for  therapy  to  work.  An 
most  by  definition,  the  people  who  need  mental-health 
are  grappling  with  problems  that  fill  them  with  sham 
hinder  their  ability  to  demand  better  treatment. 

For  liability  reasons,  as  well  as  the  benefit  they  get 
a  well-adjusted  workforce,  employers  can't  afford  to  b 
isfied  with  cost-cutting  alone.  These  systems  can  wc 
employers  require  that  managed-care  companies  meet 
ity  standards  and  respect  employee  privacy.  And  as  Con 
considers  broader  health  reform,  it  should  insist  on  mi! 
health  programs  that  put  quality  first  and  allow  well-trnt 
providers  to  give  individual  patients  the  care  they  nee. 


NOW,  LET'S  TRY  FREE  TRAIH 
IN  THE  MIDDLE  EAST  

After  46  years  of  hostility,  the  Israeli-Jordanian  ; 
agreement  offers  welcome  hope  that  one  o 
world's  most  troubled  regions  may  soon  en  j 
measure  of  normalcy.  But  even  as  the  peace  process  s; 
momentum,  it's  time  to  look  ahead  to  the  next  step:  thej- 
tion  of  new  economic  ties  that  can  bring  prosperity  to  t  j 
gion  (page  36). 

In  the  short  run,  increased  tourism  offers  the  most  iai 
diate  benefits  for  Israel  and  Jordan.  The  Holy  Land  aljtt 
attracts  travelers  of  all  faiths,  but  open  borders  betwefl 
former  enemies  will  make  it  easier  for  tourists  to  stayB 
er  and  see  more.  Israeli  money  and  knowhow  can  help  ■ 
op  tourist  attractions  in  Jordan.  And  peace  will  createH 
mous  efficiencies  in  transportation,  since  shipmentsB 
Europe  to  Jordan  can  go  directly  through  Israel  instJj  ' 
traveling  a  more  expensive  and  roundabout  route.  |' 
But  the  big  economic  payoff  in  the  long  i-un  will  comtl ' 
rael,  Jordan,  and  the  Palestinian  proto-state  are  aBi 
gradually  integrate  their  economies.  That  means  lovW 
trade  ban-iers  over  time  and  allowing  free  flow  of  capitB 
litically,  that  won't  be  easy,  but  the  potential  gains  cofl 
enormous.  None  of  the  Middle  East  countries  is  aR 
enough  market  to  warrant  large-scale  investment  by  mwi 
tionals.  But  together,  they  become  much  more  attrrtii 
for  foreign  investment  and  trade. 

With  the  long  history  of  enmity  in  the  region,  peacica 
not  be  taken  for  gi-anted.  But  for  the  first  time  in  decass 
looks  as  if  the  destiny  of  the  Middle  East  will  be  at- 
mined  by  economics,  not  war. 
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LPARY 


What  if  finance  cuts  your  furniture  budget? 


P1U;MISI:  txaulin 
work  italion 


Buying  acv.  o.jice  ;  '  .  ,„  dowiY  ./_d 
budget  can  leave  you  with  the  uncomfortable  feeling 
that  sometliings,  well... missing. 

Like  real  quality.  1  )urability.  Simpliaty.  And 
die  extra  conveniences  that  make  people  more  pro- 
ductive. These  days,  who  can  afford  them? 
Actually  almost  anyone  can. 
Because  Haworth's  new  PREMISE™  office 
himiturc  gives  you  the  extras  built  m.  Widunit  the 
expense  added  on. 

You  can  see  PllEMISE  quality  in  die  details. 
Like  flush-fitting  work  surfaces,  preasely  aligned 
drawers  and  interlocking  panel  mm. 


HAXWORTH 

Furniture  Tiiat  Works." 


PREMISE  includes  both  systems  and  free- 
standing hiniiture,  so  it  aciipts  easily  to  changnng 
needs  for  open  plan  and  pnvate  offices.  Anywhere 
you  want  to  cut  costs  without  cutting  comers. 

<>  

Are  you  getting  the  most  from  your  fiimiture 
budget?  Our  new  brochure,  "Maximizing  Your  Office 
Furniture  Investment,"  teUs  you  how.  For  your  comph- 
mentary  copy,  call  us  at  1-800-344-2600. 




1  lie  I'i'ai'  (liilll)lf-U  i>hl)i)llr  Mlspi'llsiiin  is  linrlv  timed. 
piiiMilini;  thr(,Sv\ilh  s|)(iilv.  r(ia(l-liiif;j;inf;  i I'spdiise. 


We  Cant  Defr  Gi ml 
k'oads  i^ain 


You  iiiav  recall  cfiitrifugal  force  from  eight 
seieiKc  elass:  the  teiideiicy  to  move  out 
voii  round  a  curve.  To  lielp  keep  vou  on  the  r 
Lexus  (jS  iiicor|)orates  some  ol  the  most  aijii 
suspension  and  steering  technology  availal:' 
foilunatelv.  vou  dont  have  to  be  a  scientist 
Just  call  800-USA-LEXUS  for  the  dealer  iKviipt 


Tlw  Helmllf'ss  Fiiiml  (fFi^ifetlion 


obey  all  speed  Urns.  For  the  dealer  nearest  \oii,  call  800-872-5398. 
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TALK  SHOW 


Every  now  and  again,  you  watch  a  disaste?-  unfold 
and  seem  powerless  to  stop  it. 

—Treasury  Dept.  Chief  of  Staff  Joshua  L.  Steiner  in  his  contro 
versial  diary  at  the  heart  of  Senate  Whitewater  hearings 
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HARD  TIMES 

FOR  A  SOOTHSAYER 


Stock  market  oracle  Elaine 
M.  Garzarelli  is  out  of  one 
of  her  jobs.  The  shareholders 
of  her  mutual  fimd,  the  Smith 
Barney  Shearson  Sector  Anal- 
ysis Fund,  quietly  voted  last 
month  to  shutter  the  funri  hy 
mei-ging  it  into  another  Smith 
Barney  portfolio.  The  reason, 
explains  Smith  Barney  Execu- 
tive Vice-President  Heath  B. 
McLendon:  lackluster  fund 
performance  and  an  eroding 
asset  base.  (Smith  Barney 
took  over  the  fund  when  it 


GARZARELLI:  ^//<  (".;//,  (/  ///(■  crcush 


ac(iuired  Shearson  last  year, 
while  Garzarelli  remained 
a  strategist  with  Lehman 
Brothers.) 

Launched  in  August,  1987, 


the  fund  had  a  stunning  start 
when  Garzarelli  turned  bear- 
ish in  September  and  actually 
made  money  in  the  October 
crash.  But  it  has  seen  lack- 
luster returns  since.  Average 
annual  return  over  life  of 
fund:  4.7%,  vs.  5.8%  for  the 
s&p  500.  And  assets,  which 
hit  $700  million  in  1988,  had 
dwindled  to  $130  million. 

Garzarelli,  who  argues  she 
might  have  logged  better  ]3er- 
formance  without  the  high 
fees  imposed  by  both  Shear- 
son  and  Smith  Barney,  admits 
running  your  own  fund  is  far 
different  than  advising  others 
who  run  funds.  "My  work  is 
very  good,  but  that  was  not 
reflected  in  the  fund,"  she 
concedes.  Jeffrey  M.  Lademian 


SHOW  BIZ 


A  BREAK  FOR  RADIO'S  BAD  BOY? 


Will  radio  shockjock  How- 
ard Stern  and  his  em- 
ployer. New  York-based  Infin- 
ity Broadcasting,  wriggle  out 
of  $1.7  million  in  fines  levied 
by  the  Federal  Communica- 
tions Commission  for  indecent 
broadcasts?  Maybe,  thanks  to 
an  obscure  federal  appeals 
court  ruling  in  July. 

In  1991,  the  FCC  issued  gen- 
eral guidelines  to  standardize 
its  structure  for  fines.  But  lo- 
cal phone  companies  took  the 
agency  to  court,  arguing  that 
the  policy  unfairly  called  for 


them  to  pay  larg- 
er fines  than  oth- 
er groups. 

The  appeals 
court  for  the  Dis- 
trict of  Columbia 
recently  decided, 
however,  to  total- 
ly void  the  guide- 
lines—on grounds 
that  they  consti- 
tute a  "rule"  rath- 
er than  a  "policy."  By  law, 
public  comment  must  be  solic- 
ited before  rules  can  be 
adopted.  So  post- 1991  fines— 


STERN:  Luophole  cittj 


including  Stern's 
penalties— may  be 
void. 

FCC  General 
Counsel  William 
Kennard  says  the 
agency  probably 
will  reissue  the 
Stern  fines  under 
pre- 1991  rules. 
Still,  Stern  can 
hope:  All  five 
commissioners 
likely  must  vote 
to  reissue.  And 
three  of  them,  including 
Chairman  Reed  E.  Hundt,  ar- 
rived after  the  initial  Stern 
censure  votes.     Mark  Lewyn 
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A  NEW  SURVEY  SAYS  Americans  can 
expect  record-low  salary  hikes  this  year.  The 
Conference  Board's  recent  analy- 
sis, which  samples  515  mostly  large 
companies  in  all  major  industries, 
found  that  employers  are  planning 


IH  REALITY,  Americans  are 
likely  to  see  the  best  wage  improve- 
ment in  years,  after  inflation  is  tak- 
en into  account.  From  1975-93, 
average  wages  for  90  million  pri- 
vate-sector employees  lagged  be- 
hind the  consumer  price  index  by  more  than 
three  percentage  points,  according  to  the  Bu- 
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CHANGE  IN  PRIVATE 
SEQOR  WAGES  IN 
CONSTANT  1989  - 
DOLLARS 


average  poy  increases  of  only  4%  for  both  this 
year  and  next.  That's  down  from  5%  to  6% 
boosts  a  few  years  ago  and  would 
be  the  lowest  since  the  board  be- 
gan tracking  big-company  salaries 
in  1975. 


I    I  r 

94 

A  fam  CHANGE  ESI, 
DATA:  BJREAU  OF  LABOR  STATISTICS, 
CONFERENCE  BOARD 


reou  of  Labor  Statistics.  But  with  in- 
flation running  at  only  about  2.5% 
so  far  this  year,  the  Conference 
Board's  4%  pay  growth  forecast 
means  real  wages  would  jump 
1.5%.  Americans  haven't  seen  their 
purchasing  power  get  such  a  boost  since  a  2% 
real-wage  increase  in  1986.   Aaron  Bernstein 


CASHING  IN 

A  BIG  BLUE 
PERIOD 


Like  many  companies 
boasts  a  corporate  ar 
lection  bought  over  the 
to  enhance  the  work  env 
ment  for  employees  and 
tors.  It  will  soon  enhance 
Blue's  bottom  line,  inst 
BUSINESS  WEEK  has  leai 
that  CEO  Lou  Gerstner! 
decided  to  raise  cash  fj( 
that  vast  art  cache.  A  sigjl 


cant  number  of  IBM's  4 
plus  art  works,  valued  at 
million,  will  go  on  the  au 
block  at  Sotheby's,  begin 
later  this  year. 

IBM  started  collecting  i 
1930s,  under  founder  Th 
Watson  Sr.,  when  it  boii 
about  300  works  by 
American  masters  as  Wi 
Homer  and  Edward  Ho 
And  over  the  past  30  y 
the  computer  giant  purch 
contemporary  paintings 
such  artists  as  Robert  M 
erwell  and  Helen  Franken 
er.  Since  both  collections 
bought  years  ago,  the 
should  yield  much  green 
Big  Blue. 

Snagging  the  auction 
real  coup  for  Sotheby's,  w 
beat  out  archrival  Chris 
in  part  because  it  offere 
inventory  and  manage 
huge  art  trove.  It's  tur 
into   an   azure  period 
Sotheby's,  which  is  abou 
bag  another  blue-blood  d 
selling  furniture,  cloth 
and  memorabilia  from  the 
tate  of  Jaccjueline  Kenn 
Onassis.  Judith  H.  Dobrzy 


6  BUSINESSWEEK/AUGUST  15,  1994 


UP 


See  to  it  that  the  printer  you  choose  today 

IS  THE  PRINTER  YOu'lL  USE  TOMORROW, 


Insist  upon  a  printer  with  genuine  Adobe  '  PostScript  "  software  inside. 
It's  the  industry  standard  and  the  only  way  to  guarantee  that  your  printer  will  work 
with  virtually  every  software  application  and  hardware  environment,  today 
and  tomorrow.  Adobe  PostScript  software  sets  the  standard  for  new  color  and  network 
printers.  In  fact,  leading  printer  manufacturers  offer  over  300  Adobe  PostScript 
printers.  Adobe  PostScript  is  your  assurance  of  the  highest-quality  output — 
every  time — whether  you're  printing  from  DOS,  Windows OS/2"",  Macintosh",  or 
UNIX*.  So  if  you're  anyone  from  a  small  business  t)wner  to  a  professional  publisher,  an 
Adobe  PostScript  printer  is  the  best  long  term  value  for  your  company,  today  and 
tomorrow.  For  a  free  guide  c^n  how  to  choose  a  printer, 
call  1-800-833-6687,  Dept  H,  Ext.  4306. 


Set    Your    Sights    On    Genuine    Adobe    PostScript  Devices: 
Black-and-White,    Color,    Network    and    Fax  Printers. 


It's  not  just  printing, 
it's  Adobe  PostScript  printing. 


ohe.  tlic  AJi.l-i  In.^ii,  rci.Stnpr,  rln  ^,.^tS^:rlpc         .iiiJ  the  ta^lniu,  "li^  nor  i.im  |.rinrni.j,  ir  -  I'ostScnpt  printing"  jrc  tr;ijeni.irk>  nf  Adobe  Systems  Incorpnrated  win 


TOTAL  RECALL 

EXHIBIT  A:  THE  TELLTALE 
COMPUTER  TAPE 


Think  that  dishy  E-mail  sent 
to  your  colleague  in  confi- 
dence is  history  once  the  de- 
lete key  is  pressed?  Well, 
think  again:  Computer  gurus 
are  finding  ways  to  retrieve 
everything  from  mun- 
dane contracts  to  sensi- 
tive trade  secrets  from 
companies'  hardware 
and  software.  And 
that's  cTeating  expen- 
sive litigation  prob- 
lems. "Electron- 
ic data  is 
increasingly  used 
as  a  weapon 
against  compa- 
nies," says  John 
Jessen,  founder  of 
Seattle-based  Elec- 
tronic Evidence 
Discovery,  which 
working  with  lawyers  on 
about  100  business  lawsuits. 

Since  establishing  EED  six 
years  ago,  Jessen  has  uncov- 


THE  BIG  PICTURE 

SERVICE  INFUTION 
WITH  A  SMILE 

The  once-stubborn  inflotion  rate 
in  services,  minus  health  care, 
has  hit  the  lowest  level  in  more 
than  a  decade.  The  services 
category  includes  such  things  as 
dry  cleaning  and  TV  repair  and 
accounts  for  half  the  consumer 
price  index.  A  slower  rise  in 
housing  costs  is  the  major  factor. 


ered  incriminating  E-mail  files 
that  led  to  a  $250,000  settle- 
ment in  a  sexual  discrimina- 
tion suit.  In  another  dispute, 
drafts  of  a  contract  were 
found  containing  a  clause  that 
feed's  opponent  in  a  case  de- 
nied ever  existed.  More  re- 
cently, EED  was  hired  to  find 
out  whether  a  former  em- 
ployee of  a  client  had  stolen 
confidential  records 
when  he  went  to  work 
for  a  competitor. 
Armed  with  a  court 
order  allowing  them 
unlimited  access, 
-  .  .  J  e  s  s  e  n  '  s 
^''-^  snoops  discov- 
.-P^  ered  15,000 
files  that  had 
been  snatched. 
How  do  they  do 
it?  In  part  by  plug- 
ging recovered  data 
into  the  library 
of  9,000  soft- 
ware progi-ams 
amassed  by 
EED.  "No  one  [from 
EED]  goes  past  a  garage 
sale  without  looking  for 
old  software  or  hardware," 
says  Jessen.  It  seems  that 
computers,  like  elephants 
and  spurned  lovers,  never 
forget.        Linda  Himelstein 


THE  FEDS 


AT  LABOR,  A  SORRY 
STATE  OF  THE  UNION 


The  American  Federation  of 
Government  Employees' 
Local  12,  which  represents 
4,000  workers  at  the  Labor 
Dept.,  was  supposed  to  be 
helping  the  Clinton  Ad- 
ministration rein- 
vent govern 
ment.  But  the 
union  local  itself  is 
getting  reinvented 
first.  In  mid-July, 
AFfiE  President 
John  N.  Sturdi 
vant  placed  the 
local  in  trusteeship 
after  a  preliminary  audit 
found  evidence  of  lax  financial 
management. 

AFOE  investigators  found 
that  funds  were  missing  and 
that  many  checks  lacked  the 
requisite  two  signatures.  As 


DRAWN  AND  QUARTERED 


EPIGRAMS 


THE  WORLD  ACCORDING  TO  GUMP 


Even  many  people  who 
haven't  seen  the  movie 
know  what  Forrest  Gump  has 
to  say  about  chocolates.  The 
true  cognoscenti,  however, 
can  pick  through  Winston 
Groom's  1986  novel 
and  his  new  Gump- 
isms  for  even  more 
quirky  quotes  to  live 
by.  Our  Top  10: 

10)  Never  wear  a 
belt  and  suspenders  at 
the  same  time:  People 
might  think  you  are 
paranoid. 

9)  Beware  of  people 
that  put  numbers  af- 
ter their  names. 

8)  Life  can  be  one  big  toilet, 
so  for  all  of  our  sakes,  don't 
make  waves. 

7)  Most  people  don't  look 
dumb  till  they  start  talkin'. 

61    Do    not    suck  your 
thumb— or  anyone  else's  for 
that  matter. 

5)  Don't  ever  pick 


a  fight  with  somebody  tM 
really  ugly  lookin'. 

4)  Remember  this: 
somebody    is    down  tl 
kissin'  your  butt,  they  c 
just  as  easily  be  bitin'  it, 


4  Most  peo] 
don't  loo! 
dumb  til 
they  star 
talkin'? 

-  FORREST  GUN 


much  as  $80,000 
vanished  or  was 
spent  improperly, 
the  union  says. 
Sturdivant,  who 
made  himself  trust- 
ee and  ousted  half 
the  local's  10  board 
members  and  officers,  will 
hold  a  trusteeship  hearing  in 
September.  Later,  the  union 
will  decide  whether  to  make 
criminal  referrals. 

The  takeover  of  the  local 
is  particularly  embarras.sing 


3)  If  you  want  to  be  popi 
do  not  engage  in  child 
lestin'  or  line  dancin'. 

2)  Don't  lick  nothin'  tli 
gonna  stick  to  your  tongt 

1)  Some  people,  like  me, 
born  idiots,  but  many  n 
become  stupider  as  they 
along.  Ronald  Gn 


for  the  Labor  Dept.  The  aj| 
cy    that's  responsible 
supervising  the  finance.'i 
unions  nationwide  didn't  k| 
what  was  going  on  under 
nose.  What's  more.  La 
Secretary  Robert  Reich 
worked  closely  with  AFGB 
everything  from  streamlii 
manuals  for  compliance 
cers  at  the  Occupational  Sj 
ty  &  Health  Administra' 
to  simplifying  the  forms  II 
workers  use  to  apply  for  1 
efits.        Christina  Del  V 


FOOTNCnrES 

Change,  1992  to  1993,  overseas  tourists  in  New  York:  down  4%.  Hawaii:  down  3%.  California:  upl%.  Nevada:  up  9% 
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Franklin  Income  Fund 


Plan  for  Income  Today 
and  Growth  for  Tomorrow. 


Many  people  think  of  investments 
as  either  income-oriented  or  grow  th- 
oriented.  The  Frankhn  Income  Fund  is 
designed  to  provide  you  with  both.  And 
the  fund  has  paid  dividends  without 
interruption  for  more  than  45  years. 

With  Its  diversified  portfolio  of 
common  stocks  and  bonds,  the  Franklin 
Income  Fund  has  lived  up  to  its  goal  of 
high  current  income  and  long-term 
growth. +  Of  course,  past  performance 
does  not  guarantee  future  results. 

Call  your  investment  representative 
or  Franklin  today  for  a  free  brochure. 


fHigh  yields  reflect  the  higher  credit  risks  associated  with  certain  lower-rated  securities  in 
the  fund's  portfolio  and,  m  some  cases,  the  lower  market  prices  for  these  instruments. 
Franklin /Templeton  Distributors,  Inc. 


Call  1-800- 
342-FUND 
Ext.  F273 

Franklin  Funds 

777  Manners  Island  Boulevard 
San  Mateo,  CA  94404-1585 

-'^e-j  /  I  won  hi  like  a  f  rec  prospectus 
containing  more  complete  information  on  the 
Franklin  Income  Fund,  tnchidtng  charges 
and  expenses.  I  will  read  it  carefully  before  I 
invest  or  send  money. 

D  /  am  currently  a  Franklin  shareholder. 

Name 

Address 

City 

State/Ztp 

Daytime  Phone  


F  R  A  NJ  K  I I  I  NJ 


A  Member  of  the  $113  Billion  Franklin  /  Templeton  Group 
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THE  COMFORT 
OF  CONSULTANTS 


John  Byrne's  story  ("The  craze  for 
consultants,"  Cover  Story,  July  25) 
portrayed  the  profession  as  an  "advice 
game"  proffered  by  "necromancers"  inter- 
ested only  in  parlaying  the  smallest  con- 
tract into  the  largest  dollars.  (Yom-  octo- 
pus cover  art  wasn't  much  kinder.)  I 
take  exception. 

Consultants  serve  a  myriad  of  pur- 
poses in  a  dynamic  business  environ- 
ment. Those  "fads"  that  are  cited  are 
often  cutting-edge  tactics  that  keep  busi- 
nesses viable,  competitive,  and  profit- 
able. Companies  rarely  have  the  luxury 
of  conducting  the  kind  of  research  and 
assessment  activities  that  consultants 
perform:  We  are  paid  for  our  knowl- 
edge base,  which  takes  time,  money, 
and  energy  to  cultivate. 

Perhaps  you  would  like  to  do  another 
story  on  the  advantages  of  outside  con- 
sultants. I  suspect  that  story  would  fill 
more  than  six  pages. 

Renee  V.  Downey 
Partner 
Eagle  Consultants 
Syracuse,  N.Y. 

In  consulting,  it  is  no  longer  necessary 
to  tm'n  to  megafirms,  fashionable  pro- 
cess, and  newly  minted  MBAs.  Small 
firms  are  providing  custom  results  and 
exceptional  value.  My  standards  are  to 
provide  10  times  the  value  as  my  fees.  It 
seems  unlikely  that  AT&T  will  get  $3.47 
billion  in  value  for  the  $347  million  they 
spent  on  consultants.  That  is  unfortu- 
nate, both  for  them  and  the  consulting 
profession. 

John  D.  Trudel 
Trudel  Group 
Scappoose,  Ore. 

Your  advice  regarding  the  need  for  a 
systematic  selection  process  is  well 
taken.  Unfortunately,  smaller  companies 
don't  always  know  what  consultants  to 
contact.  To  address  this,  a  new  form  of 
consultant  has  developed  to  assist  these 
companies  to  identify  their  needs  and 
to  know  which  consultants  are  qualified 
to  help.  It's  a  relatively  new  concept.  I 


CORREaiONS  &  CURIFKATIOmi 


The  review  of  Bennett  Harrisc 
Lean  and  Mean  ("Who  says  big  con 
nies  are  dinosaurs?"  Books,  July 
reported  that  among  the  245,000  b 
nesses  begun  in  1985,  75%  of  the 
ployment  gains  made  by  1988 
curred  in  just  735  companies, 
0.003%  of  the  group.  The  correct  i 
centage  is  0.3%. 


S«!liitii 


"Nest  Eggs  for  Late  Starters"  (I 
sonai  Business,  July  25)  said  you  a. 
put  up  to  $30,000  in  a  Keogh  or  sin  'j^ 
fied  employee  pension  (SEP)  tax-£  Wt 
This  is  true  if  it  is  strictly  a  pr( 
sharing  Keogh  or  SEP,  where  you 
contribute  15%  of  salary,  up  to  a  n 
imum  of  $22,500.  j^j. 


'ectio 


believe  it  is  one  that  will  be  increai  h 
ly  accepted,  however,  as  all  comp£ 
expect  more  of  consultants. 

Donna  Jean  RainliiJI( 
Presi  Jul: 
Consulting  Sourcepels 
East  Greenwich, 

The  dieting  industry,  like  consultin  mem 
a  growing,  lucrative  business, 
30%  of  Americans  remain  overwe: 
Consulting  has  produced  similar  res 
as  evidenced  by  one  consultant  in 
article  who  realized,  years  later, 
he  only  had  a  25%  success  rate.  Tl  : 
God  he  was  not  a  brain  surgeon! 

James  B.  Haybisii 
Hong  I|?Ms 
Firtlii 
Kii 

It.  et. 


THE  ENERGY  DEPT.  IS 

FOR  CLEANUP  AND  PREVENTION 


Your  article  on  environmental  tpi.  ['(] 
nologies,  "A  green  industrial  p 
takes  root"  (Science  &  Technol 
July  25),  mistakenly  leaves  the  imi 
sion  the  Energy  Dept.  is  concei 
that  the  Clinton  Administration's 
cus  on  pollution  prevention  will  un 
mine  the  development  of  cles  Cieaq 
technologies. 

As  chair  of  the  department's  Polli 
Prevention  Executive  Board,  I  car 
sure  you  we  are  committed  to  poUi 
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De  Beers 

The  25th  Anniversary  Diamond  Necklace. 


For  a  brilliant  celebration 
of  your  loving  marriage. 


Diamond  center  stone  of  2.00  carats. 

For  thejeweler  nearest  you  call  1-800-222-9615. 


A  diamond  is  forever. 


ntion.  At  the  same  time,  the  de- 
lent  is  committed  to  cleanup.  We 
increased  the  budget  for  the  tech- 
!es  needed  to  tackle  the  mess  at 
ation's  nuclear  weapons  produc- 
acilities;  many  of  these  technolo- 
/ill  reduce  the  cost  of  remediation 
!  private  sector.  We  can  and  will 
/e  both  essential  missions:  clean 
st  pollution  and  help  prevent  fu- 
jollution. 

Bill  White 
Deputy  Secretary 
Energy  Dept. 
Washington 


CO  WANTS  SPANISH  lABELS? 
lERVEl  

Mexican  government  has  outra- 
ously  disrupted  common  U.  S.  busi- 
practices,  according  to  "NAFTA:  A 

light  for  red  tape"  (International 
ess,  July  25).  How  dare  they  heap 
ucratic  red  tape  on  a  great  Amer- 
ompany  just  to  get  Spanish  labels 
irections  on  products  sold  at  Wal- 
;  in  Mexico. 

'dy,  the  next  thing  we'll  hear  is 
abels  on  U.  S.  exports  to  Beijing 
to  be  written  in  those  silly  Chi- 
characters.  Is  there  no  relief  from 
nment  regulation? 

Ben  Oviatt 
Atlanta 

u  only  show  one  side  of  the  coin, 
lompanies  trying  to  import  into 
J.  S.  face  labeling  and  packaging 
ctions  as  onerous  and  protective 
)se  in  Mexico.  California,  for  exam- 
orbids  selling  honey  in  500-gram 
Furthermore,  goods  sold  in  the 
are  subject  to  the  very  same  ty]3e 
)eling  restrictions  (language,  let- 
ize,  etc.)  which  you  criticize  for 
CO.  I'd  rather  ship  south  than 

Gerhart  E.  Reuss 
Managing  Director 
Miel  Carlota 
Mexico  City 
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It's  not  too  early  to  prepare  for 
the  1996  Olympic  Games 
when  youte  in  it  for  the  long  run. 


A  runner  prepares  for  an  Olympic  event.  Every 
step,  every  stride  is  analyzed  and  scrutinized. 

A  gymnast  practices  a  flip.  Each  leap,  each 
landing  is  studied  in  minute  detail. 

A  swimmer  slips  through  the  water  with  grace 
and  speed.  Every  stroke  and  breath  is  examined. 

At  the  U.S.  Olympic  Training  Center, 
Panasonic  provides  video  equipment  to  help 
improve  every  step,  breath  and  stroke  of  an 
athlete's  performance.  Matsushita  is  not  only 
helping  the  U.S.  Olympic  team,  but  we're  also 
helping  support  the  Olympic  movement  around 
the  world. 

And  the  world  will  witness  the  athletes'  efforts 
through  our  technology.  After  a  worldwide  com- 
petition, Matsushita's  Panasonic  digital  video 
system  has  been  selected  as  the  official  broadcast 
equipment  of  the  1996  Olympic  Games.  It  will 
capture  the  Olympic  Summer  Games  in  stunning 
detail  and  breathtaking  color. 

For  more  than  a  decade,  Matsushita 
has  been  dedicating  its  vast  resources 


to  the  Olympic  Games.  So,  while  it 
might  seem  like  it's  too  early  to  pre- 
pare for  the  1996  Olympic  Games, 
it's  not.  Not  when  you're  in  it  for  the 
long  run. 


05^ 
III 


Atlanta  1W6 


TW.  E  1992  ACOG 


Matsushita  Electric 


Panasonic  Technics  duasar 
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JUSTICE  LEWIS  F.  POWELL  JR. 

By  John  C.  Jeffries  Jr. 
Scribners  •  690pp  •  $30 


THE  HIGH  COURT'S 
MAH  IN  THE 


D 


uring  the  racial  turbulence  of  the 
1950s  and  1960s,  Lewis  F.  Powell 
Jr.,  then  a  prominent  corporate 
attor-ney,  never  repudiated  the  segrega- 
tionist stands  of  his  peer's  in  Richmond, 
Va.  He  served  on  the  city  and  state 
school  boards,  which  were  among  the 
nation's  most  defiant  when  it  came  to 
the  Supreme  Court's  1954  order  to  de- 
segregate. So  it  was  hardly  surprising 
when,  in  1974,  as  a  justice  on  the  high 
court,  Powell  cast  the  deciding  vote  to 
limit  the  obligation  of  Detroit  area 
schools  to  bus  pupils  between  the  black 
inner  city  and  the  pre- 
dominantly white  subiu'bs. 

As  John  C.  Jeffries 
Jr.'s  engaging  biography 
of  the  retired  justice  re- 
veals, although  Powell  ad- 
vocated judicial  restraint— 
the  idea  that  judges 
should  be  guided  l)y  legal 
precedent  rather  than  po- 
litical beliefs— his  key  de- 
cisions were  as  much 
influenced  by  his  back- 
gi'ound  as  by  the  law.  At 
the  same  time,  Powell  of- 
ten overcame  his  instinc- 
tive conservatism  to  act 
as  the  court's  consensus 
maker.  Consequently,  he 
played  a  pivotal  role  fi'om 
his  1972  appointment  until 
his  1987  retirement— an  eventful  era 
when  the  court  confronted  some  of  the 
most  pressing  social  issues  of  our  time. 

To  research  the  l)ook,  Jeffries,  a  Uni- 
versity of  Virginia  law  professor  who 
once  clerked  for  Powell,  pored  over  the 
jurist's  private  papers  and  interviewed 
him  at  length.  The  re.sulting  hefty  tome 
is  evenly  divided  l:)etween  Powell's  life 
before  he  joined  the  Court  at  age  65 
and  a  discussion  of  five  controversial  ar- 
eas in  which  his  votes  helped  change 
the  course  of  the  law:  school  desegi-ega- 
tion,  abortion,  the  death  penalty.  Presi- 
dential immunity,  and  affirmative  action. 

The  fii'st  half  is  rich  in  stories  that  il- 
luminate Powell's  persoinlity.  Although 
a  descendant  of  a  Jamestown  settler 
and  the  paragon  of  the  Southern  gentle- 
man lawyer  by  the  time  he  was  appoint- 
ed, Powell  had  less-than-genteel  o^-igins. 
His  father,  who  ran  a  Richmond  cigar- 


box  company,  was  strict  and  demand- 
ing, and  Lewis  hated  the  many  chores 
he  imposed— especially  feeding  and  milk- 
ing the  cow.  Decades  later,  his  father 
would  remark  "rather  more  often  than  I 
thought  necessary,"  says  Powell,  that  he 
couldn't  believe  his  son  was  on  the 
Supreme  Court. 

Despite  his  resentment,  Powell  never 
rebelled.  And  the  habit  of  hard  work 
paid  off  when  he  led  his  class  at  Wash- 
ington &  Lee  University  law  school.  Af- 
ter graduating  in  1931,  he  married  the 
daughter  of  his  family  doctor  and  joined 


J 


uring  an  eventful 
era,  Potvell  often 
pushed  the  law 
forward  by  acting  as 
a  consensus-maker 


■ 
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POWELL  JR. 

f 

JOHl 

^C.  JEFFRIES,  JR. 

Richmond's  premier  law  firm.  He  was  a 
civic  leader  and  president  of  the  Ameri- 
can Bar  Assn.  The  one  unexpectedly  ex- 
citing interlude  in  his  oh-so-proper  life 
was  his  stint  as  a  World  War  II  intelli- 
gence officer  in  a  top-secret  project  to 
break  German  military  codes. 

It  was  President  Richard  M.  Nixon 
who  named  the  Southern  Democrat  to 
the  Supreme  Court.  Although  Powell 
had  no  judicial  experience,  the  Presi- 
dent wanted  a  Southerner,  and  Powell 
was  prominent  in  the  national  bar.  In  ad- 
dition, his  disdain  for  the  increasing  tol- 
erance shown  criminal  defendants  ap- 
pealed to  the  President. 

Jeffries  depends  on  facts  and  color, 
I'ather  than  analysis,  to  describe  Powell's 
judicial  approach.  It  seems  clear  that 
the  justice's  penchant  for  the  middle 
ground  came  from  his  nonconfrontation- 
al  personality  rather  than  a  particular 


philosophy.  His  favorite  decision  wain 
Regents  of  the  University  of  Calif 0,% 
vs.  Bakke  in  1978,  when  his  comprorje. 
broke  a  deadlock.  Allan  Bakke,  a  ws: 
man  who  had  been  rejected  by  the 
versity  of  California  at  Davis  Med| 
School,  alleged  that  the  school's  a; 
mative-action  admissions  program 
criminated  against  him.  When  four  11' 
al  justices  voted  to  uphold  the  scb 
plan  and  four  conservatives  votei 
abolish  affiiTnative  action,  Powell  brii 
the  gap.  His  ruling  struck  down 
school's  minority-admissions  plan, 
ting  Bakke  matriculate,  but  upheld 
mative-action  programs  that  didn't' 
volve  quotas.  The  opinion  saved  onAi 
the  few  devices— however  flawed— to  ^ 
celerate  racial  equality. 

Powell's  sense  of  propriety  may  p  ^ 
ly  explain  his  deciding  vote  in  198Q8 
uphold  a  Georgia  law  criminalizing  s(||i 
my.  Jeffries  ascribes  his  position 
"willed  ignorance"  of  homosexuality. 

ell  once  remarked  dur 
a  closed-door  decision  (| 
ference  that  he  had  m 
known  a  homosexual, 
tice  Harry  A.  Blackmi 
a  contemporary  of  Pov;l] 
but  a  'bit  more  hip,  tid 
his  clerks  afterward 
he  wanted  to  tell  Povill 
that  some  of  Powell's  r- 
mer  clerks  were  gay 
he  never  did. 

Years  later,  Powell  t'ri 
Jeffries  he  regretted  t^ 
vote.    Gays,    he  sal 
should  be  accorded  le 
same  privacy  rights  tl 
a  decade  earlier,  he  ij 
voted  to  grant  women] 
Roe  vs.  Wade.  Powell, 
fi'ies  reveals,  also  has 
ond  thoughts  about  capital  punishmi 
In  1991,  he  said  that  he  would  reve; 
all  his  votes  upholding  the  death  pena 
because  death-row  appeals  underm  '  i 
the  rule  of  law.  Writes  Jeffries:  "T 
endless  waiting,  merry-go-round  liti; 
tion,  last-minute  stays,  and  midnight  |  T 
ecutions  offended  Powell's  . . .  conceptn 
of  the  majesty  of  the  law."  i 
The  book's  major  flaw  is  its  adulat(y, 
tone.  While  Jeffries  acknowledges  Pcf-j- 
ell's  limitations,  he  seems  intent  on  CfflC 
onizing  him,  which  actually  undermiiS 
his  assessment  of  Powell's  achievemerfij|j 
Nonetheless,  Jeffries'  entertaining  nari- 
tive  ably  captures  Powell's  characir 
and  conveys  the  wrenching  nature— ai  ' 
lasting  relevance— of  the  issues  .jS 
helped  decide.  :  i 

BY  CATHERINE  YAI5 
Yang    covers    legal    affairs  fri^-^^ 
Washington.  ; '  ' 
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Our  training  for  flight 
attendants  is  extremely 
rigorous.  Maybe  that's  why 
our  flights  are  so  relaxing. 


Simply  to  qualify  for  the  Korean  Air  train- 
g  program  is  an  accomplishment.  Of  every 
ousand  who  apply,  only  a  few  possess  just  the 
^ht  blend  of  grace  and  poise. 

Then,  nine  hours  a  day,  six  days  a  week  for  a 
onth  or  even  more,  their  natural  abilities  are 
:fined.  They  study  world-class  service.  And  hos- 
tality.  And  a  number  of  different  languages. 

By  the  time  our  flight  attendants  graduate, 
ley're  skilled  in  all  the  arts  of  comfort.  Which 
aves  our  passengers  nothing  to  do  but  relax. 


KSREANAIR 

Fly  the  spirit  of  dedication'." 
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If  no  two  people  are  exactly  alike, 
then  no  two  companies  can  be  either.  IVhich 
is  why  at  Blue  Shield  of  California  we 
provide  companies,  and  the  people  ivho  work 
for  them,  with  affordable  options. 

In  this  case,  14,688  of  them.  Tliat's 
how  many  specialists  a  primary  care 
physician  can  refer  you  to  in  The  Blue  Shield 
HMO.  Wliich  happens  to  be  one  of  the 
largest  networks  in  the  state.  That  means 
each  employee  in  a  400-person  company 
could  actually  go  to  a  different  gastroen- 
terologist.  (Though  we  sincerely  hope  they 
never  need  to.) 

If  you'd  like  to  know  more,  call 
your  broker,  consultant  or  1-800-910-1010. 

Because  no  matter  how  many  people' 
are  in  your  company,  we  can  provide 
enough  options  to  make  everyone  happy. 

Wltich  just  goes  to  show  you,  our 
company  is  different  too. 

THE  SHIELD  HEALTH  PLANS 
Blue  Shield  !^  ^  of  California* 

Hi  make  a  difference. 


*An  Independent  Member  of  the  Blue  Shield  Association. 
©  1994  Blue  Shield  of  California. 


Sure  they  re  fast. 


Sitting  behind  the  wheel 
ot  a  Pentium  '  processor  is 
hke  driving  one  ol  those 
sports  cars  that  private  eyes 
in  Hawaii  drive. 


screen,  windows  open  Hke 
they've  got  some  grease  in 
the  tracks,  and  everything 
just  plain  moves  taster. 
But  if  that's  not  last 


But  at  these 


Pentium 

■processor 


pnces, 


But  maybe  you're  not  a 
private  eye  in  Hawaii. 
Maybe  you  have  to  stick 
to  a  budget. 

That's  not  a  problem 
anymore. 


enough  lor  you,  we'll  soup 
the  whole  th  ing  up  to  66 
MHz  for  a  few  bucks 
more.  Just  ask  for  our 
LPx  566. 


you  can  a 


fFord 


The  new  DECpc  'I^P.x 
560  has  a  high-performance 
Pentium  chip  and  a  low 
sticker  price.  Just  $2,'499j'' 

Not  only  that,  the  LPx 
has  our  local  PCI  bus. 


Of  course, 
both  models 
come  standard  with 
our  three-year  limited 
warranty. 

Now  you  can  blow 


the  speeding  tickets. 


Put  any  other  bus  with  a 
Pentium  chip  and  you're 
sticking  a  dinky  carburetor 
on  a  racing  engine. 

With  a  local  PCI  bus, 
graphics  sniip  onto  the 


down  the  highway  without  a 
lot  of  money  in  your  pocket. 

That  expensive  speed 
trap  is  gone. 

Call  1-800-670-9545. 

Please  reference  BUV  when  vou  call. 
8:30  a  m.  to  8:00  p.m.  Mon-Fri  KT. 
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PC 

Beyond  the  box. 


O  OIC.ITAI.  KQUIPMKNT  CORPORATION  IW.  The  DIGITAL  logo  a 

IS  a  service  mark  tif  [)igitcJ  i'x]utpment  Corporal 


id  DJ-Xpc  are  trademarks,  and  fleyon.!  The  Uox 
on    Penliiirn  is  a  trademark  ol  liUcl  Corporalion. 
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)  BY  STEPHEN  H.  WILDSTROM 


ZING  UP  THE 
ERSONAL  MANAGERS 


■  ^hen  you  met  the 

new  sales  rep  from 
w  Widgets  Inc.  last 
.,  you  took  her  card  and 
it  in  your  Rolodex.  But 
ou  file  it  under  Widgets 
)r  name?  And  what  was 
lame,  anyway? 
lybe  it's  time  for  you  to 
;our  card  file— and  your 
intment  calendar— off 
desktop  and  into  your 
luter.  Once  you  get  past 
»uffed-up  name,  personal 
nation  managers  are  pro- 
is  that  make  filing  and 


and  bring  up  the  background 
information  from  Cardfile. 

Here's  a  look  at  three  in- 
formation managers  for  Win- 
dows: an  old  standby,  an 
interesting  newcomer,  and  a 
revival  of  a  venerable  favorite. 

Lotus  Organizer,  around 
since  1991,  owes  some  of  its 
popularity  to  its  inclusion  in 
Lotus  Development  Corp.'s 
popular  SmartSuite  software 
package.  Its  calendar  looks 
like  a  pocket  secretary,  and 
individual  records  resemble 
business  cards.  But  you  have 


REE  SOI 


BORLAND  SIDEKICK  FOR  WINDOWS 

Simple  and  intuitive;  ease  of  use  more  than 
makes  up  for  limited  features.   


lOTUS  ORGANIZER 

An  established  heavyweight,  but  rigid 
format  is  a  drav/back.  Facilitates  group 
scheduling  by  E-mail.  rr~n 


3ving  personal 
mation  on  contacts  and 
iging  your  schedule  much 
r.  You  can  use  electronic 
;h  capabilities  to  locate 
lets  by  name,  company, 
ly  other  information. 
^GE.  The  trick  is  choosing 
ogram  that  suits  your 
s.  The  capabilities  and 
of  use  of  the  many  in- 
ation  managers  on  the 
;et  vary.  At  the  simplest 
,  every  copy  of  Microsoft 
.'s  Windows  comes  with 
programs  called  Cardfile 
Calendar.  But  you're  like- 
)  outgrow  them  almost 
sdiately.  Unlike  more 
)lete  programs,  for  exam- 
you  can't  click  on  the 
3  of  your  10  o'clock  ap- 
ment  in  Calendar  entry 


WORDPERFECT  INFOCENTRAL 

Rich  datobase  tools  provide  multiple  ways 
to  view  data,  but  flexibility  comes  at  a  price 
in  complexity. 


little  flexibility  in  choosing 
how  information  is  displayed. 

Organizer  is  especially  well- 
suited  to  work  with  other  pro- 
grams, especially  Lotus' 
cc:Mail.  With  cc:Mail,  you  can 
use  Organizer  over  your  net- 
work to  schedule  meetings 
with  other  users.  It  also  lets 
you  set  up  "links"  between 
people  and  events:  Clicking 
on  an  appointment  will  auto- 
matically fetch  a  memo  from 
your  word  processor.  Unfor- 
tunately, the  process  of  set- 
ting up  these  links  is  clumsy. 

WordPerfect  Corp.'s  new 
InfoCentral  is  different.  While 
its  calendar  is  conventional, 
it  dispenses  with  the  card-file 
metaphor  in  favor  of  a  free- 
form  database  of  names  and 


information.  InfoCentral,  part 
of  WordPerfect's  forthcoming 
PerfectOffice  suite,  allows  you 
to  establish  all  manner  of 
"connections"  among  your  ad- 
dress-book entries.  You  then 
use  a  graphic  interface  to  sort 
the  information  into  different 
hierarchies.  For  example,  you 
could  display  a  screen  of  all 
the  vendors'  reps  you  deal 
with,  then  switch  views  and 
look  at  all  your  contacts  in 
the  auto  industry.  But  you 
pay  a  price  in  added  complex- 
ity for  this  flexibility:  Info- 
Central sometimes  makes  it 
tough  simply  to  find  a  phone 
number  or  an  address.  That 
means  InfoCentral  probably  is 
not  your  best  choice  unless 
it's  worth  mastering  the  com- 
plicated process  needed  for 
getting  information  organized. 
SIMPtlCITY.  Borland  Interna- 
tional's SideKick  for  Windows 
is  a  revival  of  a  product  that 
disappeared  fi^om  the  market 
for  a  time,  having  originated 
with  the  dawn  of  the  P  C:  The 
new  version  really  only  shares 
the  name  and  general  func- 
tion of  the  original.  Absent 
are  some  of  the  bells  and 
whistles  of  the  other  products, 
but  ease  of  use  makes  it  a 
gem.  It's  easy  enough  to  set 
up  your  calendar  and  phone 
list  and  be  working  within 
minutes  of  installing  the 
program.  SideKick,  my 
personal  favorite,  is  simple 
but  not  simpleminded,  giv- 
ing you  considerable  con- 
trol over  just  what  informa- 
tion is  displayed  for  each 
phone-list  entry. 

The  choice  of  a  personal  in- 
formation manager  is  idiosyn- 
cratic, and  you  may  well  hate 
what  I  like.  But  when  you  se- 
lect one,  choose  carefully.  In 
fact,  the  programs  are  in- 
expensive enough— SideKick 
comes  with  an  introductory 
price  tag  of  $29— that  you 
might  want  to  buy  more  than 
one  to  see  which  you  like 
best.  Getting  stai-ted  with  an 
electronic  infoiTnation  manager 
can  be  intimidating— imagine 
typing  up  all  those  file  cards. 
But  once  the  unpleasant  chore 
of  setting  up  the  program  is 
done,  you'll  wonder  how  you 
ever  lived  without  one.  S.W. 


BULLETIN  BOARD 


ON-LINE  SERVICES 

NEW  ON  THE  MEHU  

America  Online  Inc.  is  ap- 
proaching the  1  million  sub- 
scriber mark,  and  it's  getting 
dressed  up  to  celebrate.  The 
information  service  is  giving 
its  menu  screen  a  spiffy  new 
"multimedia"  interface.  The 
screens,  due  in  August  for 
Macintosh  users  and  a  month 
later  for  the  Windows  crowd, 
should  also  make  it  simpler 


'90        '91        '92'        '93  '94- 
▲  MILLIONS  'COMPANY  PROJEQION 

DMA:  JUPITER  COMMUNICATIONS 

and  faster  to  find  what  you 
want.  People  can  click  on  14 
departments  (up  from  9),  in- 
cluding personal  finance, 
travel,  education,  and  the 
Internet  Center.  Unfortunate- 
ly, some  of  the  featured  ser- 
vices are  so  new  that  when 
you  click  on  the  icons  for 
those  departments,  there  may 
not  be  much  underneath.  For 
example,  America  Online  still 
doesn't  offer  such  Internet 
tools  as  "ftp"  (for  moving  files 
around).  AOL  says  it  will  even- 
tually fill  in  the  gaps. 

NETWORKING 

LOTUS  GROWS  EXTRA  ROUTES 

Lotus  Development  Corp.  is 
making  it  easier  for  small  busi- 
nesses or  corporate  branch 
offices  to  reach  out  with  their 
electronic-mail  systems.  It's 
offering  a  10-user  version  of 
its  cc:Mail  Router  program 
for  just  $90  ($215  after  Oct. 
8).  Previously,  the  software, 
which  allows  local  area  net- 
works using  cc:Mail  to  con- 
nect with  one  another  over 
telephone  lines,  listed  for 
$1,295  for  all  the  users  on  a 
local  system. 


Questions?  Comments?  techandu@mgh.com  on  Internet  or  fox  (202)  383-2125 


iLOGY  &  YOU 
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AS  econ  pinion. 


5oine  o{  Americas  liest  doctors  practice  in  Alal  lain  a .  Yes.  yoii  read  tliat  correctly.  But  if  youre 
skeptical,  we  understand.  Even  a  man  as  well-educated  as  Dr.  Will  lam  CI  ancy,  leading  autlionty  on 
knee  ligament  reconstruction  and  ollicial  pliysician  of  tlie  \J.S.  Olympic  H^ockey  Team,  assumed 

AJaliama  was  as  liackward  as  lied  seen  it  portrayed  on  television.  Until  lie  examined  it  more  closely. 

At  Alal,  ama  Sports  Med  icine  rtliopaedic  Center,  Dr.  Clancy  lias  lielped  to  reliabilitate 

tlie  todies  and  careers  ol  sports  luminaries  Irom  around  tlie  world.  Y?t  live  years  ago,  liis  future  partner 
liad  a  liard  time  convincing  liim  to  get  on  tlie  plane.  Out-ol-towners,  including  mysell,  come  witli  tlie 
perception  tliat  Alal^ama  is  tke  Dukes  of  Hazard.  But  I  11  tell  you,  tliat  soutliern  liospitality  really 


Healthcare  employs  more 
people  than  any  other 
industry  in  birmingham:  our 


STATE  S  LARGEST  CITY. 


knocked  our  socks  off.     Skortly  after  tliis  initiation,   Dr.   CI  ancy 
decided  to  leave  Wisconsin  and  join  Di .  Jim  Andrews    team  at 
Alab  ama  Sports  ^M„edicine  in   Birmingliam.      It  was  an  excitinjJ 
prospect,  and  I  was  overwlielmed  ty  tlie  level  of  teclmical  expertise  available.  Just  look  at  tlie  numlier  of 
liigli-tecli  companies  coming  liere  and  every  one  of  tliom  lias  absolutely  universal  praise  for  tlie  state. 

Dr.  Clancy  could  live  anywliere  lie  cliooses.  But  to  liis  way  of  tliinkim>,  Alabama  offers  tlie 
perfect  environment  for  bis  personal  and  professional  life.  Of  course,  we  understand  if  youd  like  to  get 
a  second  opinion.  Just  ask  Airs.  Clancy  or  call  us  at  1-800-276-5572. 


It^  (.ere     (f  0  <>  tl     fi  e  o  j}  I  e     (I  (•  c  o  III  />  I  I  s  li      cj  r  e  (I  I     I  li  i  11  q  s. 


For  more  information,  contact  the  Economic  Development  Partnership  of  Alabama: 
2  North  Jackson  Street,  Montgomery,  Alabama  36104;  800-276-3372 


cohomic  Viewpoint 


WARNING:  A  HIGHER  CIGARETTE 
MAY  BE  HAZARDOUS  TO  HEALTH 


TAX 

FINANCING 


BY  GARY  S.  BECKER 


While  steeper  taxes 
do  help  smokers 
quit,  revenue  won't 
be  anywhere  near 
what  Congress 
predicts.  Besides, 
why  finance  health 
coverage  with 
a  tax  that  hits  the 
poor  hardest? 


GARY  S.  BECKER,  THE  1992  NOBEL 
LAUREATE,  TEACHES  AT  THE  UNIVERSITY 
OF  CHICAGO  AND  IS  A  FELLOW  OF 
THE  HOOVER  INSTITUTION 


Some  members  of  Congress  advocate  a 
massive  federal  tax  hike  on  cigarettes  to 
help  defray  the  costs  of  a  health-care 
bill.  The  medical  profession  and  other  oppo- 
nents of  smoking  agree  on  a  large  tax  in- 
crease, though  their  goal  is  not  to  raise  reve- 
nue but  to  cut  down  smoking.  Recent 
research,  however,  indicates  that  a  sizable  cig- 
ar'ette  tax  would  not  generate  much  tax  reve- 
nue, although  it  would  cut  smoking  by  a  lot. 

These  findings  appear  in  the  June  issue  of 
The  American  Economic  Revieiv,  in  an  article 
by  Michael  Grossman,  Kevin  M.  Murphy,  and 
me.  In  it,  we  estimate  the  response  of  cigar- 
ette smoking  in  the  U.  S.  to  changes  in  retail 
price,  income  level,  and  other  variables.  The 
research  can  be  used  to  obtain  relial)le  calcula- 
tions of  the  effects  of  increases  in  the  federal 
cigarette  excise  tax  on  government  revenue. 

These  calculations  assume  that  each  25<P  in- 
crease in  the  tax  raises  retail  prices  by  the 
same  amount— even  though  various  studies  in- 
dicate that  prices  may  rise  by  a  little  more 
than  the  tax  increase.  Higher  retail  prices  re- 
duce smoking  mainly  by  discouraging  some 
people  from  beginning  and  by  encouraging 
others  to  quit  earlier  than  they  otherwise 
would  have,  although  higher  prices  also  re- 
duce the  number  of  packs  smoked  by  those 
who  continue  to  smoke.  Teenage  smoking  is 
especially  sensitive  to  the  cost  of  cigarettes. 

Initially,  a  higher  price  for  a  pack  of  cigar- 
ettes does  not  cut  smoking  by  a  lot,  since 
many  smokers  cannot  quickly  l)reak  the  habit. 
But  the  imijact  is  cumulative  as  each  reduction 
in  smoking  further  weakens  the  habit  and  en- 
courages additional  reductions.  Indeed,  our 
article  estimates  that  the  impact  of  a  rise  in 
price  is  about  twice  as  large  after  the  price 
has  been  in  effect  for  a  year:  After  one  year, 
a  10%  increase  in  price  cuts  smoking  by  about 
4%,  but  after  three  years  the  reduction  dou- 
bles to  about  8%. 

HOOKED  POLITICIANS.  The  present  24<l"  federal 
tax  on  a  i)ack  (jf  cigarettes  yields  about  $6 
billion  annually  in  federal  revenue.  The  esti- 
mates of  demand  in  our  article  imply  that  to 
reach  maximum  revenue  in  the  long  run  would 
require  a  tax  revenue  of  about  95<t  a  pack 
and  would  raise  only  $6  billion  annually  more 
than  the  present  tax.  Note  that  somewhat 
larger  tax  revenues  would  be  raised  during 
the  years  it  takes  smokers  to  fully  adjust  to 
the  higher  price. 

This  estimate  of  tax  revenue  is  much  lower 
than  that  of  the  Congressional  Budget  Office 
because,  in  sharp  contrast  to  our  estimate  of 
an  8%  reduction  in  smoking  per  10%  increase 
in  price,  the  CBO  assumes  that  smoking  falls  at 


a  constant  rate,  by  about  4%  for  each  10% 
crease  in  the  cost  of  a  pack. 

Some  members  of  Congress  are  proposii: 
still  larger  increase  of  $1  a  pack  to  raise 
total  federal  tax  to  $1.24.  That  tax,  in 
long  run,  would  raise  only  $9  biUion  in  am 
revenue— a  mere  $3  billion  more  than  at  ]> 
ent— but  would  cut  smoking  by  more  t}- 
70%.  Tax  revenue  rises  and  smoking  fallsji:-. 
the  total  federal  tax  is  increased  to  9.5f,l? 
cording  to  our  estimates,  but  both  snidlji; 
and  tax  revenue  fall  as  the  tax  is  made  lai'ir; 

The  conflict  between  tax  revenue  and 
sumption  reduction  may  seriously  affect 
ernment  policies  toward  smoking.  If  the 
get  hooked  on  the  revenue  generated 
smoking  taxes,  Congress  may  hesitate  to 
pose  severe  regulatory  restrictions  on  s: 
ing.  State  lotteries  provide  a  telling  wami 
how  this  pressure  works:  Despite  the 
considerable  moral  and  other  oppositio: 
gambling  and  even  though  lotteries  are  acti 
ially  very  bad  bets,  many  states  advertise 
tensively  to  the  poor  and  others  to  enco" 
the  purchase  of  lottery  tickets. 
BOOTLEGGERS'S  BOOTY.  Smuggling  of  ci] 
ettes  from  neighbor  nations  would  reduce 
further  the  federal  revenue  generated 
tax  hike.  Canada  recently  was  forced  to  n 
its  draconian  $2.69-per-pack  cigarette  ta: 
$1.82  l)ecause  of  massive  smuggling  from 
U.  S.  A  large  U.  S.  tax  hike  would  spur  s; 
gling  from  Mexico  and  other  Latin  Ameri 
nations  with  much  lower  taxes  and  would 
gaily  divert  .some  cigarettes  meant  for  ex 
to  domestic  use. 

Cigarette  taxes  fall  largely  on  the 
since  the  heaviest  smokers  are  in  the  lo' 
income  and  education  brackets.  Some  smo. 
would  be  discouraged  from  starting  if  the 
of  a  pack  rose  from  $1.80  to  $2.80  with  a 
per-pack  tax  increase.  But  those  who  couL 
break  the  habit  and  continued  to  smoke, 
VA  packs  a  day  would  pay  $1,533  a  year  in 
arette  taxes,  a  large  amount  for  people| 
welfare  and  those  with  modest  income; 
makes  little  sense  to  help  finance  the  incn 
cost  of  the  President's  health  plan  partly 
a  tax  that  falls  mainly  on  the  poor  and  less 
ucated— gi'oups  that  are  supposed  to  be  hel 
by  his  health  reforms. 

The  case  for  much  higher  cigarette  taxe 
very  shaky  in  light  of  the  regressive  natur^ 
the  tax,  the  limited  amount  of  revenue  t 
would  be  generated,  the  encouragemeni 
cross-border  smuggling,  and  the  temptai 
that  it  would  pose  to  the  federal  governin 
to  encourage  smoking  in  order  to  raise 
revenue. 
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ECONOMIC  VIEV 


TO  COMMUNICATE 

BEGAN  WITH  THE  SOUND 


could  hear  a  pin  drop  when  Sprint 
''launched  the  first  nationwide  100%  digital, 
fiber  optic  network  back  in  1986.  And  almost 
a  decade  later  it  s  still  the  only  one.  Today, 
Sprint's  network  spans  the  globe,  bringing 
you  advanced  technology  like  the  world's 


largest  videoconferencing  network.The  first 
application  of  ATM  data  transmissions  and 
thefiirst  and  only  voice  activated  calling  card. 
At  Sprint,  that's  not  just  a  promise  for  someday 
in  the  future.  That's  the  power  to  be  there  now. 
That's  the  power  of  a  pin.  1-800-PIN-DROP. 


WorldCuiiJSA9t^< 
0%, 


Be  there  now. 


Sprint 


HOW  AIG'S  ABILITY  TO  CONTROL  FINANCIAL  RISKS  PU'! 

ONE  AIRLINE  ON  A  STRAIGHTER  COURSE.  An  airline  sjirsl-everenei] 

licdge  in  jet  I  ud.  using  a  series  oj  Jixedjorjloatingrale  transactions.  It's  no  blue-sky  idea  but  how  we  recently  help 

j 

a  major  'J.S.  carrier  mcmage  risk.  Since  the  airline's  international  operations  generate  a  multiple-currency  reveri 


earn,  we  also  act  as  one  of  its  primary  foreign  exchange  partners.  And  we  provide  primary  and  excess 
perty/casualty  insurance  for  its  buildings  and  aircraft,  fidelity  and  international  insurance  coverages.  Products  and 
vices  for  which  more  and  more  corporations  are  heading  in  AIG's  direction.  For  the  definitive  response  to  risk. 

WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES. 

American  International  Croup.  Inc..  Dept.  A.  70  Pine  Street.  New  York.  NY  1()27().  75th  Annive/^ry 


conomic  Trends 


BY  GENE  KORETZ 


AMERICAN  BUSINESS 
IS  LOSING  ITS 
FEAR  OF  FAILING 


Businesspeople  blow  hot  and  cold 
about  the  economic  outlook,  but  if 
you  really  want  to  know  how  they  feel, 
watch  what  entrepreneurs  and  compa- 
nies do— not  what  they  say.  And  what 
they're  doing  these  days,  says  econo- 
mist Maury  N.  Harris  of  PaineWebber 
Inc.,  points  to  "rising  confidence." 

Second-quarter  earnings  were  far  bet- 
ter than  expected,  says  Harris,  and  cap- 
ital spending  is  roaring  ahead— as  June's 
big  jump  in  nondefense  capital-goods  or- 
ders and  last  quarter's  10%  growth  pace 
in  business  investment  attest.  More  im- 
portant, investment  at  the  margin,  in 
new  enterprises,  is  taking  off. 


lEWER  U.S.  BUSIHESSES  ARE 
THROWING  IN  THE  TOWEL 


-'90-  -'9] 
A  THOUSANDS 


-'92-  -'93- 
DATA:  DUN  &  BRADSTREET  CORP 


The  Commerce  Dept.'s  index  of  net 
business  formation,  classified  as  a  lead- 
ing economic  indicator,  has  been  rising 
sharply  this  year  and  at  last  count  was 
at  its  highest  level  since  1980.  Contribut- 
ing to  this  entrepreneurial  surge,  ob- 
serves Harris,  are  the  freeing  up  of 
managerial  talent  by  corporate  downsiz- 
ing, greater  credit  availability,  and  a 
pronounced  decline  in  business  failures. 

The  drop  in  businesses  closing  their 
doors  is  particularly  impressive.  Accord- 
ing to  Dun  &  Bradstreet  Corp.,  just 
36,775  lousinesses  failed  in  the  first  six 
months  of  1994-down  20%  from  last 
year  and  the  lowest  total  for  a  .six- month 
period  since  the  last  half  of  1990  (chart). 

This  improvement  occuiTed  in  all  busi- 
ness sectors,  and  drops  of  at  least  25% 
were  posted  by  major  industries  such 
as  mining,  agriculture,  manufacturing, 
construction,  finance,  insurance,  and  real 


estate.  Failures  were  also  down  signifi- 
cantly in  all  regions  of  the  nation,  includ- 
ing the  Northeast  and  California. 

What's  more,  the  dollar  value  of  li- 
abilities plunged  46%,  from  $24  billion  in 
the  first  half  of  last  year  to  just  $13  bil- 
lion. Indeed,  average  liabilities  left  per 
failure  came  in  at  just  $350,000,  the 
smallest  amount  since  the  1970s. 

Such  numbers  hearten  entrepreneurs 
and  bank  loan  officers.  "It's  significant," 
says  Harris,  "that  surveys  indicate  that 
banks  are  continuing  to  ease  their  lend- 
ing standards  for  small  business  in  spite 
of  rising  interest  rates." 


FOREIGN  CAPITAL 

IS  STREAMING 

INTO  ASIAN  MARKETS 


After  the  stock  markets  of  Asian  de- 
veloping nations  underwent  a  sharp 
correction  earlier  this  year,  the  flow  of 
foreign  money  to  these  markets  slack- 
ened. But  the  flow  of  foreign  direct  in- 
vestment to  the  region  continues  to  ac- 
celerate, observes  economist  Joseph 
Quinlan  of  Dean  Witter  Reynolds  Inc. 

Quinlan  notes  that  foreign  investment 
approvals  in  the  first  half  of  1994  were 
up  49%  in  Taiwan,  to  $640  million.  Ap- 
proved manufacturing  projects  in  Ma- 
laysia more  than  doubled,  to  $3.9  bil- 
lion. Indonesia  posted  a  23%  increase, 
to  $5.3  billion.  Thailand  approved  nearly 
$5  billion  through  April,  more  than  in  all 
of  1993.  And  China's  foreign  investment 
commitments  in  the  first  half  rose  55%, 
to  an  eye-popping  $14.7  billion. 

Much  of  this  capital  is  coming  fi'om  in- 
vestoi's  in  the  U.  S.,  Europe,  and, 
particularly,  Japan,  whose  manufacturers 
are  now  targeting  China  as  their  No.  1 
investment  location  in  developing  Asia. 
"The  day  when  Japanese  technology  and 
capital  merge  with  China's  massive  labor 
pool  and  abundant  natural  resoiu-ces  has 
arrived,"  says  Quinlan. 


PROFIT-SHARING 
GOOSES  PRODUCTIVITY 
—FOR  A  WHILE 


Anuml)er  of  studies  by  economists 
tell  the  same  inspiring  story:  Other 
things  being  equal,  companies  with  prof- 
it-sharing plans  for  their  employees  tend 
to  have  higher  labor  productivity  than 
those  without  such  plans.  But  is  profit- 
sharing  itself  responsible  for  this  effect, 
or  does  it  occur  because  enlightened 
companies  with  good  employee  relations 
often  have  profit-sharing  schemes? 


To  throw  light  on  the  issue,  ec(j|r 
mist  Douglas  L.  Kruse  of  Rutgers  lif 
versify  drew  on  a  survey  of  some  1)6) 
companies  to  assess  productivity  gro 
before  and  after'  the  adoption  of  pn 
sharing  plans.  He  found  that  implem 
ing  profit-sharing  was  associated 
a  significant  4%  to  5%  rise  in  produc 
ity,  within  a  year  of  such  action,  tho 
productivity  growth  in  subsequent  yi 
was  unaffected. 

In  line  with  the  presumed  incen' 
effects  of  profit-sharing  arrangeme 
Kruse  found  that  companies  making  j 
ments  in  cash  rather  than  via  defer 
compensation  had  the  strongest  pro( 
tivitj'  gains,  particularly  smaller 
cems.  So  did  companies  with  highly 
erous  profit-sharing  plans.  But  as  mi 
as  a  third  of  those  adopting  profit-s' 
ing  experienced  no  unusual  produc 
ity  rise  at  all. 

In  sum,  many— but  far  from  all— ci 
panies  that  set  up  profit-sharing  schei 
seem  to  enjoy  a  modest  one-time  pn 
tivity  gain. 


THOSE  MORTGAGE 
NUMBERS  AREN'T  AS 
UGLY  AS  THEY  LOOK 


Judging  by  the  weekly  index  of  m-  .j^^ 
gage  applications  for  home  purch 
compiled  by  the  Mortgage  Bank 
Assn.,  the  housing  market  is  about  ssm 
fall  out  of  bed.  At  last  count,  the  im 
was  down  24%  from  its  February  hi 
And  since  mid-June,  it  has  been 
ning  below  year-earlier  levels  for 
first  time  since  a  brief  three-week  p 
od  in  1992.  Indeed,  new  home  sales 
June  fell  8%  below  June  1993,  thoi 
sales  of  existing  homes  were  up  7%, 
Don't  panic,  advises  economist  Da 
Cohen  of  mms  International.  He  no 
that  the  rebound  in  interest  rates 
boosted  demand  for  adjustable-r  ISUM 
mortgages  (arms),  whose  share  of  lo 
for  single-family  home  piu'chases  hit  c  J) 
in  May,  compared  with  20%  a  year  a  {ngn 

This  trend,  says  Cohen,  suggests  t 
mortgage  bankers,  who  are  geared 
originating  fixed-rate  loans  for  repack  'Km 
ing  into  mortgage-backed  securities, 
losing  business  to  commercial  banks 
savings  and  loans.  The  latter  instj 
tions  are  more  comfortable  originat 
ARMS,  often  for  their  own  portfolios 
fact,  ARMS  represented  65%  of  s&L  oi 
inations  in  May,  compared  with  20% 
mortgage  bankers. 

The  upshot,  says  Cohen,  is  that 
drop  in  the  mortgage  bankers'  in( 
probably  exaggerates  the  develop 
weakness  in  the  housing  market. 


S'eve 


22  BUSINESS  WEEK/ AUGUST  1  5,  1 994 


ECONOMIC  Tl 


iusiness  Outloo 


JST  15,  1994 


BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


mS  EXPANSION  HAS  SIDWED 
9  A  SUMMER  STROLL 


VENTORIES  BUILD 
;  DEMAND  Slows 


'93 IV      '94  I 
HONS  OF  1987  DOLURS 
DATA:  COMMERCE  DEPT. 


I  he  inflation-mongers  had  to  give  it  a  rest  after  the 
Commerce  Dept.'s  decidedly  temperate  estimate  of 
the  economy's  growth  rate  last  quarter.  Even  the 
i  market,  ever  vigilant  against  the  slightest  hint  of 
e  pressures,  backed  off.  After  the  news  broke  on 
29,  bonds  staged  their  biggest  one-day  rally  since 
•May,  pushing  the  yield  on  the  benchmark  30-year 
isury  bond  to  7.39%,  from  7.55%  the  day  before. 

More  important,  much  of  the 
latest  data  are  forcing  the  mar- 
kets to  rethink  the  economy's 
strength.  Not  only  was  growth 
in  the  first  half  more  moderate 
than  many  had  feared,  but  signs 
of  an  even  slower  second  half, 
ranging  from  shaky  consumer 
spending  to  weakening  construc- 
tion activity  to  stagnant  leading 
indicators,  continue  to  crop  up. 
Such  a  reevaluation  could  have 
rtlier  positive  impact  on  long-term  interest  rates, 
while  it's  not  likely  to  prevent  another  widely  expect- 
ike  in  short  rates  by  the  Federal  Reserve  in  mid-Au- 
,  a  cooler  economy  could  put  further  tightening  on 
into  1995. 

ven  the  Fed  acknowledged  some  slowing  in  its  Aug.  3 
ey  of  regional  economies  that  was  prepared  for  its 
.  16  policy  meeting.  The  report  noted  that  business  ac- 
y  remained  generally  solid  but  also  pointed  to  "scat- 
d  indications  of  some  slowing  or  slight  declines"  in 
e  regions. 

)NSUMERS  The  economy's  real  gross  domestic  prod- 
EIN  IN  uct  grew  at  an  annual  rate  of  3.7%  in  the 
'f  N  second  quarter,  following  a  3.3%  pace  in 

'ENDING  fji-st  quarter,  revised  down  fi'om  3.4%. 

u,()vernment's  revisions,  which  went  back  to  1991, 
'  '.generally  downward,  but  they  were  unusually  small, 
(luarter's  growth  was  a  bit  less  than  the  general  ex- 
>  ation  and  well  below  the  4J^?%-to-5%  reading  that  some 
securities  firms  had  their  trading  desks  braced  for. 
iiwever,  second-quarter  growth  was  more  important 
I  ts  mix  than  its  magnitude.  Final  sales  of  all  goods  and 
'ices  rose  a  scant  1.5%,  while  inventories  bulged 
I  rl).  Stock  levels  swelled  by  $54  billion,  the  largest 
!  'terly  increase  in  seven  years.  In  the  past,  the  combi- 
1  :m  of  demand  that  weak  and  inventory  gains  that 
i  e  has  almost  always  led  to  a  slowdown  in  GDP  in  the 


lAaORIES:  STILL 
BUSY,  COSTS  UP 


subsequent  quarter,  as  businesses  cut  back  on  ordering 
while  they  work  down  their  stockpiles. 

The  numbers  strongly  argue  that  some  of  the  invento- 
ry increase  was  unintended  and  not  the  product  of  busi- 
ness optimism  about  future  sales.  In  fact,  for  two  consec- 
utive quarters  now,  final  sales  have  slowed,  while 
inventories  have  accumulated  faster. 

Moreover,  the  bulk  of  the  pileup  occurred  at  wholesal- 
ers and  retailers,  right  where  you  would  expect  it,  given 
the  quarter's  weak  1.2%  advance  in  consumer  spending. 
Because  of  the  sturdy  pace  of  job  growth  through  June, 
consumers  are  capable  of  spending  at  a  faster  clip  than 
that,  but  for  the  second  half,  their  top  speed  is  probably 
about  2^%  to  3%.  The  savings  rate  is  historically  low,  and 
higher  interest  rates  are  taking  a  toll  on  home  buying 
and  consumer  durables. 

Heading  into  the  third  quar- 
ter, retailers  report  only  slim 
sales  increases  through  the  first 
four  weeks  of  July  compared 
with  June,  according  to  Johnson 
Redbook  Report.  That  means  ef- 
forts to  reduce  stock  levels  could 
be  a  plus  for  inflation,  as  stores 
and  distributors  are  forced  to  re- 
duce prices  to  move  out  unsold 
goods. 

Imports,  however,  soared  by 
15.1%  last  quarter  and  must  have  accounted  for  some  of 
the  inventory  bulge.  To  the  extent  that's  true,  the  inven- 
tory adjustment  will  not  be  felt  by  U.  S.  manufacturers 
alone.  Instead,  less  ordering  from  abroad  will  slow  im- 
ports, a  plus  for  GDP  that  will  offset  some  of  the  expected 
slowdown  in  inventory  growth. 

FACTORIES  So  far,  U.  S.  manufacturers  seem  unaf- 
REPORT  fected  by  the  jump  in  wholesale  and  retail 
SOME  PRICE  inventories,  mainly  because  their  own 
PRESSURES  stockpiles  are  in  excellent  shape.  Invento- 
ries at  factories  rose  only  0.1%  in  June,  while  shipments 
increased  by  0.9%,  pushing  the  ratio  of  stocks  to  sales  to 
a  record  low  1.37.  However,  that  reading  chiefly  reflects 
manufacturers'  new  skill  in  managing  their  stock  levels. 

Factory  activity  in  July  held  at  its  healthy,  if  unspectac- 
ular, level  of  recent  months,  says  the  National  Association 
of  Purchasing  Management  (chart).  Its  composite  index  of 
orders,  output,  employment,  delivery  times,  and  invento- 
ries edged  up,  to  57.8%,  from  57.5%  in  June.  Although  the 
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▲  PERCENT  REPORTING  IMPROVEMENT 

DATA:  NATIONAl  ASSN.  Of  PDR01ASING  WAKAGtMENT 


BUSINESSWEEK/AUGUST  15,  1994  23 


usiness  Outloo 


THE  FALIOUT  FROM 
HIGHER  RATES 


JUNE  '93  JUNE  '94 

▲  THOUSANDS,  ANNUAL  RATES 
DATA.  COMMERCE  DEPT. 


July  index  was  the  highest  in  seven  years,  it  remains 
■well  below  the  average  peak  of  67.9%  reached  in  each  of 
the  eight  previous  expansions  since  World  War  II. 

The  purchasers  continued  to 
I'eport  increased  price  pressures, 
though  these  costs  remain  a  long 
way  from  being  passed  on  to  fi- 
nal consumer  products.  NAPM's 
price  index  edged  lower  in  July, 
but  the  breadth  of  increases  "wid- 
ened, as  50%  of  the  300  compa- 
nies surveyed  reported  paying 
higher  prices  for  materials. 

Such  price  hikes  were  primar- 
ily responsible  for  the  0.2%  rise 
in  the  index  of  11  leading  indicators  in  June.  However, 
that  was  a  slim  gain,  and  the  index  has  made  little  head- 
way in  the  past  three  months— another  signal  of  slower 
gi'owth  in  coming  months. 

IHOUSIHG'S  One  significant  area  that  will  provide  little, 
GLORY  DAYS  if  any,  help  for  the  economy  in  the  second 
MAY  BE  half  is  the  construction  industry.  The  build- 
OVER  jj^g  sector  has  directly  contributed  14%  of 

the  growth  in  GDP  over  the  past  year,  even  though  it  is 
only  7%  of  the  economy.  But  the  steady  rise  in  mort- 
gage rates,  as  well  as  an  overhang  of  already-built  homes, 
will  slow  construction  down. 

Home  sales  were  stunningly  weak  in  June.  Demand 
for  existing  homes  fell  3.6%,  to  an  annual  rate  of  3.96  mil- 
lion, while  sales  of  new  single-family  homes  plunged  14.1% 
in  the  month,  to  a  two-year  low  of  just  591,000  (chart).  All 
regions  shared  in  the  decline  in  new-home  sales. 

As  a  result,  just  like  retailers  and  wholesalers,  home- 
builders  ended  last  quarter  carrying  more  inventory  than 
they  probably  wanted.  The  supply  of  unsold  homes 
jumped  to  6.1  months  firom  4.7  months  in  May. 

Demand  is  caving  in  to  higher  interest  rates.  Mort- 


BUILDING  TAKES 
TURK  FOR  THE  W0| 
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gage  applications  to  buy  a  home  popped  up  in  the  wi 
ended  July  22,  but  for  the  first  four  weeks  of  the  morj 
the  pace  of  applications  was  way  below  the  average 
June,  which  was  down  from  May. 

The  drag  from  housing  is  showing  up  in  the  other 
struction  data  as  well.  Total  construction  spending  in  J 
edged  up  just  0.2%,  much  lower  than  expectations.  Alfi 
the  increase  was  in  nonstnictures,  such  as  utility  and  ti 
communications  lines,  in  addition  to  government  proje 
Both  nonresidential  buildings  and  housing  fell  in  Jub 
Housing  outlays  fell  for  the  first  time  in  more  than  a  yu 

For  this  quarter,  the  extreme- 
ly rainy  weather  in  the  South 
and  East  suggests  that  construc- 
tion outlays  may  have  fallen  in 
July.  And  the  latest  news  on 
contracts  indicates  that  an  out- 
right downtrend  may  be  start- 
ing (chart).  New  agreements  for 
building  projects  fell  1.7%  in 
June,  according  to  the  F.W. 
Dodge  Div.  of  McGraw-Hill  Inc. 
Residential  contracts  dropped  a 
steep  10%. 

For  the  second  quarter,  total  contracts  were  14.3% 
low  the  first  quarter,  at  an  annual  rate.  And  since  ci 
tracts  typically  give  a  forward  look  at  activity,  the  decljB 
suggests  a  rapid  slowdown  in  construction  outlays,  esi 
cially  housing.  ? 

A  dropoff  in  building  will  be  a  blow  for  an  expansfl 
that  has  increasingly  counted  on  housing  to  lift  growth,  i)) 
deed,  residential  investment  has  slipped  in  only  one  qu?^ 
ter  during  the  three-plus  years  of  this  upturn.  Housinl^ 
glory  days  may  well  be  over,  however.  And  that— alcg 
with  an  inventory  con-ection  and  more  moderate  consunj* 
spending— completes  the  laundry  Hst  of  reasons  why 
economy  will  grow  even  more  slowly  in  the  second 
than  it  did  in  the  first. 
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THE  WEEK  AHEAD 


PRODUCTIVITY  AHD  COSTS  

Tuesday,  Aug.  9,  10  cum. 
Output  per  hour  worked  in  the  non- 
farm  sector  probably  fell  at  an  annual 
rate  of  2%  in  the  second  quailer,  after  a 
1.1%  gain  in  the  first  quarter.  Unit  labor 
costs  likely  jumped  by  as  much  as  a 
5.5%  annual  rate  last  quarter,  follow- 
ing a  3.9%  rise  in  the  first  period.  The 
Labor  Dept.  will  also  release  revisions 
to  the  productivity  data  back  to  1991. 

PRODU^^ER  PRICE  IHDEX  

Thursday,  Aug.  11,  8:30  a.m. 
Producer  prices  of  finished  goods  likely 
rose  0.3%  in  July,  according  to  the  me- 
dian forecast  of  economists  surveyed 


by  MMS  International,  a  division  of  Mc- 
Graw-Hill Inc.  The  gain  may  even  be 
larger  because  of  the  runup  in  crude-oil 
prices  since  the  spring.  Any  increase 
in  July  would  be  the  first  rise  in  the  ppi 
since  March.  Producer  prices  were  un- 
changed in  June. 

RETAIL  SALES  

Thursday,  Aug.  11,  8:30  (dh. 
Consumer  spending  started  the  third 
quarter  at  a  modest  pace.  Retail  sales 
probably  increased  by  0.4%  in  July,  af- 
ter a  0.6%  advance  in  June.  The  small- 
er rise  is  suggested  by  the  mild  in- 
crease in  sales  at  department  and  chain 
stores,  calculated  by  Johnson  Redbook 
Report. 


COHSUMER  PRICE  IHDEX 


Friday,  Aug.  12,  8:30  a.m. 
The  MMS  survey  forecasts  that  consi 
er  prices  climbed  0.3%  in  July,  the  sa 
modest  rise  posted  in  June.  Exclud; 
volatile  food  and  energy  prices,  the 
likely  climbed  0.3%  as  well,  the  sa 
gain  posted  in  May  and  June. 

BUSIHESS  IHVEHTORIES 


Friday,  Aug.  12,  10  a. in. 
Inventories  held  by  manufacturers, 
tailers,  and  wholesalers  likely  increai 
0.3%  in  June.  That's  in  line  with  t 
already  reported  0.1%  rise  in  facte 
inventories.  Business  inventories  jumj 
1.1%  in  May. 


.V- 
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ew  computer  RISC  chip  technolog 
mething.  It  took  me  one  day  to  com^ 
issignment  that  used  to  take  weeks. 

Now,  if  you  II  excuse  me, 
n  off  to  have  dinner  with  my family^ 


Apart  of  peoples  lives  everywhere. 

Windows  NT  and  MIPS  uiv  imdinuirk.\  of  their  respeclnv  owners 


In  an  increasingly  demanding  world  in  which  time  always  seems 
to  be  of  the  essence,  computer  chip  technology  is  allowing  us  to  be 
faster,  smarter... and  ultimately  more  productive  And  leading  the 
way  is  NEC's  new  MIPS'  RISC  microprocessor.  Designed 
for  the  raw  speed  of  Windows  NT  "  computing,  it  can  perform 
millions  of  advanced  commands  in  a  split  second-faster  than  just 
about  any  other  processor  today  Now,  people  can  complete  the 
most  complex  tasks  in  a  mere  traction  of  the  time  it  took  just  a 
few  years  ago.  Whether  it's  processing  data.  Manipulating  spread- 
sheets. Or  analyzing  10  years  of  sales  figures.  Because  of  this  chip, 
millions  will  complete  projects  in  a  way  they  were  rarely  able  to 
before... ahead  of  schedule.  In  fact,  every  product  NEC  makes-from 
cellular  phones  to  high-resolution  color  monitors-is  designed  to 
enhance  human  potential.  And  they're  backed  by  the  expertise 
of  a  world  leader  in  computer  and  com- 
munications technology  In  public  and 
private  institutions.  In  businesses  large 
and  small.  In  homes  across  the 
country  NEC  is  a  part  of  people's  lives. 
For  more  information,  call  lis  at  1-800-33H-9549. 


Watch  the  NF.C  Worid  Series  of  (^olf,  August  25  &  26  on  USA  Network,  August  27  &  28  on  CBS. 


NEC 


DISPUTED  CALL:  PLAYERS  DON'T  BUY  ' 
OWNERS'  DEIMANDS  FOR  PAY  RELIEF 


T  1.51 


TO  baseball  fans,  it's  becoming  as 
much  a  part  of  the  game  as  fast- 
balls  and  home  runs.  For  the 
eighth  time  in  two  decades,  the  boys  of 
summer  are  preparing  to  put  down  their 
bats  and  gloves  and  attend  to  the  real 
game  at  hand:  protecting  their  million- 
dollar  salaries  from  owners,  who  claim 
high-priced  players  have  turned  their 
near-monopolies  into  money-losers. 

Of  course,  a  walkout  on  Aug.  12,  the 
strike  date  chosen  by  the  players,  would 
be  an  especially  bad  blow  to  fans.  In  a 
near-storied  season  of  long-ball  sluggers 
and  an  Iron  Man  shortstop  who  just 
played  his  2,000th  straight  game,  a  rash 
of  records  are  teetering.  And  once- 
woebegone  clubs  such  as  the  Cleveland 
Indians  suddenly  are  in  the  midst  of 
pennant  races. 

Can  all  this  suspense  really  end  while 
men  in  pinstriped  business  suits  with 
slight  paunches  haggle  over  salary  caps? 
Probably.  Although  negotiators  repre- 
senting the  28  team  owners  and  their 
players  have  been  huddling  in  New  York 
in  a  last  attempt  to  avert  a  strike,  the 
likelihood  looms  that  stadiums  soon  will 
be  empty.  "We're  going  to  lose  the 
World  Series  this  year,"  laments  Atlanta 
Braves  owner  Ted  Turner.  "If  there's 
going  to  be  a  strike,  it'll  be  a  long  one." 
STANDING  FAST.  Certainly,  the  rhetoric 
sounds  serious.  Baseball's  owners  claim 
that  a  fourfold  increase  in  player  salaries 
since  1984  has  created  a  competitive  im- 
balance between  rich  big-city  teams  such 
as  the  New  York  Yankees,  with  fat  re- 
gional television  markets  to  tap,  and 
small-city  teams  such  as  the  Indians, 
which  have  few  local  revenue  opportu- 
nities (page  28).  Sliding  revenues,  most- 
ly from  less  lucrative  national  TV  con- 
tracts, have  helped  make  at  least  19  of 
the  28  teams  unprofitable,  owners  claim. 
So  they're  pressing  for  a  salary  cap  that 
would  split  total  league  revenues  50-50 
with  players.  However,  players  now  re- 
ceive .58%  of  revenues.  The  upshot:  The 
proposal  would  slow  salary  growth  for 
most  team  members. 

Players,  armed  with  a  $175  million 
strike  fund,  have  countered  with  de- 
mands of  their  own.  They  want  mini- 
mum salaries  jacked  up  to  $200,000  from 
$109,000.  They  also  want  to  cut  the 
years  of  service  needed  to  take  a  salary 
dispute  to  binding  arljitration.  And  if  it 
takes  a  strike  to  get  what  they  want, 
the  players  seem  solid.  "It's  something 
we  have  to  do,"  says  Cleveland  first 
baseman  Paul  Sorrento.  "From  the  play- 
ers' point  of  view,  we're  willing  to  sit 
out  as  long  as  it  takes." 

The  owners'  central  argument:  The 
clubs'  payroll  disparities  distort  the 
game.  It's  nothing  for  the  Yankees,  with 
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rE-E-E-RIKE? 

AS  A  STIRRING  SEASON  NEARS  ITS  CLIMAX, 
A  WALKOUT  SEEMS  EVER  MORE  POSSIBLE 


SE  PUYER 
LARIES 


1989-1994 
NCREASE: 

148% 


'  '90  '91  '92  '93  '94 


SALARY  CAP 


OWNERS:  Balance  club 
payrolls  by  capping 
player  salaries  at  50% 
of  total  league  revenues, 
from  58%  today 

PLAYERS:  Retain  the 
current  system,  which 
allows  players  to 
become  free  agents 
after  six  years  and  sell 
their  services  to  the 
highest-bidding  team 


OWNERS:  Very  limited 
sharing  of  big<ity  teams' 
local  television  and  radio 
income  with  small  market 
clubs 

PLAYERS:  In  lieu  of  salary 
caps,  players  want  owners 
to  pool  and  then  share  all 
local  television  and  radio 
income,  thereby  evening 
out^disparities  among  club$ 


local  TV  and  cable  contracts  that  bring  in 
some  $50  million  annually,  to  plunk  down 
$46  million  on  salaries,  as  they  have  this 
year,  and  still  make  money.  But  the 
Pittsburgh  Pirates,  who  lack  millions  of 
fans  or  a  big  local  television  contract, 
say  they're  losing  $1  million  a  month 
even  after  slashing  their  payroll  to  $25 
million.  "We  don't  have  a  viable  econom- 
ic sport  unless  we  have  sharing  of  reve- 
nue" between  owners  and  players,  ar- 
gues Richard  Ravitch,  the  teams'  chief 
labor  negotiator.  "If  you're  a  shareholder 
in  the  Yankees  or  [Chicago]  White  Sox, 
why  would  you  give  money  away  with- 
out getting  something  in  return?" 

Unfortunately  for  the  owners,  they've 
been  arguing  for  a  salary  cap  for  years 
without  persuading  players— or  many 
experts.  Fa^«stance,  there's  no  correla- 
tion betWWti  city  size  and  cumulative 
win-loss  records  from  1961  to  1987,  ac- 
cording to  The  Business  of  Major  League 
Baseball,  a  1989  book  by  University  of 
Texas  management  professor  Gerald  W. 
Scully.  And  the  fi"ee-agent  system,  be- 
gun in  1977,  hasn't  changed  anything. 
In  fact,  "if  you  look  at  championships, 
the  big  teams  won  twice  as  often  be- 
fore free  agency,"  says  Scully. 
HIDDEN  PROFITS?  The  players'  union,  not  - 
surprisingly,  doesn't  buy  the  owners'  ar- 
guments, either.  Donald  M.  Fehr,  the 
union's  chief  negotiator,  points  out  that 
the  value  of  a  baseball  franchise  has 
skyrocketed,  despite  the  alleged  losses. 
Attorney  Peter  Angelos  paid  a  stagger- 
ing $174  million  for  the  Baltimore  Orioles 
last  year,  more  than  double  what  finan- 
cier Eli  Jacobs  paid  in  1989.  And  in  Cal- 
ifornia, two  buyers  have  bid  on  a  San 
Diego  Padres  team  that  has  dumped 
most  of  its  marquee  players. 

Besides,  salaries  only  soar  when  own- 
ers bid  them  up,  say  players.  It  was 
the  owners,  after  all,  who  signed  the 
likes  of  Barry  Bonds  and  FVank  Thomas 
to  mind-boggling  contracts.  "I  don't  recall 
going  in  there  with  a  gun  and  telling 
them  I  was  going  to  shoot  up  the  place 
if  I  didn't  get  what  we  were  asking," 
recalls  San  Diego  agent  Tony  Attana- 
sio,  who  cut  a  $22.5  million,  four-year 
deal  in  1993  for  Toronto  Blue  Jays  out- 
fielder John  Olerud. 

Few  experts  buy  the  teams'  poverty 
claims,  either.  Many  believe  that  owners 
hide  baseball  profits  by  shifting  them 
to  other  companies  they  own.  For  in- 
stance, large  media  companies  such  as 
Turner's  broadcasting  empire  or  Trib- 
une Co.,  which  owns  the  Chicago  Cubs, 
make  money  from  baseball  broadcast- 
ing that  doesn't  show  up  on  their  team's 
balance  sheet,  experts  figure.  Others, 
such  as  St.  Louis  Cardinals  owner  and 
brewer  Anheuser-Busch  Cos.,  promote 
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their  other  products  at  the  ballpark.  In 
fact,  only  two  or  three  teams  may  actu- 
ally be  losing  money,  says  Andrew  Zim- 
balist,  a  Smith  College  economist  who 
wrote  Baseball  and  Billions.  "The  game 
is  in  fine  shape,"  he  says. 

What  do  players  suggest?  If  dispar- 
ities are  dragging  down  some  teams, 
the  rich  owners— not  players— should 
help  them  out,  argues  Fehr.  He  sug- 
gests that  Major  League  Baseball  share 
more  local  revenue  among  large-  and 
small-market  clubs.  The  owners  have 
agreed  to  adopt  a  modest  revenue-shar- 
ing plan.  But  that  won't  by  itself  solve 
the  disparity  problem,  says  Ravitch. 


Given  how  far  apart  the  two  sides 
are,  a  walkout  could  well  last  the  rest  of 
the  season.  The  owners  probably  won't 
win  unless  they  hold  out  to  the  end,, 
when  the  current  labor  pact  expires. 
Only  then  could  they  impose  a  salary 
cap.  But  enraged  players  might  continue 
striking  into  next  season. 

For  now,  fans  are  left  wondering  if 
they'll  get  a  chance  to  see  whether  San 
Francisco  Giants  slugger  Matt  Williams 
can  break  Roger  Maris'  record  of  61 
homers  in  a  season  or  if  the  White  Sox's 
Thomas  will  win  l)asebairs  Triple  Crown. 
As  the  strike  date  neared,  there  were 
some  good  signs:  Ted  Turner  asked  for 


outside  arbitration,  and  White  Sox 
er  JeiTy  Reinsdorf  opined  that  he  w; 
sure  about  a  salary  cap  after  all. 

Even  Labor  Secretary  Robert ■ii 
Reich  got  into  the  act,  explaining  tljUl 
for  the  good  of  the  economy— and 
two  young  sons,  who  love  the  game- 
would  help  if  both  sides  wanted.  Ma; 
that's  what  the  sport  needs:  some 
who  cares  more  about  the  game  pla; 
on  the  field  than  the  one  they're  pla; 
at  the  bargaining  table. 

By  Ronald  Grove?-  in  Los  Angeles 
Aaron  Bernstein  in  New  York,  with  H*"*' 
chary  Schiller  in  Cleveland,  mid  bun 
reports 
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...  BUT  THERE  IS  NO  JOY  IN  CLEVELAND 


o  professional  baseball  fran- 
chise has  defined  futility  as 
well  as  the  Cleveland  Indians. 
On  opening  day  several  years  ago,  cyn- 
ical attendees  walked  around  Cleve- 
land Stadium  carrying  a  sign:  "Wait 
Till  Next  Year." 

Now,  though,  for  the  first  time  in  35 
years,  the  Indians  have  a  shot  at  win- 
ning their  division.  Are  Cleveland  fans 
elated?  Not  with  a  players'  strike  loom- 
ing. "It's  the  ultimate  bummer,"  says 


shopping-mall  developer  who  bought 
the  club  in  1986  for  about  $35  million. 

Players  argue  that  the  Indians'  suc- 
cess shows  that  small-market  cities  can 
do  just  fine  without  the  salary  cap 
that  owners  want.  "If  they  can  manage 
correctly  like  in  Cleveland  . . .  [owners] 
can  put  a  competitive  team  on  the  field 
and  make  money  doing  it,"  says  In- 
dians pitcher  and  team  union  repre- 
sentative Charles  Nagy.  Team  manage- 
ment counters  that  the  Tribe  won't 


native  Clevelander  Janice  L.  Eaton, 
42,  who  was  2  the  last  time  the  In- 
dians made  it  to  the  World  Series. 

It's  a  bummer,  too,  for  the  Indians' 
owner.  Fans  have  been  flocking  to  the 
team's  brand-new,  42,800-seat  down- 
town stadium:  The  club  logged  its  27th 
straight  sellout  on  Aug.  3.  Better  yet, 
swelling  attendance,  combined  with 
some  shrewd  fiscal  management,  has 
vastly  improved  the  Ti'ibe's  financial 
performance.  The  club  isn't  making  fig- 
ures available,  but  after  years  of  loss- 
es, it  expects  to  end  this  year  in  the 
black— if  there's  no  strike.  And  the 
once-ailing  team  is  probably  worth  over 
$100  million  today,  a  welcome  improve- 
ment for  Richard  E.  Jacobs,  69,  the 


make  much  even  without  a  strike  and 
won't  be  able  to  compete  long-term 
with  better-funded  franchises.  "We 
have  to  pay  New  York  prices  for  the 
players,  but  we  don't  have  New  York 
revenues,"  says  E.  Dennis  Lehman,  ex- 
ecutive vice-president  of  business  oper- 
ations for  the  team. 
FAT  COFFERS.  The  Indians  don't  pay 
New  York  prices  for  many  players. 
Indeed,  Jacobs  has  insisted  for  years 
that  his  club  can't  afford  to  pay  players 
the  salaries  that  are  offered  by  big- 
city  teams  reaping  millions  from  lucra- 
tive local  television  contracts.  Instead, 
he  slashed  the  team's  payroll  to  a  ma- 
jor-league low  of  $9  million  in  1992. 
Meanwhile,  Jacobs  signed  promising 


young  players  to  multiyear  contracn 
The  moves  paid  off.  Jacobs'  salariJ 
remain  relatively  low,  at  $28  milliol 
vs.  $52.1  million  for  the  major  leagu! 
topping  Atlanta  Braves.  Nonethelea 
the  team  is  in  contention  for  the  Ame 
ican  League  Central  Division  lead.  At 
with  so  many  key  players  locked  in 
long-term  deals,  the  Indians  should 
competitive  for  years  to  come. 

How  about  the  club's  coffers?  Wit| 
out  a  strike,  attendance  is  likely  to 

AT  JACOBS  FIELD: 
ATTENDANCE  IS  UP, 
AS  ARE  REVENUES 

a  record  3.1  million  tl 
year.  The  club  shou 
haul  in  $34  million  fro 
ticket  sales,  enough 
meet  its  player  payro 
The  Indians'  new  stac 
um,  Jacobs  Field,  has 
lot  to  do  with  the  team 
fiscal  turnaround 
county  tax  on  tobac( 
and  alcohol  helped  i  sprr 
nance  the  $171  millic 
ballpark.  Besides  helping  to  draw  fan 
the  downtown  park  gives  the  club 
bigger  slice  of  revenues,  including 
least  $1.5  million  annually  in  stadiu  iffs 
advertising  revenue,  vs.  the  $25,0( 
that  management  made  at  the  o 
baseball  park.  Indians'  managemei 
notes,  though,  that  its  costs  are  i 
substantially,  too,  since  they  run  tl 
stadium. 

But  a  strike  could  cause  Jacobs 
finish  another  year  in  the  red.  Ar 
the  Indians'  players  could  lose  the 
chance  at  a  pennant.  Neither  prospe  jmo 
has  made  either  side  any  less  resolut 
about  a  walkout.  Oh,  well.  Wait  t: 
next  year. 

By  Zachary  Schiller  in  C/eve/arlj. 
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BIG  PILL  TO  SWALLOW 
f  AMERICAN  HOME 


58.5  billion  bid  for  Cyanamid  reflects  drugmakers'  fears  of  going  it  alone 


k  round  American  Home  Products 
^  Corp.'s  headquarters,  CEO  John 
I^R.  Stafford  is  known  as  some- 
5  of  a  tightwad.  Former  colleagues 
he  charts  the  performance  of  senior 
agers  and  awards  the  bonuses  per- 
Ily.  He  insists  on  signing  off  on  out- 

as  small  as  $5,000.  And  yet  this 
imonious  lawyer  is  throwing  cau- 

to  the  winds:  On  Aug.  2,  he  of- 
1  a  breathtaking  $8.5  billion  in  cash 
\merican  Cyanamid  Co.,  a  money- 


has  a  problem  with  shrinking  medical 
sales,  boasts  no  blockbuster  drugs  ei- 
ther, and  it  has  little  in  its  research  and 
development  pipeline  that  seems  to 
promise  big  returns.  Overall,  Cyanamid 
lost  $1.1  billion  last  year  on  sales  of  $4.2 
billion,  mainly  because  of  write-offs  for 
restructuring.  If  the  takeover  comes 
off— and  some  analysts  are  predicting  it 
will  spark  a  bidding  war— independent 
drug  analyst  Hemant  K.  Shah  argues 
that  the  two  companies  will  simply 


chemical  interests  and  other  nonmedi- 
cal businesses,  which  bring  in  $2  billion 
a  year  in  sales,  he  would  be  left  with  an 
operation  with  annual  medical  revenues 
of  $2  billion.  Add  that  to  American 
Home's  $8.3  billion  in  sales,  and  the  com- 
pany would  rank  No.  4:  Merck,  Glaxo 
Holdings,  and  Bristol-Myers  Squibb  are 
larger.  By  cutting  costs— perhaps  tak- 
ing aim  especially  at  some  $600  million  a 
year  in  R&D  expenses  at  Cyanamid— 
Stafford  could  fatten  his  bottom  line  for 
the  short  run.  "They  would  combine 
their  efforts  and  get  rid  of  the  excesses 
from  R&D,"  says  Arvind  Desai,  an  ana- 
lyst at  Mehta  &  Isaly. 
SUM  PICKINGS.  But  would  that  be 
enough?  Winners  in  the  drug  business 
will  clearly  need,  in  addition  to  size  and 
innovative  products,  some  major  distri- 
bution clout— and  adding  Cyanamid  won't 
help  much  there.  Meanwhile,  adding  dis- 


TRYIKG  TIMES  FOR  DRUGMAKERS 

American  Home's  bid  for  Cyanamid  could  touch  off  a  takeover 

wave  among  drug  companies. 
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GLAXO  HOLDINGS  Overdepen- 
dent  on  Zantac,  Glaxo  needs 
an  acquisition  to  juice  up  its 


MARION  MERRELL  DOW  Witfi 
just  $2.8  billion  a  year  in 
sales,  it's  vulnerable. 


  UPJOHN  Upjohn,  with  $3.7 


AERICAN  HOME'S  LAB:  NEITHER  OIANT  HAS  MUCH  IN  THE  WORKS  .b',''.'°.".g.'.°.".*.'"'^.°."..°^qh'.','.^.'-. 


PFIZER  Pfizer  has  eschewed 
big  acquisitions.  But  with  a 
mighty  $7.5  billion  in  sales,  it 
might  jump  in. 

SMITHKLINE  BEECHAM  This  outfit 
is  being  hurt  by  competition 
for  its  Tagamet  ulcer  medi- 
cine. That  could  turn  the  $9.1 
billic 


billion  in  sales,  is  losing  the 
patent  on  most  of  its  key 
drugs.  New  CEO  John  Zabris- 
kie  may  be  forced  to  sell. 

WARNER-LAMBERT  This  $5.8 
billion  company's  growth 
prospects  have  been  damp- 
ened by  rising  generic  com- 
petition. 


g,  midsize  rival  drugmaker  with  un- 
dn  prospects. 

Tiy  the  sudden  generosity?  Stafford 
t  discuss  his  bid.  But  the  unsolicited 
i-share  offer— 50%  more  than  Cyan- 
i's  preoffer  price— reflects  an  indus- 
ide  fear  of  being  left  out  of  the  con- 
ation wave  reshaping  drugmakers. 
ed,  just  two  years  ago,  Stafford  paid 

million  for  65%  of  biotech  hotshot 
Jtics  Institute  Inc.  "[Companies]  that 
big  [and]  have  not  been  doing  any- 
are  starting  to  get  nervous  that 

will  be  at  a  disadvantage  in  the 
ietplace,"  says  Norman  C.  Selby,  a 
ultant  at  McKinsey  &  Co. 
HOARD  IS  BARE?  Just  why  American 
le  has  chosen  Cyanamid,  however,  is 
ounding  some  observers  on  Wall 
et.  American  Home,  which  has  $8.3 
<n  in  annual  revenues,  is  short  on  in- 
itive  drugs.  But  Cyanamid,  which 


"struggle  together  instead  of  separately." 

Several  of  Cyanamid's  operations  are 
facing  tough  prospects.  The  pi-ofitability 
of  its  vaccine  business,  one  of  its  more 
creative  arms,  will  be  under  attack  this 
fall,  as  the  Clinton  Administration  boosts 
government  purchases  of  vaccines.  A 
generic-drug  business  is  gi'owing,  but  it 
offers  only  i-azor-thin  margins  because  of 
the  fierce  competition  it  faces.  And  its 
drugs  include  a  clutch  of  modest-selling 
cancer,  antibiotic,  and  arthritis  medicines 
whose  sales  are  feeling  pressure  from 
managed-care  buyers.  In  the  over-the- 
counter  market,  Cyanamid's  main  asset 
is  the  Centrum  vitamin  line,  which 
American  Home  could  add  to  its  cabinet 
of  such  aging  brand  names  as  Advil, 
Anacin,  and  Dristan. 

But  Stafford  seems  as  much  interest- 
ed in  bulking  up  as  in  anything  else.  If 
he  sells  off  Cyanamid's  agricultural- 


tribution  muscle  inspired  Merck's  $6.6 
billion  purchase  of  Medco  Containment 
Services  last  fall,  SmithKline  Beecham 
PLC's  recent  $2.3  billion  buyout  of  Di- 
versified Pharmaceutical  Services,  and 
Eh  Lilly's  pending  $4  billion  acquisition 
of  the  PCS  unit  of  McKesson. 

With  the  major  distribution  company 
targets  taken,  American  Home  may  well 
have  left  itself  little  choice  but  to  snap 
up  a  drugmaker  such  as  Cyanamid.  Why 
it  didn't  go  for  a  rival  with  more  in  its 
product  line  and  laboratories— say  Scher- 
ing-Plough Corp.  or  Warner-Lambert 
Co.— is  a  riddle.  Of  course,  such  prizes 
might  cost  more:  Schering's  market  cap- 
italization is  about  $13  billion  and  Warn- 
er's tops  $9  billion.  Stafford's  fiscal  cau- 
tion may  explain  his  choice  of  Cyanamid, 
but  it  will  leave  the  other  prizes  to 
someone  else. 

By  Joseph  Weber  in  Philadelphia 
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THE  ECONOMY  I 


THE  BINGE 
IS  OVER 


A  sudden  drop  in  consumer  buying 
has  caught  retailers  by  surprise 


E 


arly  this  year,  the  Park  family  of 
Murray  Hill,  N.  J.,  rushed  to  buy  a 
house  before  mortgage  rates  shot 
up.  Then  they  loaded  it  with  a  new  re- 
frigerator, television,  and  bedroom  set. 
Now  they're  giving  their  depleted  bank 
account  a  rest.  "We  can't  just  go  out 
and  buy  whatever  we  want.  We  need  to 
put  some  money  on  reserve,"  e.xplains 
Sungmin  Park,  a  Wall  Street  systems 
analyst. 

He's  not  alone.  The  consumer  buying 
binge  of  late  1993  and  early  1994  is 
grinding  down.  Consumer  spending  rose 
just  1.2%  in  the  second  quarter,  down 
from  4.7%  in  the  first  (chart).  The  sud- 
den drop  caught  some  retailers  and 
wholesalers  by  surprise,  contributing  to 
a  $54  billion  inventory  buildup  in  the 
second  quarter— more  than  double  the 
first  quarter's  annual  inventory  rate  of 
$25.4  billion. 

"DEMAND  IS  THERE."  The  big  question 
now:  Will  consumers  start  gobbling  up 
goods  again  in  the  second  half  of  the 
year?  Pre.sident  Clinton's  advisers  main- 
tain that  the  inventory  buildup  will 
quickly  be  cut  down  to  size  by  strong 
demand.  But  pessimists  believe  the  glut 
will  weigh  heavily  against  economic 
growth.  "The  surge  in  consumer  spend- 
ing is  behind  us,"  notes  Laurence  H. 
Meyer,  a  St.  Louis  economist.  He  ex- 
pects the  pace  of  economic  growth  to 
slow  fi'om  3.7%  in  the  second  (juarter  to 
2.5%  in  the  third,  and  3.1%  in  the  fourth. 

Still,  it's  hardly  panic  time.  Second- 
quarter  sales  of  motor  vehicles  and 
parts  dropped  nearly  $5  billion  against 
the  first  quarter,  to  $209  billion.  But 
that's  partly  because  popular  car  and 
truck  models  were  in  short  supply.  The 
Big  Three  auto  makers  are  maintain- 
ing 56-day  inventories  of  vehicles  on 
dealer  lots,  well  below  the  60  to  65  days 
typical  for  the  industry.  "There  don't 
seem  to  be  enough  car.- 
to  buy,"  says  Daniel  D. 
Bachman,  senior  econo- 
mist at  the  WEFA  Group 
a  Bala  Cynwyd  {Pa. 
consulting  firm.  "The 
pent-up  demand  is 
still  there." 

Some  companies, 
moreover,  loaded  up 


LATELY,  SHOPPERS  ARE  "JUST  LOOKING 


BUYING  BUST 


CHANGE  IN  REM 
CONSUMER  SPENDING 
ANNUALIZED  RATES 


inventories  on  purpose— and  consumers 
could  benefit.  At  Compaq  Computer 
Corp.,  inventories  soared  57%  in  the  sec- 
ond quarter  as  the  computer  maker 
pushed  to  eliminate  backlogged  orders. 
That  could  drive  prices  lower,  perhaps 
even  sparking  a  PC  price  war,  notes 
Kimball  Brown,  a  vice-president  at  Data- 
quest  Inc. 

There  are  some  r"easons  for  concern, 
though.  Retail  inventories  soared  in  May, 
when  sales  ran  behind  expectations,  and 
many  merchants  still  have  excess  goods 
pilecl  up.  "You  buy  inventories  well  in 
advance.  Even  if  the  sales  don't  come, 
the  products  still  do,"  notes  V.  Hollis 
Scott,  senior  vice-president  of  Cato 
Corp.,  a  chain  of  625  women's  apparel 
stores  based  in  Charlotte,  N.  C. 

Consumers  also  are  less  enthusiastic 
than  they  were  a  few  months  ago.  The 
University  of  Michigan  at  Ann  Arbor's 
consumer  confidence  index  dijjped  to 
89.0  in  .July  from  a  .January  peak  of 
94.7— reflecting  concerns  about  higher 
interest  rates.  And  in  May,  credit-card 
del)t  hit  $308  billion,  or  6.3%  of  dispos- 
able income,  up  from  $268  billion,  or 
5.7%  of  disposable  income,  in  May,  1993. 

Fearing  such  debt,  some  consumers 
are  cutting  back.  Denver  banker  Mi- 
chael C.  Lucchino,  for  one,  is  cleaning 
up  his  personal  balance  sheet  so  he 
can  buy  a  house  next  year.  "I'm  pay- 
ing cash  instead  of  cred- 
it," he  says.  If  the  na- 
tion's   Lucchinos  and 
Parks  hold  to  such  re- 
solves,  the  economy 
may  suffer. 

By  Greg  Burns  in 
Chicago,  ivith  Sandra 
Atchison   in  Denver 
and  bureau  reports 
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on't  sell  the  steak,  sell  this 
says  the  old  marketing  ma:l5 
now  that  markets  have  sou  j 
tual-fund  marketers  are  workings 
vince  investors  that  they've  got  :a; 
sell— even  though  their  performanj 
more  like  ham^burger. 

Facing  that  challenge,  the  mu 
companies  are  revving  up  expeni 
marketing  campaigns.  Fidelity  Invi 
has  even  turned  to  late-night  tele 
pump  its  products:  On  July  31,  thi 
ny  rolled  out  a  30-minate  infomerBws 
lieved  to  be  the  industry's  first. 

Fidelity's  infomercial,  and  rivals' 
ters,  direct  mailings,  and  other  tact 
so  much  flog  hot  new  funds  as  w* 
education.  Educational  marketing 
critical  in  keeping  investors  froni 
out  if  the  market  tanks— as  40% 
surveyed  in  a  new  business  weei 
Poll  think  is  "very"  or  "somewhat" 
the  next  12  months.  _^ 
Some  of  the  mutual  funds'  key  i  * 
moreover,  are  getting  saturated. 
Guy  Moszkowski  of  Sanford  C.  BerJfc  T. 
Co.  figures  that  nearly  90%  of  hoi 
with  incomes  of  $50,000  and  up 
have  invested  in  at  least  one  muti 
"It's  harder  to  find  new  customers 
have  to  develop  the  relationship  wi 
you  already  have,"  says  Neal  Lit\ 
executive  vice-president  at  Fidelitj^ow[ 
ments  Co. 

QUICK  HITS.  That's  why  most  fund 
nies  have  improved  shareholder 
ters  by  adding  substantive  articles 
with  issues  such  as  interest-rate  i 
asset  allocation.  Fidelity's  infomercis  |*it( 
runs  on  such  cable  networks  as  I 
the  Family  Channel,  and  the  Di 
Channel,  emphasizes  the  need  to  s 
investment  goals,  and  diversify  as; 

And  many  fundmeisters  are  usi 
tactics  to  get  quick-hit  messages  aa 
crunch.  When  the  stock  and  bond 
went  into  a  tailspin  this  spring 
stance,  Drejrfus  Corp.  set  up  a  spejfc{y( 
free  line  with  a  market  commen 
chief  economist  Richard  B.  Hoey. 
dashed  off  market-related  lette 
stuffed  them  into  account  statemei 

Are  the  new  tactics  working?  N 
flow  to  stock  mutual  funds  slowed 
billion  in  June,  from  $18.4  biUion 
ary.  But  it  might  have  been  much 
Since  March,  investors  have  withdr 
billion  more  from  bond  mutual  fun 
they  put  in.  For  updates,  tune  in 
night  TV. 

By  Jeffrey  M.  Laderman  in  N 
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UAUFUND  INVESTORS  ARE  STILL  UPBEAT 

I  utual-fund  investors  seem  to  be  shrug- 
Bging  off  tfie  market's  ominous  otmos- 
ics.  Fully  94%  say  tfiey're  somewfiat  or 
confident  tfiat  tfieir  investments  ore  safe, 
only  24%  say  they  plan  to  sfirink  their 
ings.  They're  a  pretty  savvy  lot,  too.  For 
nost  part,  they  know  that  investing  comes 


KING  THE  RISK 

)W  safe  v/ould  you  say  each  of  the  following  investments 

at  is,  how  much  chance  is  there  that  each  of  these  invest- 

s  could  lose  a  lot  of  money?  Would  you  say  very  safe, 

what  safe,  not  very  safe,  or  not  at  all  safe? 

Very    Somewhat    Not  very 


Not  at 
all  safe 


Somewhat 
safe  safe  safe 

lorote  stocks  7%  58%  24%  4% 

)orate  bonds  9%  61%  15%  3% 

i  k  mutual  funds.  .18%  64%  8%  1% 

I  1  mutual  funds. .  .  20%  54%  9%  2% 

I  ey-market  funds  .  33%  49%  9%  2% 

I  ;  CDs  61%  29%  5%  1% 

i  Treasuries  66%  22%  5%  1% 


Not 

sure 

.  7% 
12% 
.9% 
15% 
.  7% 
.4% 
.6% 


,  ERIENa 

)  I"  how  many  years  have  you  been  an  investor  in  mutual  funds? 
(ear    7%   2-5  years    29%  6-10  years    30%  11  +  years  34% 

(PREFERENCE 


the 
wing 

5  of 

qI  funds, 
ou  own: 


Yes 

Stock  funds  55%  . 

Bond  funds  35% 

Money-market  funds  46% 

Mixed  stock-ond-bond  funds .  47% 
Other  11% 


No    Not  sure 


38% 
58% 
49% 
44% 
82% 


.  7% 
.  7% 
.  5% 
.9% 
.  7% 


H  IN  MUTUAIS 

;w  confident  are  you  that  your  Very  confident  35% 


.tr>ients  in  mutual  funds  are 
jnobly  safe-very  confident, 
jwhat  confident,  not  very 
ident,  or  not  at  all  confident? 


Somewhat  confident . .  59% 
Not  very  confident  ....  5% 
Not  at  all  confident. . . .  1% 
Not  sure  0% 


'  JRE  PLANS 

I  /er  the  next  six  months,  do  you  Invest  a  lot  more  3% 

\  you  will  probably  invest  a  lot  Invest  somewhat  more  29% 

in  mutual  funds,  invest  somewhat  Reduce  somewhat. .  . .  18% 

i  in  mutual  funds,  reduce  your  Reduce  a  lot  6% 

f  iment  in  mutual  funds  somewhat.  Stay  the  same  40% 

:  duce  your  investments  a  lot?  Not  sure  4% 

f  rACTiONS 

I  3ve  you  switched  from  one  fund  to  another  or  taken  mon- 
ut  of  a  fund  at  any  time  over  the  lost  six  months  because 

I  were  concerned  about  the  safety  of  your  money? 
 10%       No  90%       Not  sure  0% 


NCESOFACRASH 

ver  the  next  12  months,  how  Very  likely  6% 

Id  you  rate  the  chance  of  Somewhat  likely  34% 

her  big  crash  in  the  stock  Not  very  likely  48% 

^et-very  likely,  somewhat  likely.  Not  likely  at  all  9% 

/ery  likely,  or  not  likely  at  all?  Not  sure  3% 


with  risks,  and  they  don't  expect  the  govern- 
ment or  anyone  else  to  make  up  losses.  But 
investors  may  feel  less  sanguine  after  a  peek 
at  their  next  quarterly  statements:  65%  think 
they've  mode  money  in  mutual  funds  so  for 
this  year— and  the  way  things  hove  been  go- 
ing, most  of  them  ore  probably  wrong. 

SKETCHY  KNOWLEDGE 

■  How  good  an  idea  do  you  think    A  good  idea  25% 

you  hove  of  what  kind  of  securities   A  fair  idea  49% 

your  mutual  fund  con  invest  in?         No  idea  at  all  25% 

Not  sure  1% 

FIXING  THE  BLAME 

■  If  a  mutual    The  mutual-fund  portfolio  manager  16% 

fund  you've     The  salesperson  who  sold  you  the  fund  4% 

invested  in      You,  for  selecting  the  fund  17% 

loses  money.    No  one— that's  one  of  the  risks  of  investing. .  60% 

who  is  Not  sure  2% 

to  blame?       Other  1% 

TAKING  RESPONSIBILITY 

■  If  your  mutual  fund  loses  money,  do  you  think: 

The  fund  management  company  should  make  up  losses  10% 

The  person  who  sold  you  the  fund  should  moke  up  losses  2% 

The  U.S.  government  should  moke  up  losses  6% 

No  one  should  moke  up  losses  80% 

Not  sure   2% 


REPORT  CARD 


lutual- 


■  Looking  at  all  your  mui 
fund  holdings,  have  they  made 

l^ct  m^r.Qv/  frsr  w^i  i  far 


or  lost  money  for  you 
in  1994? 


Made  money 
Lost  money  . . 
About  even  . . 
Don't  know  . . 


.  65% 
20% 
.  10% 

.  .  5% 


NEWS  ABOUT  DERIVATIVES 

■  Have  you  seen,  heard,  or  read  Seen,  heard,  or 
anything  about  mutual  funds  that      read  about  . . . 
hove  lost  money  because  of  their  Not  seen,  heard, 
investments  in  sophisticated  instru-     or  read  about, 
ments  called  derivatives,  or  not?    Not  sure  


20% 

78% 

.  .  2% 


LIHLE  IMPAQ 

■  (For  respondents  aware  of  derivatives)  As  for  Yes  22% 

OS  you  know,  do  any  of  the  funds  you  own  invest  No  69% 

in  futures,  options,  or  other  scxolled  derivatives?  Not  sure  .  .  9% 

THE  GOVERNMENT  FACTOR 

■  (For  respondents  aware  of  derivatives)  Do       Yes  22% 

you  think  that  the  government  should  prohibit      No  65% 

mutual  funds  from  investing  in  derivatives?  Not  sure.  .  13% 

Edited  by  Marli;  N.  Vamos  and  Michele  Galen 

Survey  of  529  mutual-fund  investors  conducted  July  29-Aug.  1,  1994 
for  BUSINESS  Vv'EEK  by  Louis  Harris  &  Associates  Inc.  Results  should  be 
occurate  to  within  4.3  percentage  points. 
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AIRLINES  I 


DOGFIGHT  OVER 
CALIFORNIA 


It's  United  vs.  Southwest,  but  other 
carriers  may  get  hurt,  too 


Southwest  Airlines  Co.  CEO  Her- 
bert D.  Kelleher  doesn't  seem  like 
a  man  who  is  bracing  for  war. 
Soon  after  United  Airlines  Inc.  an- 
nounced detailed  plans  on  July  28  for 
its  low-fare  West  Coast  shuttle— to  com- 
pete directly  with  Southwest  on  at  least 
eight  routes— Kelleher  is  his  usual  ir- 
reverent self.  How  does  he  really  feel 
about  United's  "declaration  of  war,"  as  he 
calls  it?  With  gleeful  laughter,  he  re- 
sponds with  an  obscene  gesture. 

Kelleher  can  afford  to  laugh— for  now. 
His  airline  still  boasts  the  lowest  costs 
among  the  industry's  major  carriers  and 
commands  a  50%  share  of  the  lucrative 
intra-California  air-travel  market.  But 
even  he  concedes  that  the  West  Coast 
showdown  is  no  joke.  This  is  United's 
first  attempt  at  proving  that  concessions 
won  as  part  of  an  employee  buyout  will 
make  the  carrier  competitive  with  any 
rival.  For  scrappy  Southwest,  it's  a  fight 
to  keep  United— and  other  Southwest 
wannabes— out  of  its  short-haul  niche. 
United's  move,  says  Kelleher,  "falls  into 
the  category  of  a  frontal  assault." 

Strong  rhetoric,  but  what  are  Kelle- 
her's  battle  plans?  Probably  fare  cuts,  he 
hints,  as  well  as  new  Southwest  flights 
on  both  short-  and  long-haul  r'outes.  The 
moves  are  designed  to 
drain  revenue  from 
United  when  it  starts  its 
shuttle  in  October  and 
later  expands  to  Chica- 
go's Midway  Airport. 
MORE  SEATS.  To  beef  up 
for  the  fight,  Southwest 
has  oral  agr'eements  to 
lease  two  additional 
planes  this  year  and  is 
looking  for  two  more. 
Even  without  these  ad- 
ditions. Southwest  will 
have  boosted  its  fleet  by 
40  planes,  to  197,  and 
pumped  up  capacity  by  nearly  30%  this 
year,  partly  by  acquiring  Morris  Air 
Corp.  in  December,  1993  (chart). 

Despite  their  size  differences— South- 
west's  $2.3  billion  in  revenue  last  year 
was  just  16%  of  United's— most  observ- 
ers give  Southwest  the  edge  in  this  bat- 
tle. After  all,  the  airline  has  honed  its 
short-haul,  high-frequency  formula  for 


PILOT  HANDLING  BAGS:  SOUTHWEST  HAS  23  YEARS  OF  LOW-COST  EXPERIENCE 


TAKING  OFF 


ANNUAL  CHANGE  IN 
SOUTHWEST'S  AVAIU8LE 
SEAT  MILES 


'90        '91        '92        '93  '94- 
APERCfNT  [ST 
-INCLUDES  ACQUISITION  OF  MORRIS  AIR 
DATA:  COMPANY  REPORTS 


23  years.  "Taking  on  Southwest  head  to 
head  is  unwise  for  anyone,"  says  A. 
Maurice  Myers,  president  of  America 
West  Airlines  Inc. 

But  United  insists  it  can  challenge 
Southwest  in  the  Golden  State.  After 
all,  its  hub  in  San  Francisco  and  strong 
brand  name  in  California,  where  South- 
west drove  it  out  of  many  markets  sev- 
eral years  ago,  make  the  state  a  logical 
starting  point.  "People  want  to  fly  us 
because  they  can  consolidate  their  [fre- 
quent-flier] miles  and  get  better  service," 
says  Rakesh  Gangwal,  United's  senior 
vice-president  for  planning.  And  United 
aims  to  lure  travellers  with  amenities 
not  available  on  no-fi"ills  Southwest,  in- 
cluding first-class  sections  and  assigned 
seating. 

To  succeed.  United 
must  narrow  the  cost 
gap  with  Southwest. 
United  is  aiming  for 
costs  of  7.4<f  per  avail- 
able seat-mile  on  the 
shuttle,  close  to  South- 
we.st's  7.2<l'  and  30%  less 
than  United's  short-haul 
costs  before  the  buyout. 
Wage  concessions  from 
employees,  v/ho  recently 
swapped  $4.9  billion  in 
cuts  for  .55%  of  the  car- 
rier, may  get  the  airline 
close  to  its  target.  Argues  Gangwal: 
"Now  that  we're  cost-competitive,  we're 
back  in  the  game."  But  in  the  end,  many 
predict,  Southwest's  more  frequent 
flights  and  even  lower  costs  will  beat 
United's  perks. 

Maybe  so.  But  United's  shuttle  is  sm-e 
to  woo  some  Southwest  passengers.  And 
the  struggle  for  market  share  could 


crimp  Southwest's  earnings  if  fare  we$ 
break  out.  Samuel  C.  Buttrick  of  Kidlr, 
Peabody  &  Co.  notes  that  intra-Caliji 
nia  flying  accounts  for  less  than  15/H 
Southwest's  total.  But  he  expects  So^ 
west's  earnings  gi^owth  to  slow  to 
for  the  next  lev/  years— still  healthy, 
less  than  the  39%  jump,  to  $215  mill 
forecast  for  1994. 
CLOSE  TO  HOME.  Kelleher  vows  he  w 
lose  his  focus  on  Southwest's  short-l 
niche,  despite  his  hints  that  he  m] 
challenge  United  on  some  longer  rou 
Even  if  the  airline  steps  up  flying 
routes  of  750  miles  or  more,  now  10 
20%  of  Southwest's  system,  such  flij 
would  remain  "supplemental,"  says 
leher,  and  might  grow  at  most  to  ( 
30%  of  Southwest's  flights.  And  the 
rier  would  likely  look  for  routes 
don't  involve  head-to-head  combal 
United's  hubs  in  Chicago,  San  Franci 
and  Denver. 

After  the  dust  settles,  even  Kelk 
concedes  that  Southwest  and  Un 
might  be  able  to  coexist  in  the  W 
But  for  that  to  happen,  he  says,  "y 
probably  have  to  have  some  other 
riers  dropping  off  those  routes."  Ind 
the  slugfest  could  hurt  such  less- 
heeled  rivals  as  America  West, 
Air,  and  usAir— whose  pilots  propc 
on  Aug.  3  that  employees  swap  $2.5 
lion  in  concessions  for  25%  of  the  ca 
Myers  of  America  West  worries  al; 
United's  ability  to  undercut  competi 
as  it  enters  such  markets  as  Los 
geles-Las  Vegas.  "Excess  capacity  L 
ways  a  problem,"  he  says.  If  Kell 
has  his  way,  that  problem  won't  be 

By  Wendy  Zellner  in  Dallas,  with 
Schine  in  Los  Angeles  and  Susan  Ch 
ler  in  Chicago 
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What  makes  you  fall  in  love  with  the 
1995  Galant?  Meaningful  luxury. 

Those  significant  engineering 
advances  and  thoughtful  details 
which  become  your  favorite  things 
about  this  automobile. 

Big  things.  Like  the  smooth  ride 
and  polished  handling  of  its 
sophisticated  four-wheel  multi-link 
suspension.  The  smooth,  confident 
power  of  its  141-horsepower  engine. 
The  intelligent  shifting  of  its  Fuzzy 
Logic  transmission. 

Little  things.  Like  ingenious  storage 

'Standard  on  ES  and  LS  models.  Not  available  on  S  model. 
(Galant  LS  shown,  MSRP  of  $20,269).  Excluding  taxes,  title, 


areas  in  the  doors  and  under  the 
armrest.  A  rear  seat  that  folds  down 
completely'  providing  carrying  room, 
so  a  trip  to  the  local  lumber  yard 
doesn't  mean  borrowing  a  truck. 

Vital  things,  like  standard  dual  air 
bags!  Highly  protective  things,  like 
impact-absorbing  crumple  zones 
front  and  rear.  And  beautiful  things. 
Like  the  very  shape  of  the  Galant. 
With  a  durable,  lustrous  DIAMOND 
CO/ir™^^  finish  to  help  protect  that 
beautiful  shape. 

The  1995  Mitsubishi  Galant.  Its 


starting  price  of  $14,349"will  be  one 
more  of  your  favorite  things.  Call 
1-800-55MITSU  for  the  Mitsubishi 
Motors  Dealer  nearest  you. 

J.  MITSUBISHI 


The  New  Thinking  in  Automobiles' 


t  Air  bags  designed  to  supplement  safety  belts,  ft  DIAMOND  COAT  is  a  trademark  of  PPG  Industries,  Inc.  **  MSRP  (or  Galant  S 
license,  registration  fee.  freight,  dealer  options,  and  charges.  Prices  may  vary,  actual  price  set  by  dealers. 


Presenting  the 1995 Mitsubishi  Galant. 
Filled  with  your  favorite  things. 


0. 


TELECOMiWUNICATIONS  I 


THESE  AIRWAVES  ARE  HOTTER 
THAN  ANYONE  THOUGHT 


PageNet's  bids  at  the  FCC  auction  may  herald  eye-popping  prices  next  time 


The  federal  government's  late  July 
auction  of  new  paging  licenses 
wasn't  supposed  to  be  much  more 
than  a  practice  run.  After  all,  telecom- 
munications giants  had  lai'gely  dismissed 
the  event  as  little  more  than  a  warm-up 
for  the  big  show:  a  December  auction  of 
2,000  personal  communication  services 
licenses  expected  to  net  the  federal  gov- 
ernment as  much  as  $10  billion. 

But  for  Paging  Network  Inc.,  the  na- 
tion's No.  1  paging  company,  the  July 
event  was  a  make-or-break  opportunity 
to  buy  the  spectrum  it  needs  to  be- 
come a  bigger  player  in  the  fiercely 


tion  would  allow  PageNet  to  deliver 
voice  messages  to  customers.  Currently, 
the  company's  clients  can  receive  only 
brief  text  messages  on  their  pagers. 

The  planning  for  PageNet's  effort  be- 
gan long  before  the  first  bid.  In  Janu- 
ary, the  company  began  amassing  a 
war  chest  with  a  $300  million  debt  of- 
fering to  supplement  a  $100  million  cash 
hoard  and  a  $450  million  line  of  credit. 
After  making  that  sort  of  preparation, 
PageNet  was  determined  not  to  leave 
empty-handed.  "We  came  loaded  for 
bear,"  acknowledges  President  Terrj' 
L.  Scott. 


comi^elitivf  personal  communications 
market. 

That  helps  explain  why,  when  the 
Federal  Communications  Commission 
brought  down  the  gavel  on  July  29  after 
five  grueling  days  of  bidding,  the  Piano 
(Tex.)  company  had  paid  $197  million 
for  three  Licenses— a  full  31%  of  the  gov- 
ernment's $617  million  take.  The  windfall 
surprised  even  the  federal  government. 
Experts  had  expected  the  paging  auction 
to  raise  no  more  than  $300  million. 
"LOADED  FOR  BEAR."  PageNet's  bidding 
strategy  helps  explain  how  prices  got 
so  high— and  why.  The  $400  million  com- 
pany desperately  craved  extra  capacity 
to  offer  higher-margin  services.  For  in- 
stance, winning  new  licenses  at  the  auc- 


After  three  months  of  intense  prepar- 
ations, including  mock  auctions,  Page- 
Net sent  11  top  executives  to  'Washing- 
ton's Omni  Shoreham  Hotel  where  the 
auction  was  held.  Also  in  the  party:  Uni- 
versity of  Maryland  game  theorist  Peter 
C.  Cramton.  He  rose  at  4  a.m.  daily  to 
revise  the  company's  strategy  for  the 
novel  auction  process,  in  which  partici- 
pants used  computers  to  bid  simultane- 
ously on  the  10  licenses. 

PageNet  executives  quickly  began  to 
wonder  if  their  effort  was  hexed:  On 
the  eve  of  the  auction,  as  employees 
outfitted  a  "war  room"  with  a  copier, 
fax  machine,  paper  shredder,  two  per- 
sonal computers— and  even  a  basketball 
hoop  to  relieve  stress— the  room  lights 


dimmed  under  the  heavy  power  str'c 
nearly  crashing  the  personal  computes 
that  contained  the  company's  bidd|g 
strategies.  •  • 

Once  bidding  began  Monday  morn  j-, 
a  PageNet  official  says,  the  company  e-nii 
ployed  a  "snake-in-the-grass"  strateK} 
figure  out  the  identity  of  the  other  I 
ders,  who  were  known  only  by  the  iV 
digit  codes  the  FCC  had  assigned  th^' 
On  the  sixth  round  of  bidding  on  M 
day,  PageNet  pounced.  It  offered 
million  for  each  of  the  five  most  atti 
tive  licenses,  as  much  as  50%  above  ; 
vious  offers.  After  this  preempt 
strike,  fully  half  of  the  25  rival  bidd 
folded. 

PLUNGING  AHEAD.  Despite  its  aggi- 
sive  moves  at  the  beginning  of 
week,  by  Thursday,  PageNet  had  fa, 
behind  in  the  bidding.  Investors  be; 
to  worry,  and  the  company's  st^ 
plunged  $3  a  .share,  to  $25.50. 

PageNet  plunged  ahead.  And  on  1 
day,  after  the  46th  round  of  bidding  ^ 
completed,  the 
declared  that  Pa 
Net  had  won  t\\  i 
the  biggest  liceii." 
having  paid  $80  r; 
lion  for  each,  as  \ 
as  a  more  restric 
license  for  $37  tii 
lion.  McCaw  Celli 
Communications 
also    snared  t 
high-capacity 
es,  paying  $^ 
lion  for  each. 

Some    of  th 
competitors  thi 
PageNet  and  McC 
went  overboa 
"They  overpaid 
about  $30  millic 
sniffs  one  rival. 
PageNet  figures 
price  bought  mf' 
than  licenses:  IVli 
utes  after  the  auction  ended,  the  cor 
ny  disclosed  that  it  will  work  joir 
with  Motorola  Inc.  to  launch  a  new 
vice  next  year  called  VoiceNow. 
venture  aims  to  turn  a  paging  receijs 
into  a  portable  answering  machine  t  ip 
will  receive  and  play  back  messagi 
"This  service  has  the  potential  to  douL  , 
the  size  of  this  company,"  says  John3 
Adams,  analyst  for  Dallas-based  Priii 
pal  Financial  Securities  Inc. 

PageNet  may  have  paid  through 
nose  for  its  victories.  But  the  pagi 
company  figures  nearly  any  pricej„„, 
worth  making  sure  it  isn't  left  on 
shoulder  of  the  Information  Highwajl 
By  Dean  Foust  and  Mark  Lewyn\ 
Washi7igt(m 


THE  PAGENET 
TEAM  PLOTTING 
IN  THEIR  "WAR 
ROOM."  THEY 
CAME  AWAY 
WITH  TWO 
LICENSES  FOR 
$80  MILLION 
EACH  AND 
A  MORE 
RESTRICTED 
ONE  FOR 
$37  MILLION 
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DELPHI  Is  the  only  major  online  service 
to  offer  you  full  access  to  the  Internet 
And  now  you  can  explore  this  incredible 
resource  with  no  risk.  You  get  5  hours 
of  evening/weekend  access  to  try  It  out 
for  free' 

Use  DELPHI'S 
Internet  mail 
gateway  to  exchange 
messages  with  over 
30  million  people  at 
universities,  compa- 
nies, and  other  online  services  such  as 
CompuServe  and  MCI  Mall  Download 
programs  and  files  using  FTP  or  connect  In 
real-time  to  other  networks  using  Telnet. 
You  can  also  meet  people  on  the  Internet. 
Internet  Relay  Chat  lets  you  "talk"  with 
people  all  over  the  world  and  Usenet  News 
Is  the  world's  largest  bulletin  board  with  over 
10,000  topics! 

To  help  you  find  the  Information 
you  want,  you'll  have  access  to  powerful 
search  utilities  such  as  "Gopher,"  "Hytelnet" 
and  "WAIS."  If  you  aren't  familiar  with  these 
terms,  don't  worry;  DELPHI  has  hundreds  of 
expert  online  assistants  and  a  large  collection 
of  help  files,  books,  programs,  and  other 
resources  to  help  get  you  started. 

Over  850  local  access  numbers  are 
available  across  the  country.  Explore  DELPHI 
and  the  Internet  today  You'll  be  amazed  by 
what  you  discover. 
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Commentary/by  Owen  Ullmann 

WHY  ANGELL  GOT  CLOBBERED  FOR  SPEAKING  OFF  THE  CUFF 


nil 


Wayne  D.  Angell,  the  former 
Federal  Reserve  governor 
and  Kansas  wheat  farmer, 
is  proud  of  his  reputation  as  a  blunt 
Midwesterner  who  is  never  afraid  to 
speak  his  mind— on  the  record.  No 
wonder  he  has  gotten  himself  into  a 
passel  of  trouble.  In  Washington, 
where  candor  is  a  capital  offense,  An- 
gell has  committed  a  cardinal  sin:  fail- 
ing to  keep  his  head  down  and  his 
mouth  shut. 

Now  chief  economist  at 
Bear,  Stearns  &  Co.,  Angell 
confirms  that  he  is  being  in- 
vestigated by  the  Securities  & 
Exchange  Commission.  The 
SEC  is  looking  into  whether  he 
violated  securities  laws  by  al- 
legedly passing  confidential 
Fed  information  to  his  clients 
on  Apr.  19,  less  than  three 
months  after  leaving  the  bank. 
INSIDERS.  The  probe  stems 
from  a  briefing  Angell  gave 
some  500  Bear  Stearns  chents 
about  prospects  for  future 
interest-rate  hikes.  Angell  said 
his  educated  guess  was  that  8, 
9,  or  10  of  the  12  regional  Fed- 
eral Reserve  banks  had  asked 
the  Fed's  board  of  governors 
to  raise  the  discount  rate.  His 
guess  turned  out  to  be  a  tad 
too  educated  for  some. 

At  the  time,  eight  reserve 
banks  had  requested  a  dis- 
count-rate hike.  Since  the 
information  is  confidential, 
the  Fed's  inspector  general 
launched  an  internal  investigation  to 
see  if  Angell  had  obtained  or  used  in- 
side information  for  private  gain.  An- 
gell, who  insists  he  based  his  estimate 
purely  on  smart  analysis,  believes  the 
probe  was  ordered  by  Fed  Chairman 
Alan  Greenspan,  who  may  have  been 
irked  by  Angell's  recent  critiques  of 
monetary  policy  in  The  Wall  Street 
Joumcd  and  by  news  accounts  that  An- 
gell was  making  as  much  as  $100  a 
minute  for  advising  clients  on  inter- 
est-rate trends.  Greenspan's  spokes- 
man refused  to  discuss  Angell's  theory. 

Fed  Inspector  General  Brent  L.  Bow- 
en  quickly  cleared  the  former  governor 
of  any  wTongdoing.  Indeed,  Angell  sa.  's 
with  amusement  that  only  when  Bowt  i 
interviewed  him  did  Angell  realize  that 


he  was  on  the  mark.  "Thanks  for  con- 
firming my  guess,"  he  recalls  saying. 
Fed  officials  consider  Angell  a  straight 
arrow  and  weren't  surprised  he  was 
cleared.  "I  just  assumed  that  Wayne 
was  guilty  of  nothing  else  but  being 
too  indiscreet,"  says  one  ex-colleague. 
"You're  asking  for  trouble  when  you 
start  making  guesses  about  sensitive 
information,  but  everyone  knows 
Wayne  yaks  and  things  just  come  out." 


« ti 


That  should  have  been  the  end  of 
the  story.  But  then  Representative 
Henry  B.  Gonzalez  (D-Tex.),  chairman 
of  the  House  Banking  Committee  and  a 
longtime  critic  of  the  Fed's  secretive 
ways,  got  into  the  act.  Gonzalez  insist- 
ed that  the  Fed  turn  its  report  over  to 
the  SEC  and  pushed  sec  Chairman  Ar- 
thur Levitt  Jr.  into  launching  the  first 
investigation  of  a  former  Fed  governor. 

Gonzalez  had  no  new  evidence  to 
press  the  case.  His  motivation?  Poli- 
tics, no  doubt,  plays  a  big  role:  The 
banking  chairman  is  a  fiercely  parti- 
san populist  who  condemns  the  Fed 
whenever  it  raises  interest  rates,  and 
Angell  is  a  Republican  anti-inflation 
hawk  who  spent  eight  years  prodding 
the  Fed  toward  a  tight-money  policy. 


Angell's  indiscretion  also  gave  G< 
zalez  an  opening  to  push  another  age 
da.  He  wants  the  Fed  to  require  e 
ployees  v/ho  leave  the  central  bank 
sign  a  nondisclosure  agreement  simil 
to  gag  rules  the  CIA  and  the  Pent^ 
impose  on  departing  employees  to  pi  t^i, 
tect  national  secrets.  Greenspan  reje 
ed  the  idea  as  unnecessary,  and  Fed 
ficials  believe  Gonzalez  is  making 
example  of  Angell  to  put  heat  on  t 
Fed  chairman.  "The  real  iss 
is  the  gag  rule,  but  Way 
brought  this  on  himself  by  b 
ing  so  vocal,"  claims  a  F 
source. 

SILENCE  IS  GOLDEN.  The  all 

gation  against  Angell  is  bas 
less.  For  one  thing,  it  doesr 
take  a  former  Fed  goverm 
to  guess  how  many  Reser 
banks  might  have  request 
an   interest-rate   hike;  ai 
shrewd  Fed  watcher  famili 
with  the  views  of  the  bai 
presidents  could  come  reaso 
ably  close.  And  why  wou 
Angell  disclose  confidential 
formation  in  front  of  a  larj 
crowd?  Moreover,  knowi; 
how  many  banks  have  requ* 
ed  a  discount-rate  increase 
useless  information  for  predi 
ing  what  the  board  of  govenl 
ors  might  do.  At  times,  it  hi  K|| 
rejected  a  unanimous  reque: 
to  change  rates;  at  oth< 
times,  it  has  made  a  ral|rti 
move  at  the  request  of  just 
single  bank. 


5t« 


m 

■M 
::A( 

!3V( 

■M 
k 
C 

IE 


Angell  almost  certainly  will  be  exoi 
erated  by  the  sec,  but  it  could  tah 
months.  Meanwhile,  he  would  be  we 
advised  to  show  some  discretion  an 
follow  the  time-honored  motto  of  oth( 
former  Fed  officials  who  have  cashe 
in  their  monetary  expertise  for  pr 
vate-sector  rewards:  Silence  is  goldei 
And  Gonzalez  would  be  wise  to  dro 
the  gag-rule  issue.  Secrets  at  the  Fe 
are  perishable,  there  already  are 

lawr^ 

against  disclosing  confidential  inform! 
tion,  and  nondisclosure  agreements  ar 
impossible  to  enforce.  Surely  the  banl 
ing  chairman  has  more  important  pro! 
lems  to  deal  with. 


3l 


Washington  News  Editor  Ullman^.^^ 
covered  Angell  at  the  Fed. 
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r  D  BY  THANE  PETERSON 


!  IP  TIME  WARNER'S 
I  STHEAD:  LOGAN 


Tie  Warner  is  changing 
ne  guard  in  another  of  its 
iions.  On  Aug.  3,  it  an- 
iced  that  Reginald  K. 
'k  Jr.,  chairman  of  the 
azine-  and  book-publish- 
group,  has  relinquished 
:eo  title  to  Don  Logan, 
.stry  executives  say  Lo- 
has  been  amassing  power 
rime  Inc.  since  Brack 
ed  him  president  and 
■  operating  officer  in  1992. 
rack  nursed  Time  back 
I  a  severe  advertising  re- 
ion:  Ad  pages  in  its  mag- 
38  have  risen  8.2%  in  the 
half  of  1994.  Then  again, 
division  also  invested  in 
ttle  Communications,  a 


OSING  BELL 


AUG.  2,  '94 


tKINC  RiGHT  ALONG 

■t  sellers  are  almost  as  stuck 
tarbucks  Corp.  as  coffee 
s.  Ever  since  the  Seattle 
jony  went  public  in  June, 
2,  legions  of  investors  have 
ts  stock  v/ould  plunge.  Sorry, 
ts.  Starbucks  trades  at  a 
:  90  times  estimated  earn- 
of  $10  million  on  sales  of 
?  million  for  the  fiscal  year 
ng  Oct.  2.  And  there  is  no 
of  a  falloff  in  price — unlike 
26%  drop  that  hit  Snapple 
\ug.  3  after  earnings  growth 
ed.  VVhy?  Starbucks  plans 
3  its  coffee  shops  by  60%, 
26,  in  the  next  14  months 
is  hiking  its  prices  to  offset 
g  costs  in  Brazil.  Plus,  there's 
:  of  a  deal  with  PepsiCo — 
I  ibiy  for  joint  marketing  of 
j  led  or  bottled  iced  coffee. 

DATtBRIOGt  INFORMATION  SYSTEMS  INC. 


media  company  that  is  fight- 
ing for  financial  survival. 
Brack  says  Time  Warner 
won't  suffer  "material  losses" 
from  Whittle.  But  executives 
familiar  with  both  companies 
say  Time  Warner  will  proba- 
bly have  to  write  off  its  $185 
million  investment.  In  mid- 
July,  Time  Warner's  music 
group  named  Doug  Morris  its 
COO. 


STEELMAKERS  DRIVE 
A  HARD  BARGAIN 


Some  steely  moves  by  the 
industry  are  raising  infla- 
tion jitters.  LTV  sources  con- 
firm that  the  company  has 
wrested  10%  price  hikes  on 
rolled  steel  from  Chrysler  for 
the  1995  model  year— although 
Chrysler  Chairman  Robert  J. 
Eaton  says  no  contracts  have 
yet  been  signed.  Such  an  in- 
crease, four  times  as  high  as 
other  recent  agreements,  could 
encourage  rival  suppliers  to 
demand  big  hikes.  Indeed,  on 
Aug.  2,  Weirton  Steel  followed 
LTV  and  Bethlehem  Steel  with 
a  5%  across-the-board  price  in- 
crease for  its  products,  effec- 
tive Jan.  1,  1995. 


DIMON  GETS  THE  NOD 
FROM  WEILL^AGAIN 


Sandy  Weill  has  given  his 
heir  apparent  yet  anoth- 
er job.  The  Travelers  CEO 
named  James  Dimon,  38,  uni- 
versally known  as  Jamie,  as 
the  head  of  brokerage  opera- 
tions at  Travelers'  Smith  Bar- 
ney unit.  Dimon,  now  presi- 
dent and  COO  at  Travelers, 
replaces  Joseph  J.  Plumeri,  a 
28-year  brokerage-industry 
veteran  who  is  being  eased 
upstairs  to  serve  as  Travel- 
ers' vice-chairman. 


THAT  ARGUMENT  GOT 
STUBBED  OUT  EAST 


The  tobacco  industry  is  hav- 
ing a  nicotine  fit.  On  Aug. 
2,  the  Food  &  Drug  Adminis- 
tration asked  a  panel  of  ex- 
perts to  determine  whether 


mrERHO'S  DANTE 


It's  not  your  average  indus- 
trial fender-welder.  Indeed, 
Dante  II  is  making  robots 
glamorous  again.  In  late  July 
and  early  August,  the  10-foot- 
tall,  spiderlike  explorer 
trekked  to  the  bottom 
of  a  volcanic  crater 
on  snow-covered 
Mt.  Spurr  in 
Alaska  as  part 
of  a  NASA  scien- 
tific mission. 
The  robot  was 
nearly  crushed 
several  times  by 
car-size  boulders. 
As  Dante  began  climb 
ing  out  of  the  crater  on  Aug. 
3,  scientists  lost  contact  with 
it.  At  press  time,  it  was  not 
clear  whether  the  doughty 
Dante  would  live  to  explore 
new  infernos. 

In  any  case,  Dante  II  fared 
better  than  Dante  I,  which 


failed  in  its  attempt  last  year 
to  plumb  another  volcano  af- 
ter a  critical  cable  broke.  Al- 
though Dante  II's  search  for 
interesting  volcanic  fumes  pro- 
duced nothing,  its  operators 
were  happy  with  the 
robot's  ability  to 
maneuver  and  to 
collect  data. 

Researchers 
believe  Dante 
II,  built  by 
Carnegie  Mellon 
University,  could 
eventually  save 
lives  by  venturing 
into  such  dangerous 
places  as  damaged  nuclear 
power  plants.  NASA,  which 
provided  most  of  the  $L8  mil- 
lion devoted  to  the  Dante  II 
project,  hopes  to  use  robots 
someday  to  explore  other 
planets. 

By  Peter  Coy 


nicotine  was  addictive.  The 
verdict:  You  bet. 

The  finding  doesn't  mean 
the  FDA  can  regulate  ciga- 
rettes any  time  soon,  though. 
Under  the  law,  FDA  Commis- 
sioner David  A.  Kessler  also 
must  prove  that  cigarette 
makers  purposely  use  nicotine 
because  of  its  addictive  pow- 
er. And  sources  say  he  won't 
take  action  until  Congress 
provides  a  strong  gesture  of 
support.  But  experts  are  al- 
ready discussing  potential  reg- 
ulatory steps.  One  idea  would 
be  to  mandate  lower  nicotine 
levels  in  smokes  to  keep  teens 
who  experiment  with  smok- 
ing from  getting  hooked. 


NINE  WEST  MAY  WALK 
AWAY  WITH  U.S.  SHOE 


Jerome  Fisher  and  Vincent 
Camuto  have  long  had  am- 
bitious ideas  for  expanding 
Nine  West,  the  women's  shoe- 
maker they  jointly  run.  And 
on  Aug.  1,  their  plans  got 
much  more  aggressive:  Nine 
West  announced  an  offer  of 


$425  million  for  the  footwear 
business  of  Cincinnati's  $2.6 
billion  U.  S.  Shoe,  which  owns 
the  Casual  Comer  retail  chain 
and  such  brands  as  Easy  Spir- 
it and  Evan  Picone.  U.  S. 
Shoe's  board  nixed  the  deal, 
but  Nine  West  is  directly  lob- 
bying U.  S.  Shoe's  sharehold- 
ers. "This  is  not  going  away," 
says  Camuto,  who  co-chairs 
Nine  West  with  Fisher.  Wall 
Street  is  betting  U.  S.  Shoe 
will  capitulate:  Its  shares  rose 
2!4  points,  to  just  under  23, 
in  the  three  days  after  the  of- 
fer became  public. 


ET  CETERA... 


►  A  squirrel-induced  outage 
on  Aug.  1  shut  down  the  Nas- 
daq for  34  minutes. 

►  Scott  Paper  accelerated  a 
plan  to  cut  10,.500  jobs,  one- 
third  of  its  worldwide  total. 

►  Cobb  County,  Ga.,  won't 
dump  antigay  ideas— and  so 
won't  host  Olympic  volleyball. 

►  American  General  was  re- 
buffed in  a  $2.6  billion  offer 
for  Chicago  insurer  Unitrin. 
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HEALTH  REFORM:  THE  MODERATES 
HAVE  TAKEN  THE  HIGH  GROUND— FOR  NOW 


They've  waited  a  year  for  this  moment.  Congressional 
moderates  now  have  their  best  chance  yet  to  seize  con- 
trol of  the  health-care  debate.  The  centrists  are  poised  to 
push  through  limited  but  realistic  legislation  that  could  let 
President  Clinton  claim  victory  on  most  of  his  reforin  goals. 
But  Capitol  Hill's  Democratic  leaders  pose  a  huge  hurdle  for 
the  bipartisan  effort.  The  party's  mandarins  can't  make  much 
headway  with  their  own  ambitious  plans,  but  they  might  let 
reform  die  rather  than  give  in  to  the  middle. 

The  moderates  got  a  huge  boost  when  House  Majority 
Leader  Richard  A.  Gephardt  (D-Mo.)  unveiled  his  legisla- 
tion on  July  29.  It  calls  for  a  new  federal 
progi'am— dubbed  Medicare  Part  C— to 
cover  the  unemployed  and  workers 
at  small  businesses.  Conservative 
Democrats,  appalled  that  Gephardt's 
bill  could  shepherd  over  half  the  popu- 
lation into  a  government  health  plan, 
rushed  to  embrace  a  bipartisan  com- 
promise being  drafted  by  centrists. 
"When  Gephardt  plunged  to  the  left,  he 
gave  us  a  lot  more  running  room"  to  re- 
cruit supporters,  says  Representative  Jim 
Cooper  (D-Tenn.),  one  of  a  dozen  Demo- 
crats  and  Republicans  hammering  out  the  centrist  plan. 
ROADBLOCKS.  That  compromise,  based  in  part  on  an  earlier 
Cooper  bill,  would  try  to  boost  insurance  coverage  voluntari- 
ly, rather  than  by  government  fiat.  New  federal  rules  would 
bar  insurers  from  discriminating  against  the  sick  and  make 
coverage  portable.  The  bill  would  promote  purchasing  co-ops 
where  small  companies  and  individuals  could  shop  for  cheaper 
insurance.  To  hold  Republican  support.  Cooper  dropped  his 
proposal  to  limit  employers'  tax  deductions  for  premiums. 

What's  missing  from  the  moderate  plan  is  any  pretense  of 
arriving  at  universal  coverage.  Unlike  Clinton  or  Gephai'dt,  the 
moderates  won't  reciuire  employers  to  pay  for  it.  Instead, 
they  hope  that  subsidies  for  the  poor  will  extend  coverage  to 


91%  of  Americans— who  account  for  97%  of  medical  co 
The  centrist  coalition  predicts  that  its  mix  will  appeal  t< 
to  80  House  Democrats  and  viitually  all  178  GOP  member 
majority  of  the  chamber.  But  they  will  have  to  withstan 
withei'ing  attack  exjjec-ted  from  the  Clintons  and  House  lead 
"The  Democratic  leatlership  could  squash  us  when  we  bec( 
a  target,"  admits  GOP  negotiator  Dennis  J.  Hastert  (R-] 
The  bipartisan  group  already  is  struggling  with  leaden 
roadblocks:  It  couldn't  get  an  appointment  with  legisla 
drafters  until  1  a.m.  on  Aug.  1,  less  than  48  hours  before 
deadline  to  submit  a  bill.  "There's  no  doubt  1 
the  leadership  will  be  taking  na: 
and  twisting  arms,"  says  Reprei 
tative  J.  Roy  Rowland  (D-Ga.). 

But  the  House  leaders'  clout 
been  undercut  by  action  in  the 
ate.  A  bill  proposed  on  Aug.  2 
Majority  Leader  George  J.  Mite 
(D-Me.)  is  easier  on  employers  t 
Gephardt's  plan;  it  postpones  a 
sion  on  requiring  companies  to 
insurance  until  2000.  Even  that  1 
mandate  could  be  wiped  out  soon 
ter  the  Senate  begins  debate  on  A 
With  the  Senate  unlikely  to  impose 
cost  liurdens  on  employers,  the  House  will  drop  Gephar 
stringent  bill  like  the  political  hot  potato  it  is. 

Gephardt's  loss,  however,  doesn't  guarantee  the  mo 
ates  will  win.  With  partisan  arteries  hardening,  liberals  in 
gi'ess  and  the  White  House  are  digging  in  against  any  com; 
mise  and  urging  the  President  to  take  the  health  issue  to 
voters  in  the  November  elections.  Clinton  knows  the  probl 
with  that  strategy:  He  will  have  fewer  Democrats  and 
less  influence  in  Congress  next  year.  If  Clinton  wants  to 
vage  his  No.  1  priority,  he  has  no  choice  but  to  reach  out 
the  center. 

By  Mike  McNai 


LIBERALS  OPPOSE 
A  COMPROMISE 


CAPITAL  WRAPUP I 


TRADE 


Mexico's  lame-duck  President,  Car- 
los Salinas  de  Gortari,  is  lobljy- 
ing  furiously  to  become  the  first  di- 
rector of  the  new  World  Trade 
Organization.  But  his  job  prospects 
may  hinge  on  the  outcome  of  Mexico's 
Aug.  21  elections.  A  clean  election  and 
solid  win  for  his  Institutional  Revolu- 
tionary Party  would  make  him  a  shoo- 
in,  but  widespread  fraud  would  mar 
his  credentials.  The  WTO  will  be  creat- 
ed once  118  nations  ratify  the  General 
Agreement  on  Tariffs  &  Trade.  "I  can't 
imagine  much  resistance,"  says  R.  K. 
Morris,  an  international  affairs  expert 
at  the  National  Association  of  Manufac- 


turers. "From  an  American  and  inter- 
national economic  standpoint,  he's  been 
a  brilliant  president."  Salinas  still  faces 
one  other  roadblock:  Congress  could 
reject  GATT,  which  faces  a  yearend 
deadline  for  approval. 

THE  CABINET  

All  aboard.  Cabinet  officers!  But  not 
Health  &  Human  Services  Secre- 
tary Donna  E.  Shalala.  She  wouldn't 
ride  in  last  month's  Health  Security  Ex- 
press, a  cross-country  bus  tour  promot- 
ing health-care  reform.  Advocacy  groups 
paid  for  the  trip,  and  the  White  House 
donated  Cabinet  members.  But  HHS  law- 
yers ruled  that  a  bus  ride  may  violate  a 
law  banning  officials  from  grassroots 


lobbying.  Shalala  showed  up  in  £ 
Louis  for  a  rally.  But  she  flew  there. 

POLITICS 


is  only  previous  race  was  a  Ic 
ing  bid  for  Texas  attorney  gener 
in  1978,  but  former  Secretary  of  Sta 
James  A.  Baker  III  is  leaning  ev 
closer  to  a  run  for  the  1996  Republics 
Presidential  nomination.  Associates  s? 
Baker  thinks  Bill  Clinton  is  vulnerabl 
Besides,  no  other  challenger  seems 
be  catching  fire  with  the  GOP  faithfi 
At  64,  Baker  senses  that  it's  now  < 
never.  Says  one  friend:  "He  hates  tl 
thought  of  losing,  but  he  hates  ev( 
more  the  thought  of  never  achievir 
his  ambition  to  be  President." 
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Growing  businesses 
our  wide  spectrum. 

It  you  rc  undtT  thf  irnprcssioii  lliat 
IBM  (lo<'^^  business  with  \n\>i('  corpora- 
tions and  only  huge  (•or|)orati(»ns,  we 
have  great  news. 

Things  aren't  that  l)la<  k  and  white. 

The  fact  is,  thanks  to  business 
relationships  w  ith  tliousands  of  industry- 
specific  product  and  ser\  ice  conipani<'s. 
IBM  is  uniqut^y  f|uardied  to  help 
businesses  ot  any  \arietv.  and  any  size. 

These  ongoing  relationships  are 
established  and  nurtured  through 
res[)ected  companies  we  call  IBM 
Business  Partners,  \ou  ll  hnd  them 
conveniently  located  in  your  market. 

Business  Partners  can  be  software 
developers,  intormation  processing 


can  draw  from 


service  firms,  consultants,  oi'  just  highly 
specialized  niche  e\p«'rts. 

With  the  help  of  their  knowledge 
and  j)erspectivc,  we" re  able  to  cu>tomize 
solutions  to  fit  your  needs  more  pre- 
cisely than  e\er  bclore. 

translation:  The  right  solution  can 
mean  new  and  better  wavs  to  c(»ntrol 
costs,  improve  customer  ser\  ice.  reduce 
cycle  time,  or  just  keep  your  competi- 
tive edge  nicely  sharpened. 

For  a  tree  Ijooklet  on  how  IBM 
Business  Partnershij)s  can  help  small 
and  grow  ing  businesses  like  yours,  draw 

from  our  experience  by     

calling  I  800  IBM -0076,  f^'E^ 
ext.  000.  =:=:r  =  ~  = 


nternational  Business 


CHINA  I 


WILL  CHINA  SCUHLE 
ITS  PIRATES? 


The  U.S.  is  pushing  for  a  crackdown  and  threatening  sanctions 


A; 
t 


merican  trade  officials  in  Beijing 
earlier  this  summer  were  treated 
>to  an  unusual  bit  of  street  the- 
ater. Knowing  the  officials  would  be 
watching,  23  Chinese  police  and  judges 
garbed  in  green  military  uniforms  as- 
sembled in  front  of  the  hotel  complex 
where  the  U.  S.  delegation  was  prepar- 
ing for  talks  on  intellectual-property 
rights.  Then  the  posse  split  off  into  mo- 
torcades and  set  off  on  raids  on  alleged 
software  pirates.  "It  was  like  having  a 
mariachi  band  serenading  you  below  the 
balcony,"  says  Stephanie  Mitchell,  vice- 
president  of  the  U.  S.  Business  Software 
Alhance  (BSA). 

But  that's  not  going  to  lie  enough  to 
satisfy  the  Americans.  They  are  gearing 
up  for  a  crucial  round  of  talks  with  the 
Chinese  in  August.  It  will  be  the  first 
since  June  30,  when  the  U.  S.  launched  a 
probe  of  Chinese  intellectual-property 
abuses  that  could  result  in  multimillion- 
dollar  trade  sanctions  against  Beijing. 
Acting  in  harmony  with  Washington, 
U.  S.  business  is  joining  the  fight.  In 
late  July,  Microsoft,  Lotus  Development, 
and  Autodesk  filed  suit  in  a  Beijing 
court  against  five  retailers  that  the  soft- 
ware companies  claim  were  selling  com- 
puters loaded  with  pirated  programs. 
Walt  Disney  Co.  is  suing  in  another 
case. 

ONLY  A  START.  Now  that  President  Clin- 
ton has  ended  the  annual  debate  about 
China's  most-favored-nation  trade  sta- 
tus, issues  such  as  intellectual  property 
are  moving  to  the  top  of  the  U.  S. -Chi- 
nese trade  agenda.  And  while  the  Ad- 
ministration has  been  ineffectual  with 
Japan,  the  U.  S.  has  some  real  clout  with 
China.  Until  Beijing  acts,  Washington  is 
threatening  to  withhold  .support  for  Chi- 
na's effort  to  boost  its  international 
stature  by  entering  the  General  Agree- 
ment on  Tariffs  &  Trade.  As  a  carrot, 
the  U.  S.  is  holding  out  the  prospect  of 
much  highei'-profile  official  contacts. 

Raids  on  retailers  of  pirated  goods 
are  a  start.  Clinton  Administration  offi- 
cials are  insisting  that  China  shut  dozens 
of  factories  that  churn  out  illicit  soft- 


ware, videotapes,  compact  discs,  and 
books— costing  U.  S.  business  more  than 
$800  million  last  year  (table). 

China  does  have  laws  on  its  books  to 
protect  patents  and  copyrights.  But  au- 
thorities rarely  enforce  them.  In  late 
July,  Science  and  Technology  Minister 
Song  Jian  vowed  the  government  would 
do  more,  including  a  nationwide  crack- 
down on  copyright  piracy.  That  hasn't 
impressed  Washington.  "It's  a  question 
of  political  will,"  says  a  U.  S.  trade  offi- 
cial. "They  have  ample  resources  to  find 
these  people  and  put  them  in  jail." 

Some  U.  S.  companies  aren't  waiting 
for  official  action.  Singly  or  through  in- 
dustry trade  groups,  they  are  testing 
the  waters  of  China's  newly  formed  in- 
tellectual-property courts.  The  first  such 
case  to  come  to  trial  is  Disney's  suit 
against  a  Chinese  bookstore,  printer, 
and  distributor.  Disney  acted  after  it 
found  books  in  Beijing  using  Disney 
characters.  Company  officials  decline  to 
discuss  the  case.  The  International  Fed- 
eration of  Phonographic  Industries  has 
filed  three  other  cases  on  behalf  of  mu- 
sic i)roducers.  China's  CD  pirates  cost 
American  producers  $345  million  a  year. 

But  China's  judicial  system  moves 
slowly  at  best.  The  BSA  presented  evi- 
dence of  stores  selling  pirated  goods 
back  in  March  on  behalf  of  Microsoft, 
Lotus,  and  other  software  companies. 
But  it  took  Chinese  authorities  four 


months— and  the  Administration's  thrtt  t  p; 
of  sanctions— to  respond  with  sweeps  ji;  §]] 
the  target  stores.  Based  on  the  eviderph^tefi 
seized,  Microsoft,  Lotus,  and  Autodegjiter 
filed  their  suit.  But  all  the  software  cof^ij]j, 
panies  fear  that  such  delays  could  gi^;i^_ 
suspects  time  to  destroy  incriminati^. 
evidence. 

When  foreign  '-■/-.rvT^Qnioc  rh 


companies  do  wm  ih;,;ij|(, 
dress  in  the  courts,  the  resulting  firi^-v 


A  REAL  (LEFT)  AND  FAKE  MICROSOFT  CERTIFICATE 


THE  COST 
OF  PIRATEDl 
INTELLECTl 
PROPERTY 

TOTAL 
$827  MILLION 

DATA;  INTERNATIONAl  INTEaEOUAL  PROPERTY  A| 


it 


40  BUSINESS  WEEK/AUGUST  15,  1994 


INTERNATIONAt  BUS*. 


lie  paltry.  Microsoft  sued  state- 
Lid  Shenzhen  Reflective  Materials 
tute  for  trademark  infringement  in 

after  determining  that  the  insti- 
had  made  at  least  650,000  fake  holo- 
is  similar  to  those  Microsoft  uses 
ts  packages.  Microsoft  says  those 
'  jrams  were  used  on  counterfeit  soft- 
i  packages  sold  overseas,  at  a  value 
itween  $20  million  and  $150  million. 


>  1993  U.S.  LOSSES  IN  CHINA  (MILLIONS  OF  DOLLARS) 


MUSICJ 


■■■■■■■■■■■■■■■■■■■ 


In  1993,  the  court  awarded  Microsoft 
a  mere  several  hundred  dollars  in  dam- 
ages and  fines.  The  penalties  were  later 
raised  to  $5,000.  In  an  appeal,  Microsoft 
is  requesting  $20  million.  Microsoft  has 
seen  several  types  of  its  programs 
copied,  including  its  Excel  spreadsheet, 
one  of  its  biggest  sellers.  During  a  visit 
to  China  in  March,  William  H.  Gates  III 
complained  personally  to  President  Jiang 
Zemin  about  China's  intellec- 
tual-property record. 

The  problem  for  U.S. 
companies  isn't  just  that 
violations  of  intellectual-prop- 
erty rights  in  China  under- 
mine sales  there.  As  Mi- 
crosoft discovered,  much  of 
the  counterfeit  production  is 
exported,  so  it  eats  into 
sales  from  Asia  to  Latin 
America.  Take  music.  U.  S. 
officials  say  26  CD  factories 
in  southern  China  produce 
up  to  80  million  copycat  CDs 
annually,  of  which  around  75 
million  are  exported.  "It  has 


$110 
$50 


just  killed  our  legitimate  business  in 
Hong  Kong,"  says  Jay  Herman,  chair- 
man of  the  Recording  Industry  Assn. 

U.  S.  trade  officials  are  counting  on 
the  threat  of  sanctions,  and  the  threat  of 
blocking  China's  entry  into  GATT,  to 
force  it  to  crack  down.  "We  try  to  set  it 
up  so  that  they  don't  have  a  choice," 
says  an  Administration  trade  official. 
American  negotiators  are  laying  out  a 
step-by-step  enforcement  regimen  similar- 
to  get-tough  tactics  the  U.  S.  has  pressed 
other  Asian  nations  to  adopt.  The  Ad- 
ministration, for  example,  wants  China 
to  form  strike  teams  to  stage  well-pub- 
licized raids  and  shut  down  offenders 
with  crippling  tines  and  jail  terms. 
NO  FLOOD.  It's  a  program  that  has 
worked  in  other  markets  once  rife  with 
copyright  violations.  In  the  late  1980s, 
85%  of  videocassettes  sold  in  South  Ko- 
rea were  pirate  versions.  But  under  stiff 
pressure  from  the  U.  S.,  Seoul  has  been 
zealously  rooting  out  counterfeiters. 

Even  if  China  closes  the  pirate  facto- 
ries, no  one  expects  sales  of  the  U.  S. 
originals  to  flood  the  market.  Ameri- 
cans still  face  informal  quotas  and  other 
barriers.  Authorities  in  Beijing  say  they 
want  to  ease  those  curbs  and  combat 
piracy  but  can't  control  all  the  myriad  il- 
legal outfits  in  their  sprawling  market. 
Moreover,  their  power  over  the  booming 
coastal  regions  has 
greatly  diminished. 
"The  question  is 
whether  the  central 
government  can 
muster  the  political 
clout  to  make  the 
provinces  come  to 
heel,"  says  Eric  H. 
Smith,  executive  director  of  the  Inter- 
national Intellectual  Property  Alliance. 

Indeed,  it's  no  seci'et  who  the  offend- 
ers are.  U.  S.  officials  have  given  Chi- 
nese authorities  the  names,  addresses, 
and  telephone  numbers  of  the  biggest 
counterfeiters.  The  problem,  U.S.  offi- 
cials say,  is  that  the  Trade  Ministry  is  po- 
litically weak— while  some  of  the  pirate 
plants  are  run  by  people  with  ties  to  the 
military.  Says  a  U.  S.  official  of  one  such 
plant:  "We've  been  told  privately  by  the 
trade  minister  that  it's  untouchable." 

The  Americans  respond  that  better 
policing  of  intellectual-property  rights  is 
also  good  for  China.  "To  be  a  player  in 
the  high-tech  arena,  China  must  have 
more  enforcement,  stronger  laws,  and 
stronger  penalties,"  says  David  Curtis, 
associate  general  counsel  at  Microsoft. 
As  the  American  pressure  increases, 
that's  a  message  that  Chinese  officials 
will  be  hearing  more  often. 

By  Amy  Bor-ms  in  Wctshingtm,  with 
Pete  Engardio  in  Hong  Kong,  Richard 
Brandt  in  San  Francisco,  and  bureau 
reports 
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EUROPE  I 


FEAR  OF  DEBT 

IS  STALKING  EUROPE 


Skepticism  over  deficit  cutting  spooks  the  bond  markets 


Swedish  exports  are 
Ixjoming,  the  krona  is 
undervalued,  and  infla- 
tion is  running  below  2.5%. 
So  smart  investors  ought  to 
be  flocking  to  snap  up  10-year 
government  bonds  paying  a 
hefty  10.5%,  right?  Well,  not 
exactly.  Instead,  Swedish  offi- 
cials were  shocked  in  July 
when  Skandia  Insurance  Co. 
Chief  Executive  Bjorn  Wol- 
rath  declared  that  his  compa- 
ny, the  I'egion's  largest  insur- 
er, had  sold  off  its  portfolio 
of  government  debt.  Not  only 
that.  He  also  vowed  to  l)oy- 
cott  further  purchases  until 
Sweden's  politicians  get  a 
handle  on  runaway  public-sec- 
tor finances. 

With  national  elections  and 
a  referendum  on  joining  the 
European  Union  looming  over 
Stockholm  markets,  the  Swed- 
ish boycott  may  be  an  ex- 
treme case.  But  across  Eu- 
rope, traders  are  reading  it 
as  a  cautionary  tale.  From 
Italy  and  Spain  to  Belgium 
and  France,  the  same  trou- 
bling tandem  of  t)ad  public  fi- 
nances and  shaky  politics  is  instilling  a 
kind  of  inflation  psychosis  in  markets 
that  is  making  demand  for  government 
debt  tough  to  mustei\  It's  a  much  more 
serious  problem  than  in  the  U.  S.,  be- 
cause Washington's  annual  budget  defi- 
cits are  shrinking. 

COMING  CRISIS?  The  result  is  that  Euro- 
pean governments  must  continue  to  de- 
lay debt  issues,  push  back  funding 
schedules,  and  comjjete  increasingly  with 
corporate  borrowers  for  scant  buyers. 
Ti'aders  worry  that  the  supply  imbal- 
ance could  prolong  high  real  interest 
rates  that  will  truncate  Europe's  recov- 
ery. Some  even  envision  a  AAA-rated 
version  of  the  Latin  debt  crisis.  In  Eu- 
rope, says  S.  G.  Warburg  Group  PLC 
international  economist  George  Magnus, 
"the  issue  of  first-world  debt  is  running- 
very  deep." 

Those  worries  are  keeping  European 
bonds  fi'om  breaking  free  of  the  pattern 


PARIS  BOURSE:  THE  SHAKINESS 
IS  SPREADING  TO  EQUITIES 


QUIET  INFIATION 
BUT  RISING  RATES 


of  rising  interest  rates 
now  under  way  in  the 
U.S.  (chart).  Reflect- 
ing the  supply  imbal- 
ance, Germany  and 
Spain  have  had  to 
shelve  bond  issues  this 
summer,  and  Britain 
had  to  resort  to  non- 
traditional  methods, 
such  as  issuing  float- 
ing-rate debt  to  entice  buyers.  Despite 
the  tactics,  though,  buyers  still  gave  a 
lukewarm  welcome  at  best  to  German 
and  British  bond  issues  in  late  July.  The 
shaky  bond  market  has  also  spread  to 
equities,  forcing  some  companies  to  post- 
pone new  stock  issues  or  sell  them  at  a 
discount  to  attract  buyers. 

But  for  now,  it  is  governments  that 
are  paying  the  biggest  price.  In  Italy, 
fears  of  political  turmoil  have  pushed 
10-year  bond  yields  400  basis  points 


EUROPEAN  INfL 
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above  comparable  German  bonds.  T| 
has  led  Prime  Minister  Silvio  Ber 
coni's  government  to  delay  refundi 
plans  for  bond  redemptions  due  nj 
year.  In  Spain,  officials  have  sidestep 
long-term  mai'kets  by  boiTowing  moni 
short-term  rates.  But  those  issues  | 
have  to  be  refinanced  within  12  momS 
Who  will  buy  the  backlog  is  a  qis 
tion  that  perplexes  traders.  Re 
funds,  battered  in  this  year's  mai 
sell-offs,  are  nowhere  to  be  seen.  Ji 
nese  and  other  foreign  investor's,  b 
by  currency  devaluations  in  Europe,  \ 
staying  on  the  sidelines.  And  borri 
ing  demand  isn't  letting  up.  Kirit  Sh| 
London-based  international  bond  str; 
gist  at  First  National  Bank  of  Chica 
figures  German  public-sector  debt 
reach  $1.2  trillion  by  next  year,  doi 
its  level  of  five  years  ago. 
COLLISION  COURSE.  To  make  up  for  f 
ing  foreign  investors,  European  ba 
are  being  put  in  the  potentially  in 
tionary  situation  of  being  ol)liged  to  I 
more  and  more  government  debt.  L 
year,  47%  of  German  government  d 
was  sold  domestically.  Banks  bought 
of  it.  But  governments  will  likely  f 
themselves  on  a  collision  course  w 
corporations  heading  back  into  mark 
to  raise  funds.  The  bidding  war  will  1 
ly  push  up  rates. 

All  of  this  means  traditional  mar 
psychology  has  been  stood  on  its  he 
In  the  past,  good  economic  fundam 
tals,  such  as  low  inflation,  would  br 
rates  down  and  sp. 
a  bull  run  in  bon 
The  reason  it  doe: 
seem  to  be  work 
that  way  these  dayi 
that  European  lead 
simply  haven't  dem 
strated  to  markets  t 
they  can  contain,  m 
less  dismantle,  the 
ropean  welfare  sti 
The  EU  estimates  t 
of  a  budget  def 
amounting  to  6%  of 
gross  domestic  pr 
uct,  some  90%  is  sti 
tural— meaning  it  a 
not  be  reduced  by  the  economic  cycl 
As  deficits  push  up  bond  yields,  1 
rope's  second  year  of  recovery  in  1' 
could  take  on  a  distinctly  lackluster  h 
Lower  growth  could  speed  the  need 
more  revenues,  thus  boosting  the  fins 
ing  burden.  "We're  probably  in  a  vici' 
circle  here,"  worries  First  Chicag 
Shah.  And  one  that  Europe's  politici: 
will  either  break  or  be  broken  by, 
recovery  withers  on  the  vine. 

By  Bill  Javetski  in  Pc 
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ffiiY  A  Stagnant  Economy 
Is  Good  F'or  Business. 


Oh,  to  be  young  and  brilliant  in  the  worst  days  of  the  (jreat  Depression.  In  1930,  Michael  (Jullen  went 
to  his  employer,  the  Kroger  Grocery  Company,  with  an  idea.  He  envisioned  a  new  kind  of  grocery  store,  vast 
and  with  no  frills.  Run  according  to  his  financial  strategy,  |     i  would  create  great  public  excitement 

—  and  huge  profits.  In  short,  Cullen  would     ^^^H^^^^K^^it,  M  I"'  items  at  cost.  Another  M)0  barely 

above  cost.  And  the  remaining  600  ^HH^^^|HP^^^Sl^|^^B^j^  or  so  at  a  very  healthy  margin.  Of 
course,  he'd  promote  the  at-cost    "iM^^^^^^^^^^^^^^^^^^^^    items  only.  Depression  or  no, 
he  believed  people  would  "break  mv     t^/k  iF^^^^»S^^^   front  door  down  to  get  in."  When  Kroger 
declined,  Cullen  decided  to  lead  the        ikS^^^^     revolution  himself.  Within  five  years  he  owned 
15  King  Kullen  Supermarkets.  He  put  many  smaller  specialty  stores  out  of  business.  And  he  put  the  national 
grocery  chains,  including  his  former  employer,  on  notice:  Fight  me  or  join  me. 

Capitalism  has  never  been  for  cowards.  Hard  times  —  call  them  depressions,  recessions,  downturns, 
or  anything  else  you  like  —  serve  us  well.  Fhcy  create  winners  and  losers  at  an  astonishing  clip.  And  they 
remind  us  never  to  take  that  next  dollar  for  granted. 

Of  course,  the  recent  recession  brought  its  own  changes.  The  move  to  intermodal  transportation  was 
among  the  most  dramatic.  Intermodal  grew  by  14%  as  the  economy  shrank  around  it,  and  we  expect  records 
will  continue  to  shatter.  We're  the  only  transportation  company  in  the  country  with  truck,  rail,  and  terminal 
operations  stretching  across  all  of  North  America.  With  the  efficiency  this  system  creates,  companies  are 
improving  margins.  Protecting  themselves  from  escalating  fuel  costs  and  driver  shortages.  And  competing 
with  new  enthusiasm. 

What  have  the  last  few  years  done  to  your  business?  Have  they  made  you  long  for  the  good  old  days.'' 
Or  made  you  more  ferocious.''  If  you'd  like  to  speak  with  us,  we  encourage  you  to  call  1-800-279-6779.  Like 
Mr.  Cullen,  wc  don't  know  why  you  wouldn't  break  our  door  down  this  minute.  Or  at  least  go  for  the  phone. 
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TOYOTA 


Hot  mure  injormatinn  uboul  Toyola  in  America  write  Toyota  Motor  Corporate  Servires,  9  West  5  7(A  Street,  Suite  4900-0 1  -I,  New  York.  NY  10019. 


iternational  Outloo 


fHY  ASSAD  MAY  BE  READY 
0  COME  IN  FROM  THE  COLD 


ith  Jordan  almost  in  the  bag,  U.  S.  Secretary  of 
State  Warren  M.  Christopher  is  heading  for  the 
Middle  East  on  Aug.  5  to  try  to  give  the  frustrat- 
\  slow  Syrian-Israeli  talks  a  boost.  If  Syria's  President  Ha- 
li  Assad  agrees  to  terms,  that  would  be  another  giant  step 
aid  wrapping  up  the  Arab-Israeli  conflict.  Jordan's  King 
>rin  would  then  be  able  to  quickly  finalize  his  deal  with 
Israelis,  and  Syrian-influenced  Lebanon  would  present 
problems. 

^ringing  Assad  in  from  the  cold  won't  be  easy.  The  wily 
iier  Air  Force  commander  is  a  hard  bargainer  who  has 
lied  many  a  peace  initiative, 
lut  the  outlines  of  a  deal  providing 
Isi'ael's  withdrawal  from  the  Golan 
ulils  can  now  be  discerned.  The  dis- 
i'cments  are  more  over  details  than 
iciples.  For  example,  the  Israelis  want 
iig,  phased  pullout  while  the  Syrians 
land  a  quick  one. 

tREAKER.  They  are  further  apart  on 

(li'finition  and  timing  of  full-fledged 
ace."  The  Israelis  want  all  the  trim- 
i<j,s— including  an  embassy  in  Damas- 
,  trade,  and  tourist  exchanges— and 
V  want  them  as  soon  as  possible.  The 
ians  hope  to  minimize  and  delay  such 
tacts.  "Suddenly  having  an  Israeli  embassy  in  Damascus  is 
luihly  more  than  Syrians  can  digest  after  such  a  bitter 

1,"  says  a  well-placed  Syrian. 

Mu  h  is  the  distrust  on  both  sides  that  many  analysts  think 
ramatic  gesture  is  needed  to  break  the  ice.  "All  we  need  is 
eye-to-eye  meeting  between  Assad  and  Rabin,"  says  Israe- 
burism  Minister  Uzi  Baram,  a  dovish  member  of  the  Labor 
ty.  But  Arab  sources  say  Assad  woiTies  about  spending  his 
;t  card— recognition  of  Israel— without  a  sure  return, 
itill,  the  chances  of  a  breakthrough  on  the  Israeli-Syrian 
ck  over  the  next  few  months  are  good  because  Assad 


wants  his  i-egime  to  prosper  in  the  new  era  that  is  dawning  in 
the  Middle  East.  He  knows  that  Syria  is  in  poor  shape.  The 
collapse  of  the  Soviet  Union  deprived  him  of  his  key  patron. 
His  only  major  ally  is  Iran,  a  near-pariah  state.  This  past  Jan- 
uary he  lost  his  son  and  heir  apparent,  Basil  Assad,  in  a 
mysterious  car  wreck.  With  the  63-year-old  Assad  looking 
increasingly  frail,  a  second  son,  Bashar,  who  was  studying  to 
be  an  eye  doctor,  is  now  being  hastily  groomed  with  crash  mil- 
itary courses,  but  he  may  not  be  up  to  ruling  a  dictatorship. 

In  addition,  30  years  of  Baath  party  socialist  management 
and  heavy  spending  on  arms  have  taken  a  severe  toll  on  the 
Syrian  economy.  Per  capita  income  is 
only  about  $1,000.  Although  oil  finds  have 
pumped  in  a  little  life  recently,  Damascus 
is  a  poor  relation  compared  with  nearl^y 
Amman— not  to  mention  Israeli  cities. 
MINOR  GESTURES.  Assad  is  pursuing  talks 
with  Israel  not  so  much  because  he  wants 
peace  but  because  he  wants  U.  S.  help 
in  weathering  the  coming  transition.  He 
is  angling  for  a  U.  S.  blessing  that  would 
shore  up  his  position  and  open  the  way 
for  investment,  European  and  gulf  aid, 
and  new  lending  by  the  World  Bank,  to 
which  Syria  is  now  over  $400  million  in 
arrears.  Some  observers  say  he  wants 
the  sort  of  multiyear,  multibillion-dollar  U.  S.  aid  commitment 
that  Egypt  got  at  Camp  David  in  1979. 

To  get  ready,  Assad  is  gradually  preparing  his  people  for 
peace  and  making  Syria  more  acceptable  to  the  outside  world. 
He  allowed  extensive  coverage  in  the  state  media  of  the  July 
25  Jordan-Israel  deal.  He  is  slowly  opening  up  the  Syrian 
economy.  But  these  are  minor  gestures.  The  challenge  is  for 
Assad,  the  Israelis,  and  the  U.  S.  to  agree  on  a  price  for 
peace  before  the  moment  of  opportunity  passes. 

By  Stanley  Reed  in  New  York,  with  Need  Sandler  in  Jerusa- 
lem and  Amy  Borrus  in  Washington 
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PTIMISM  ON  MEXICO 


nternational  investors  are  turning 
optimistic  about  the  outcome  of  the 
)tly  contested  Aug.  21  presidential 
ection.  Apparently  anticipating  an  or- 
irly  balloting  and  a  victory  by  the 
iling  Institutional  Revolutionary  Par- 
^  the  investors  are  reentering  the 
larkets,  helping  to  lift  the  stock-ex- 
lange  index  by  3%  in  early  August, 
eavy  buying  has  fuithermore  brought 
ites  on  peso-denominated  T-bills  down 
•om  17%  to  15.8%.  The  money  flows 
re  beginning  to  ease  the  pressure  on 
le  peso,  which  had  been  the  target  of 
imors  suggesting  that  a  devaluation 
light  be  forthcoming. 


BREAK  FROM  GATT 


Thanks  to  heavy  lobbying  by  the 
Clinton  Administration,  the  Gener- 
al Agreement  on  Tariffs  &  Ti-ade 
(GATT)  will  delay  its  ruling  on  the  Eu- 
ropean Union's  challenge  to  U.  S.  car 
fuel-efficiency  standards  and  gas-guz- 
zler taxes  until  the  fall.  That  should 
give  the  President  time  to  win  con- 
gressional approval  of  legislation  im- 
plementing a  new  World  Trade  Organ- 
ization. An  adverse  ruling  from  GATT 
might  have  doomed  the  WTO,  gatt's 
would  be  successor  organization,  which 
is  already  coming  under  heavy  fire  in 
Congress  for  violating  American 
sovereignty. 


U.S.-CHINA  ACTION 


Following  the  showdown  over  Chi- 
na's most-favored-nation  trading 
status,  the  U.  S.  is  moving  swiftly  to 
aiTange  high-level  talks  with  the  Chi- 
nese. In  the  military  realm,  the  deputy 
chief  of  the  Chinese  army's  general 
staff  will  visit  the  Pentagon  in  early 
August  to  discuss  defense  conversion 
and  other  matters.  In  turn,  Defense 
Secretary  William  Perry  may  go  to 
Beijing  in  the  fall.  Visits  by  Commerce 
Secretary  Ronald  H.  Brown,  drug  czar 
Lee  Brown,  and  others  are  planned. 
The  Chinese  hope  the  exchanges  will 
set  the  stage  for  a  summit  between 
Clinton  and  Premier  Jiang  Zemin. 
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A  plan  for  companies  spending  $3,« 


How  bundling  all  yoit 
with  AE^can  ssek 


One  easy  plan  saves  you  a 
bundle  of  energy 

Now  managing  your  telecommunications  can 
be  a  whole  lot  easier  with  AT&T  LlniPlan'"  Service. 

UniPlan  Service  maximizes  your  savings  and 
simplifies  your  job  by  consolidating  aU  your  calling 
from  all  your  locations  on  one  easy-to-read  bill. 
800  Service,  outbound  long  distance,  international, 
calling  card  calls,  and  more  rolled  into  one  plan. 
Simplicity  and  flexibility  with  the  reliability,  service 
and  value  of  AT&T  rolled  into  one  plan. 

What  could  be  easier  than  that? 


Bigger  volume  discounts 
offer  a  bundle  of  savings. 

By  combining  all  of  your  company  's  usage 
under  one  plan,  it's  easu  r  to  qualify  for  greater 
volume  discounts  and  increase  your  monthly 
savings. 

Want  a  competitively  priced  service? 
You  got  it. 


4 


4 


Flexible  billing  saves  you  a 
bundle  of  time. 

UniPlan's  flexible  billing  solutions  can 
help  increase  efficiency  and  productivity. 
On  paper,  PC  diskette  or  CD  ROM,  your  bill 
is  simple  and  easy  to  understand. 

With  UniPlan's  billing  software  package, 
you  can  manage  and  control  your  tele- 
communications resources  and  costs  right 
from  your  desktop. 


'ax 


5-M 


Oft 


1^ 


All  with  AKST's  impeccable 
service. 

You'll  have  the  assurance  of  dedicated, 
responsive  service  7  days  a  week,  24  hours 
a  day.  With  one  number  to  call  for  any 
service  question  you  might  have,  you'll  get 
the  answer  you  need  from  a  highly  trained 
UniPlan  Service  specialist  —  a  specialist 
who  wants  nothing  more  than  your 
complete  satisfaction. 


I 


)0  a  month  on  telecommunications 


lecommunications 
)uabunclle.  \  / 


us  1 

And  renowned  reliability. 

AT&T  has  the  most  reliable  network  in 
the  industry.  In  the  event  of  virtually  any 

service  disruption,  AT&T's 
exclusive  FASTAR' 
yjVANlMiH     technology  wiU  get  you 

back  in  business  in 
minutes.  And  if  you  have  800  Service,  our 
5-Minute  Assurance  Guarantee  will  get  your 
800  calls  through  within  five  minutes  of  a 
network  disruption.' 

Want  peace  of  mind?  It's  yours. 

'Ccnain  restrictions  and  requirements  may  apply. 


Call  1 800  858-4864,  ExL  263 
for  more  information  about 
AIKTUniPlan  Service. 


Now  SAVE  EVEN  MORE 

OF  A  Bundle 
WITH  THIS  Offer. 

There's  never  been  a  better  time 
or  an  easier  way  to  save  with  AT&T. 
Sign  up  for  AT&T  UniPlan  Service  by 
August  31,  1994  -  and  you'll  receive 
up  to  two  months  free  plus  a  signing 
bonus  of  up  to  $90,000,  all  in  usage 
credits.  For  example,  if  you  choose  a 
three-year  savings  option,  you'll  get 
your  third  and  twelfth  months  free- 
plus  a  signing  bonus  equal  to  15%  of 
your  annual  commitment. 

■'You  must  accept  instalJation  by  October  IS,  1994. 
Usage  credited  to  your  5th  and  1-ith  month  s  bills  respect- 
ively and  credits  capped  at  150%  of  monthly  commitment 
Other  terms  and  conditions  may  apply 


Let  AC^  work  for  you. 


Corporate  Scoreboan 


ONE  BIG  WALLOP  OF 


Sure,  it's  the  sober  19908,  but  the 
script  for  this  year's  l^uoyant  sec- 
ond quarter  seems  str-aight  out  of 
the  go-go  1980s:  A  healthy  economy. 
Strong  sales.  And  how's  this  for  a  bit  of 
nostalgia:  Big  Blue  was  among  the  most 
profitable  companies  in  America. 

Thanks  in  large  part  to  a  rebound  at 
IBM,  profits  for  the  900  companies  in 
BUSINESS  week's  Corporate  Scoreboard 


rose  by  a  l)reathless  45%  in  the  second 
quarter.  That's  the  biggest  leap  since 
the  final  quarter  of  1992,  when  profits 
rose  51%.  Even  excluding  IBM's  huge 
surge  in  earnings,  profits  still  jumped 
21%. 

A  vibrant  economy  certainly  helped 
enliven  Corporate  America's  bottom  line. 
Growth  in  gi'oss  domestic  product  quick- 
ened to  3.7%  in  the  second  quarter,  fi'oin 


3.5%  a  year  earlier.  As  a  result,  cor||ai 
rate  sales  rose  8%,  to  $1.06  trilli 
That's  slightly  better  than  the  7% 
crease  in  the  first  quarter,  and  a  ' 
improvement  over  the  5%  gain  of  a  y^ 
ago.  Best  of  all,  the  sales  growth 
mostly  real— not  the  product  of  inl 
tion.  "Corporations  aren't  raising  pri( 
to  get  these  profits.  They're  doingj 
the  old-fashioned  way:  They're  sella  1 
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WINNERS  AND  lOSERS  IN  SECOND-QUARTER  PROFITS 


THE  INDUSTRIES 


THE  COMPANIES 


THE  SHARPEST  GAINS 


THE  DEEPEST  DROPS 


WHO  MADE  THE  MOST 


WHO  LOST  THE  MOST 


m 


Percentage  change  from 
I993's  second  quarter 

Percentage  change  from 
1993's  second  quarter 

Millions 
of  dollars 

Millioij 
of  dollal 

NONFERROUS  METALS 

521% 

TRUCKINGS  SHIPPING 

LOSS 

GENERAL  MOTORS 

$1,923 

DIGITAL  EQUIPMENT* 

S1,74t 

INSTRUMENTS 

211 

ALUMINUM 

LOSS 

FORD  MOTOR 

1,711 

DELTA  AIR  LINES- 

\ 

25l| 

SPECIAL  MACHINERY 

146 

CONSTRUaiON  &  ENGINEERING 

-43% 

GENERAL  ELEORIC 

1,522 

SALOMON 

20-1 

CARS  &  TRUCKS 

95 

COAL,  OIL,  &  GAS 

-34 

PHILIP  MORRIS 

1,232 

R.H.  MACY** 

is;' 

CONSTRUniON  &  REAL  ESTATE 

79 

PETROLEUM  SERVICES 

-31 

ATST 

1,130 

GENERAL  PUBLIC  UTILITIES 

12(j 

TELECOMMUNICATIONS  EQUIP. 

&SVCS.  69 

FINANCIAL  SERVICES 

-21 

CHRYSLER 

956 

COMPUTER  ASSOCIATES  INT'L*- 

81 

CONGLOMERATES 

57 

DISCOUNTS  FASHION  RETAILING 

-16 

EXXON 

885 

ROSE'S  STORES*** 

6(! 

DRUGS  &  RESEARCH 

56 

APPAREL 

-13 

CITICORP 

877 

VlfESTPOINT  STEVENS 

s: 

AUTO  PARTS 

47 

TEXTILES 

-13 

DUPONT 

792 

STONE  CONTAINER 

;  5i{ 

HOTELS  MOTEL 

47 

AEROSPACES  DEFENSE 

-11 

MERCK 

764 

CONTINENTAL  AIRLINES 

4«: 

CHEMICALS 

44 

ELEQRICAL  PRODUGS 

-6 

COCA-COLA 

758 

ALCO  STANDARD** 

PUBLISHING 

44 

FOOD  DISTRIBUTION 

-6 

IBM 

689 

GREYHOUND  LINES 

*1 

SEMICONDUaORS  &  COMPONENTS  38 

GAS  UTILITIES 

-6 

INTEL 

640 

MAXXAM 

42 

MACHINES,  HAND  TOOLS 

38 

ELEORIC  UTILITIES 

-4 

GTE 

595 

MORRISON-KNUDSEN 

4« 



APPLIANCES  &  HOME  FURNISHINGS  38 

INSURANCE 

0 

JOHNSONS  JOHNSON 

559 

WOOLWORTH**' 

31 

ALL  INDUSTRY  AVERAGE:  +45% 

■  Pistol  fourth  quorler 
'"Fiscol  first  quarter 

"Rstal  lliird  quarter 

DATA:  STANDARD  S  POOR'S  COMPUSTAT  A  DIVISION  OF 
MtGRAW-HIll  IKC.  ,| 
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AYOFF 


BOOSTED  BY  A  RESURGENT  IBM,  EARNINGS  SOARED 
A  R0ARING-'80s-STYLE  45%,  THANKS  TO  A  VIBRANT 
ECONOMY  AND  MAJOR  BELT-TIGHTENING 


3  stuff,"  says  Maureen  F.  Allyu,  chief 
lomist  with  Scudder,  Stevens  & 
k  Inc. 

ontinued  belt- tightening  also  helped, 
nks  partly  to  downsizing,  margins 
jned  to  5.8%  in  the  second  quarter, 
1  4.3%  last  year.  Margins  haven't 
!  this  healthy  since  the  prerecession 
■nd  quarter  of  1989,  when  they  also 
).8%.  "We're  seeing  real  solid  payoffs 

i  ^structuring  and  investments  in  tech- 

I  gy  that  have  been  ongoing  in  the 
five  years,"  says  Hugh  A.  Johnson, 
f  economist  at  First  Albany  Corp.,  a 
irities  firm  in  Albany,  N.Y. 

irowN  FEVER.  Of  course,  companies 
t  keep  up  this  torrid  earnings  pace. 
:/s  Inc.  estimates  that  per-share  eam- 
growth  for  the  Standard  &  Poor's 
stock  index  will  slow  to  20%  in  the 
d  quarter  fi-om  48%  in  the  second. 
[NESS  WEEK  economists  figure  that 
•ating-profit  growth  economywide  will 
r  from  the  second  quarter's  20%  to 
in  the  third  quarter  and  5%  in  the 
th.  More  modest  economic  growth 
have  a  lot  to  do  with  the  slowdown, 
growth  may  come  in  a  shade  below 
in  the  second  half,  according  to 
[NESS  WEEK  calculations.  That's  be- 
ie  companies  will  have  to  work  down 
intories.  Of  the  3.7%  increase  in  sec- 
■quarter  GDP,  more  than  half  came 

■  1  expanding  inventories.  Still,  earn- 
;  in  the  second  half  will  get  a  boost 

1  fi  foreign  sales  (page  50). 

il'he  Big  Three  auto  makers  were 
n  among  the  biggest  winners  as  con- 
lers  continued  to  snap  up  Detroit's 

!  St  designs.  Lower  expenses  for  re- 

Iss  and  other  sales  incentives  also 
)ed  drive  Motown's  profits.  For  the 


second  straight  quarter,  General  Motors 
Corp.  headed  the  list  of  BUSIN'ESS  week's 
top  15  earnings  leaders.  Givi's  profits  rose 
a  staggering  116%,  to  $1.92  billion,  as 
its  sales  climbed  11%,  to  $40.4  billion. 

Meanwhile,  Chrysler  Corp.  posted 
record  second-quarter  profits  of  $956 
million,  up  40%  from  a  year  ago.  Thanks 
to  the  popularity  of  its  Ram  pickup  and 
Jeep  Grand  Cherokee,  sales  rose  19%,  to 


$12.7  billion.  Ford  Motor  Co.,  bolstered 
by  a  recovery  in  its  European  opera- 
tions and  better  sales  of  light  trucks, 
also  posted  its  best  quarterly  results 
ever.  Earnings  were  up  121%,  to  $1.7 
billion,  as  sales  rose  15%,  to  $33.8  billion. 

Telecommunications  companies  fared 
well,  too,  thanks  in  part  to  an  upsurge  in 
long-distance  calling  and  the  use  of  premi- 
um services,  such  as  800  nimibers.  AT&T's 
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DOLLAR  CHANGE  IN  THE  QUARTER 

COMPUTERS  &  PERIPHERALS 


IBM's  continued 
turnaround  was  the 
biggest  factor  in  the 
quarter's  45%  profit 
surge.  Auto  makers  were 
also  strong,  topping  a 
good  1 993  with  an 
exceptional  1994  so  far. 
Chrysler's  40%  profit 
gain  made  it  the  laggard 
of  the  Big  Three,  as  the 
profit  growth  at  GM  and 
Ford  topped  100%. 
Strong  car  sales  helped 
steelmakers'  profits,  too. 
The  quarter  also  had  a 
few  disappointments. 
As  interest  rates  rose  and 
the  stock  market 
stumbled,  brokerages 
suffered. 
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profits  I'ose  12%,  to  $1.1  billion,  as  its 
sales  increased  9%,  to  nearly  $18  billion. 
Ma  Bell's  chief  competitors  were  close 
behind:  Profits  at  MCI  Communications 
Corp.  and  Sprint  Corp.  rose  21%  and 
33%,  respectively. 

Computer  makers  also  rel)ounded 
smartly  from  disappointments  a  year 
earlier.  None,  however,  matched  IBM's 
impressive  turnaround.  Thanks  in  large 
part  to  deep  cost  cuts  that  reduced  ex- 
penses by  18%  in  the  second  quarter, 
IBM  posted  a  $689  million  profit— even 
though  sales  declined  1%,  to  $15.4  billion. 
It  was  the  third  straight  quarter  IBM 
has  been  in  the  black,  and  a  far  cry 
from  the  $8  billion  loss  the  computer 
giant  suffered  a  year  ago  after  taking 
steep  restructuring  charges.  Apple  Com- 
puter Inc.  also  recovered,  as  personal- 
computer  sales  picked  up.  Apple  had 
profits  of  $138  million  in  the  second 
quarter,  compared  with  a  $188  million 


loss  a  year  ago.  Its  sales  rose  15%,  to 
$2.1  billion. 

Still,  the  computer  industry  had  its 
share  of  bad  news.  Digital  Equipment 
Corp.  topped  the  list  of  the  second  quar-. 
ter's  biggest  losers.  It  posted  a  loss  of 
$1.7  billion,  compared  with  a  $113  million 
profit  a  year  ago,  after  taking  a  $1.2 
billion  charge  to  consolidate  plants  and 
lay  off  20,000  workers  over  the  next  12 
months. 

SPUTTERING  MARKETS.  There  were  other 
disappointments,  as  some  retailers  stum- 
bled. Beleaguered  Kmart  Corp.  was 
among  the  biggest  losers.  Price-cutting 
contributed  to  lower  profit  margins.  Its 
profits  plummeted  69%,  to  $18  million,  as 
sales  rose  by  6%,  to  $7.9  billion.  Earn- 
ings at  Sears,  Roebuck  &  Co.  also  re- 
treated sharply,  falling  54%,  to  $503  mil- 
lion. But  Sears'  latest  results  are 
benchmarked  against  huge  gains  a  year 
earlier,  when  the  retail  giant  sold  off 


nearly  20%  of  its  Allstate  insurance  u 
Sales  at  Sears  rose  7%,  to  $13  bill 
Wal-Mart  Stores  Inc.  once  again  put 
competitors  to  shame.  Its  profits  r 
11%,  to  $498  million,  as  sales  shot 
27%,  to  $17.7  billion. 

Financial  services  also  had  a  p 
showing,  with  profits  down  21%.  Al 
two  rounds  of  interest-rate  hikes, 
lengthy  rallies  in  the  bond  and  stock  n 
kets  sputtered,  and  the  volume  of  un( 
writing  was  also  dowai.  The  biggest  « 
alty:  Salomon  Brothers  Inc.,  which 
its  second-quarter  revenues  drop  50% 
$1.3  billion,  because  of  the  weak  h 
market.  And  given  the  markets'  con 
ued  skittishness,  few  analysts  see  m- 
reason  tor  big  brokerages  to  bounce  b 
anytime  soon.  But  for  the  rest  of  Cor 
I'ate  America,  this  taste  of  the  Roar 
Eighties  has  been  sweet  indeed. 

By  Julie  Tilsner,  with  Kathleen  Mi 
gem,  in  New  York 
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oes  a  weaker 
I  dollar  pump  up 
profits  for  U.  S. 
corporations?  After  all, 
a  frailer  greenback  pro- 
duces a  double  boost  for 
overseas  sales.  Not  only 
are  U.  S.  goods  cheaper- 
abroad,  but  revenues 
are  also  enhanced  when 
sales  in  stronger  curren- 
cies are  translated  back 
into  dollars.  So  the  ben- 
efit to  U.  S.  exports— 
and  corporate  earn- 
ings—could be  a  bright 
spot  amid  the  otherwise 
dismal  fallout  of  higher 
inflation  and  interest  rates  connected 
with  a  sliding  currency. 

To  be  sure,  the  foreign  factor  is  hav- 
ing a  big  impact  on  ear'nings— but  it 
isn't  the  weaker  dollar  that's  giving 
export  operations  their  healthy  glow. 
Instead,  stronger  economic  growth  is 
fueling  demand  for  U.  S.  products. 
That's  especially  evident  in  Southeast 
Asia  and  Latin  America,  which  to- 
gether buy  25%  of  all  U.  S.  exports. 
As  a  result,  BUSINESS  WEEK  economists 
believe  U.  S.  companies'  earnings  from 
overseas  operations  far  this  year 
should  increase  by  about  10%,  to  $71 
billion  (chart).  That's  better  than  the 
7.7%  advance  of  1993.  And  it's  the 
biggest  increase  since  the  14%  gain  in 
1990,  which  was  also  aided  by  stron^.^er 
economic  growth  abroad. 
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Not  that  the  weak  dollar  won't  have 
an  impact.  But  it  may  be  limited.  Tr'ue, 
the  dollar  has  dropped  about  10% 
against  the  Japanese  yen  and  German 
mark.  Both  Japan  and  Germany,  how- 
ever, have  been  in  severe  I'ecessions,  so 
demand  in  those  countries  for  U.  S. 
goods  has  been  extremely  weak.  And 
keep  in  mind  that  the  dollar's  slide 
since  Januai-y  has  not  been  widespread. 
In  fact,  the  dollar's  value  has  hardly 
changed  when  measured  against  a  total 
of  most  of  the  world's  currencies. 
BLAZING  SALES.  In  counti'les  where  the 
economies  are  expanding,  though,  sales 
of  U.  S.  goods  and  services— from  sham- 
poo to  insurance— are  booming.  In  South 
Korea  and  Singapore,  where  economic 
growth  may  average  8%  this  year,  U.  S. 
exports  are  already  up  147o,  to  $12  bil- 


lion, for  the  first  fi)  1,^1 
months  of  1994.  Lik  *i«p 
wise,  exports  to  Chin 
where    the  econoir 
could  grow  10%,  ai 
running  14%  ahead  1  — 
last  year's  $3.2  billion.  IfOH 
Some  companies  ha\{bj^ 
already  booked  some  if^ 
the  benefits  in  their  se  j'^Jj 
ond-quarter  results.  /  — 
Colgate-Palmolive  Cd 
for  instance,  unit  sal<  i^gn 
worldwide  rose  9%  i  JjjJJ^ 
the  second  quarter.  B\  tosi,' 
volume  in  the  Asia-A 
rica  division  was  up  itJ»i 
blazing  24%.  Sales  i 
Malaysia,  Hong  Kong,  and  China  wei  iind 
exceptionally  strong. 

Overseas  operations  are  likely  t 
cari'y  even  more  weight  in  the  secon  — ■ 
half,  as  Europe  rebounds.  After  a  twi 
year  slump,  Germany  will  grow  at  a\i 
annual  rate  of  3%  in  the  third  an^ 
fourth  quarters,  say  economists  jpw 


Deutsche  Bank.  And  with  the  ContK* 
nent's  biggest  economy  r-ecovering,  Er  J'^' 
rope  should  expand  just  under  3°/^[ 
And  here's  wher-e  the  weaker  dolla': 
will  help.  "A  currency  advantage  ^L^^ 
the  same  time  as  stronger  growtlp- 
translates  to  a  pure  double-lift  to  thi^°'j 
bottom  line,"  says  C.  Michael  Aho,  .sei 
ior  intermational  economist  at  Pruder 
tial  Securities  Inc.  That's  a  welcom| 
result  in  any  language. 

Bi/  Kathleen  Madigan  in  New  Yor 
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s:  Includes  all  sales  and  other  operating 
nues.  For  banks,  includes  all  operating 
lues. 

its:  Net  income  before  extraordinary 
..  For  banks,  profits  are  net  income  after 
■ity  gains  or  losses. 


Margins:  Net  income  from  continuing  oper- 
ations before  extraordinary  items  as  percent 
of  soles. 

Return  on  common  equity:  Ratio  of  net 
income  available  for  common  stockholders 
(most  recent  12  months)  to  latest  available 
common  equity,  which  includes  common 
stock,  capital  surplus,  and  retained  earnings. 


Price-earnings  ratio:  Based  on  July  22, 
1994,  common-stock  price  and  corporate 
earnings  from  continuing  operations  before 
extraordinary  items  for  most  recent  12-month 
period. 

Earnings  per  siiare:  For  most  recent 
12-month  period.  Includes  all  common-stock 
equivalents. 


MPANY 


SALES 


PROFITS 


MARGINS 


2ND  CHANGE 

QUARTER  FROM 
1994  1993 
$  MIL  % 


6 

MONTHS 
1994 
$MIL. 


CHANGE 
FROM 
1993 


2ND 
QUARTER 
1994 

SMIL 


CHANGE 
FROM 
1993 


RETURN  ON 
COMMON 
EQUITY 


MONTHS 
1994 
$MIL 


12 

CHANGE      2ND        2ND         EQUITY         PRICE-  MONTHS' 
FROM     QUARTER  QUARTER    12  MONTHS    EARNINGS  EARNINGS 
1993        1994        1993         ENDING         RATIO  PER 
%  %  %  6-30  7-22  SHARE 


^INDUSTRY 


MPOSITE 

106439t8 

8 

2096287.7 

7 

61805.8 

45 

119223.0 

30 

5.8 

4.3 

13.6 

18 

1.94 

IROSPACE  &  DEFENSE 

USTRY  COMPOSITE 

23467.4 

-12 

45839.0 

-6 

961.5 

-11 

1903.3 

-2 

4.1 

4.1 

13.5 

13 

3.77 

iing 

5396.0 

-32 

1 1741,0 

-20 

222.0 

-48 

514,0 

-32 

4.1 

5,3 

10.8 

16 

2.96 

iCorp  ( 1 ) 

467.7 

-5 

869,4 

-3 

14.2 

-20 

11,0 

-54 

3,0 

3.6 

139.4 

13 

0,95 

leral  Dynamics 

820.0 

6 

1620,0 

-1 

56.0 

-11 

111.0 

-15 

6.8 

8.1 

20.6 

10 

3,96 

kheed 

3096.0 

-8 

6121.0 

5 

104.0 

11 

196.0 

15 

3.4 

2.8 

17.8 

9 

7.07 

rtin  Marietta 

2491.0 

-5 

4525.3 

20 

162.7 

31 

347,3 

73 

6,5 

4.8 

26,5 

8 

5  60 

Donnelt  Douglas 

3250.0 

-15 

6203,0 

-16 

138.0 

-19 

272,0 

-22 

4,2 

4,5 

8,0 

16 

7.17 

rthrop  Grumman 

1636.0 

29 

2904,0 

12 

65.0 

23 

1 17.0 

1 1 

3.9 

4,0 

7,9 

19 

2.20 

ir  (5) 

231.1 

-22 

472,3 

-26 

-2.7 

NM 

-1.0 

NM 

NM 

NM 

3,6 

38 

0.29 

idstrand 

331.1 

-3 

655,4 

-4 

19.1 

-1 

36.9 

-17 

5.8 

5.6 

16,9 

20 

2.44 

iflex 

209.5 

20 

400,5 

20 

11.2 

21 

21.1 

19 

5.3 

5.3 

13.2 

17 

2.12 

ted  Technologies 

5489.0** 

-1 

10327,0 

-1 

172.0 

32 

278.0 

43 

3.1 

2.3 

14.5 

15 

4.12 

ITOMOTIVE 

USTRY  COMPOSITE 

100964.0 

14 

194642.1 

13 

5256.9 

85 

9212.0 

92 

5.2 

3.2 

27.3 

10 

3.93 

tS  &  TRUCKS 

»UP  COMPOSITE 

89550.5 

14  173694.6 

13 

4667.1 

95 

8183.2 

102 

5.2 

3.1 

30.0 

9 

4.42 

ysler 

12699.0 

19 

25593,0 

20 

956.0 

40 

1894,0 

56 

7.5 

6.4 

35.5 

6 

8,42 

d  Motor 

33772.0 

15 

64174.0 

14 

1711.0 

121 

2615,0 

94 

5.1 

2.6 

19.0 

9 

3,52 

leral  Motors 

40392.2** 

1 1 

77887.5 

10 

1922.8 

116 

3534,6 

152 

4,8 

2.5 

61.3 

10 

4,86 

vistar  International  (2) 

1380.0 

12 

2508.0 

1 1 

23.0 

53 

39,0 

129 

1.7 

1.2 

-52.7 

NM 

-9.38 

ikosh  Truck  (3) 

187.0 

22 

379.9 

24 

3.7 

423 

6,4 

140 

2.0 

0.5 

10.1 

8 

1  35 

car 

1 120-3 

28 

2152.2 

28 

50.6 

54 

94.2 

56 

4.5 

3,7 

15.5 

1 1 

4,53 

ITS  &  iQUIPMENT 

>UP  COMPOSITE 

7873.9 

19 

15037.5 

17 

377.5 

47 

658.5 

48 

4.8 

3.9 

16.0 

15 

2.28 

'in  Industries 

539.3 

8 

1018,5 

7 

14.0 

-10 

19.1 

-10 

2.6 

3,1 

8.4 

14 

1,71 

g-Warner  Automotive 

312.1 

25 

599.3 

23 

18.8 

116 

32,5 

173 

6,0 

3.5 

1 1.2 

13 

2,29 

nmins  Engine 

1204.9 

10 

2304.1 

8 

66.2 

37 

120.8 

35 

5,5 

4,4 

24,1 

8 

5,47 

ia 

1712.6** 

21 

3309.3 

21 

68,0 

86 

1 15.7 

93 

4.0 

2,6 

22.0 

15 

1.91 

roit  Diesel 

413.2 

2 

818,5 

6 

8,9 

78 

17.3 

94 

2.2 

1.2 

13.0 

17 

1,39 

laldson  (5) 

153.9 

15 

289.5 

12 

9,7 

26 

15,9 

24 

6.3 

5.8 

17.5 

22 

1,19 

on 

1545.0 

35 

29160 

31 

86,0 

62 

160,0 

51 

5.6 

4.6 

15.3 

17 

3,19 

lin  (4) 

610.0 

17 

1107.2 

15 

39,0 

31 

60,8 

31 

6.4 

5.8 

15,2 

17 

1,92 

el  Industries 

161,7 

16 

313.7 

18 

5.4 

21 

10,6 

34 

3.4 

3.2 

12,8 

12 

1.41 

leral-Mogui 

474.8 

18 

935,1 

15 

20.4 

33 

35.4 

55 

4.3 

3  8 

8,3 

23 

1.32 

dine  Mfg.  (9) 

208,4 

42 

401,5 

37 

14.8 

50 

25.8 

33 

7,1 

6.7 

18,1 

18 

1  58 

ith  (A.  O.) 

350.2 

1 1 

690,0 

13 

18,0 

19 

33.7 

20 

5,1 

4.8 

16,9 

12 

2.33 

ndard  Motor  Products 

187.6 

16 

334.8 

16 

8,2 

21 

1 1.0 

14 

4,4 

4.2 

11,1 

12 

1.51 

E  &  RUBBER 

>UP  COMPOSITE 

3539.7 

3 

6910.1 

4 

212.3 

9 

370.2 

15 

6.0 

5.7 

21.1 

13 

2.76 

idag 

158.0 

6 

289.7 

5 

21.6 

12 

37.1 

12 

13  7 

12.9 

19.6 

18 

3.03 

>per  Tire  &  Rubber 

329,3 

13 

658.5 

15 

27.5 

14 

54.0 

10 

8.3 

8.2 

18.7 

19 

1.28 

odyear  Tire  &  Rubber 

3052  3 

2 

5961.9 

3 

163.2 

7 

279.2 

17 

5,3 

5.1 

21.9 

10 

3.53 

ond  quarter  ended  May  31.  (2)  Second  quarter  ended  Apr,  30  (3)  Third  quarter  and  most  recent  six  months  ended  June  30,  (4)  Third  quarter  and  most  recent  six  months  ended  May 
I  Third  quarter  and  most  recent  six  months  ended  Apr,  30.  (6)  Fourth  quarter  and  most  recent  six  months  ended  June  30,  (7)  Fourth  quarter  and  most  recent  six  months  ended  May  3 1 , 
irth  quarter  and  most  recent  six  months  ended  Apr,  30.  (9)  First  quorter  and  most  recent  six  months  ended  June  30,  ( 1 0)  First  quarter  and  most  recent  six  months  ended  May  31,(11) 
arter  and  most  recent  six  months  ended  Apr,  30,  *Sales  include  excise  taxes.  **Sales  include  other  income,  ***Sales  include  excise  taxes  and  other  income,  tRevenues  from  major 
□ries  not  included  in  consolidated  sales.  Earnings  per  share  are  for  latest  1 2  months,  not  necessarily  for  end  of  most  recent  fiscal  year;  they  include  all  common-stock  equivalents  but 
5  extraordinory  items.  NA  =  not  available,  NM  =  not  meaningful,  DATA:  STANDARD  &  POOR'S  COMPUSTAT,  A  DIVISION  OF  McGRAW-HILL,  INC. 
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%              SMIL.  %  SMIl.  ' 


RETURN  ON 
COMMON 
EQUITY  PRICE- 


CHANGE      2ND  2ND          EQUITY  PRICE-  MO 

FROM  QUARTER  QUARTER  12  MONTHS  EARNINGS  EAR! 

1993         1994  1993         ENDING  RATIO 

%           %  %            6-30  7-22  SH 


3  BANKS 


INDUSTRY  COMPOSITE 


50868.5 


9  99314.1 


7263.5 


17  14037.1 


23 


14.3  13.4 


16.3 


(a)BANKS  -  EAST 
GROUP  COMPOSITE 


25629.1 


11  50056.1 


3243.5 


17  6205.5 


34      12.7  12.0 


16.9 


Bank  of  Boston 
Bank  of  New  York 
Bankers  Trust  New  York 
BayBanks 


873.9 
981.0 
1637.0* 
210.3* 


27  1627.8 

10  1888.0 

16  3218,0 

7  406.5 


18 
6 

17 
4 


94.5 
176.0 
181.0 

264 


32 
49 

-28 
86 


197.2 
355.0 
345.0 
48.6 


51 
41 
-28 
80 


10.8 
17.9 
11.1 
12.6 


10.4 
13.3 
17.7 
7.2 


12.5 
16.5 
21.3 
12.3 


9  2 

9  3 

6  10 

13  4 


Chase  Manhattan 
Chemical  Banking 
Citicorp 

CoreStates  Financial 


2445.0 
3086  0* 
8135  0 
615.2* 


13  4668.0 

-3  61070 

17  15852.0 

2  1210.3 


5 
-2 
13 

2 


307.0 
357.0 
877.0 
63.1 


32 
-6 
97 
-31 


671.0 
676.0 
1486,0 
33,1 


NM 

-6 
82 
-81 


12.6 
1 1.6 
10.8 
103 


10.7 
12.0 
6,4 
15.2 


16.5 
14.9 
20.7 
10.1 


6 
7 
8 
15 


First  Fidelity  Bancorporation  6114  2  1332  1  12  111.6 

Fleet  Financial  Group  1028  6**  -2  2049.7  -3  152.2 

Integra  Financial             ,.  257  8  -3  518.1  -3  41.8 

Mellon  Bank  868  0**  15  1728.0  11  134.0 


14 

28 


35 


220.5 
285.3 
88.5 
265.0 


16 
27 
13 
99 


18  3 
14.8 
16.2 
15.4 


16.3 
11.3 
14.5 
13.1 


16.0 
16.4 
17.0 
15.4 


10 
10 
10 
9 


Midlantic 
Morgan  (J.  P.) 
PNC  Bank 


262.0* 
2031.0 
1 143.4 


4  513,5 

1  1  3868.0 

18  2237.0 

9  1000.6 

3  1081.8 

17  749.7 


1 
6 
17 


72.3 
350.0 
187.8 


77 
-19 
1 1 


125.6 
695.0 
393.5 


394 
-19 
1 1 


27.6 
17.2 
16.4 


16.2 
23.6 
17.5 


20.4 
16.4 
18.2 


Republic  New  York 
Shawmut  National 
State  Street  Boston 


516.3 
549.6 
377.7 


4 

3 

19 


79.4 
-18.7 
51.0 


6 
NM 
18 


159.2 
58.6 
102.3 


1 1 
9 
19 


15.4 
NM 
13.5 


15.9 
12.0 
13.4 


14.7 
15.0 
17.2 


15 


(b)BANKS- MIDWEST 
GROUP  COMPOSITE 


10592.0 


7  20568.6 


1758.4 


IS  3479.4 


14      16.6  15.5 


17.1 


10 


Banc  One 

Boatmen's  Bancshares 
Comerica 
Continental  Bank 


1888.3* 
553.8* 
629.5* 
368.0 


6  3747.7 

7  1079.5 
13  1196.8 

8  721.0 


315.9 
88.0 
99.2 
77.0 


12 
10 
18 
26 


628.8 
173.6 
190.0 
140.0 


14 
9 
14 
15 


16.7 
15.9 
15.8 
20.9 


15.8 
15.4 
15.0 
17.9 


17.0 
15.4 
15.7 
15.2 


10  3. 

11  3. 

9  3.  i 

8  4.  Krai! 


Fifth  Third  Bancorp 
First  Bank  System 
First  Chicago 
First  of  America  Bank 


262  3 
425  9 
1 105.2 
456  3* 


11  515.0 

-12  818.4 

14  2119.8 

2  887.8 


10 
-15 
10 
0 


57.4 
102.7 
168.7 

53.2 


20 
207 
0 
-1 1 


1 12.2 
201.2 
362.5 
1 1 1.5 


21 
81 
4 

-6 


21.9 
24.1 
15.3 
1 1.7 


20.2 
7.0 
17.4 
13.3 


17.8 
16.7 
21.0 
15.6 


15 
1 1 
6 

9  4.llionol 


Firstar 

309.1** 

3 

607.8 

2 

42,5 

-16 

95.7 

-5 

13.8 

16.8 

16.6 

11 

KeyCorp 

1 102.6 

4 

2147  6 

2 

221.8 

13 

430.4 

1 1 

20.1 

18.5 

16.8 

9 

3: 

Mercantile  Bancorporation 

240.5 

12 

478,8 

3 

40  2 

19 

79.1 

18 

16.7 

15.7 

14  3 

10 

3. 

National  City 

565  6 

6 

1110.0 

4 

105.8 

3 

209.6 

6 

18  7 

19  2 

16.7 

10 

2. 

NBD  Bancorp 
Northern  Trust 
Norwest 


823.1 
378.2* 
1483.7 


6 
21 
10 


1577.0 
71 1.6 
2849.7 


1 

15 
9 


135.2 
48.7 
202.0 


10 
17 
20 


258.1 
94.1 
392.5 


9 
15 
20 


16.4 
12.9 
13.6 


15.8 
13.3 
12.5 


15.4 
17.2 
20.2 


10  3. 
12  3. 

11  2.1 


(c)  BANKS  •  SOUTH  &  SOUTHEAST 


GROUP  COMPOSITE 

7815.4 

14 

15290.0 

12 

1224.2 

20 

2401.6 

23 

15.7 

14.8 

15.5 

10 

4^ 

Bornett  Banks 

753.3 

-4 

1490.3 

-6 

121.2 

16 

239.2 

22 

16.1 

13.3 

16.0 

10 

4. 

Crestar  Financial 

263.9 

10 

516.7 

9 

42.6 

26 

83.1 

29 

16.1 

14.1 

14.3 

1 1 

First  Union 

1501.0** 

7 

2932.0 

6 

229.6 

1 

452.1 

6 

15.3 

16.1 

15.6 

9 

4. 

NationsBank 

2988.0 

28 

5857.0 

27 

437.0 

43 

854.0 

45 

14.6 

13.2 

15.3 

9 

5. 

Regions  Financial 

199.1 

30 

389.9 

28 

35.4 

27 

69.2 

25 

17.8 

18.3 

14.3 

1 1 

3. 

Signet  Banking 

335.7** 

19 

653  7 

18 

50,4 

25 

103.5 

32 

15.0 

14.3 

19.6 

11 

3., 

SouthTrust 

287.3 

13 

550.3 

10 

42,4 

14 

83.1 

15 

14.8 

14.6 

14  8 

10 

2. 

SunTrust  Banks 

781.4 

4 

1530.9 

1 

131.4 

1 1 

258.5 

10 

16.8 

15.7 

14.5 

12 

4.1 

Wachovia 

705.8 

7 

1369.2 

4 

134.1 

9 

258.9 

6 

19.0 

18.7 

16.4 

1 1 

2. 

(d)BANKS  -  WEST  &  SOUTHWEST 
GROUP  COMPOSITE 


6832.0 


1  13399.4 


-1 


1037.4 


16 


1950.5 


13 


15.2  13.3 


14.2 


Bancorp  Hawaii 

BankAmerica 

First  Interstate  Bancorp 


229,5 
3642,0 
1043,2* 


1  452.5 
1  71640 
7  2028,9 


34  2 

525.0 
208.2 


1 

8 
53 


68.6 
1038.0 
392.3 


3 
7 
54 


14  9 
14.4 
20.0 


14.9 
13.5 
14.0 


14.1 
12.8 
19.5 


1  1 
10 
9 


U.  S.  Bancorp 
Union  Bank 
Wells  Fargo 


447.0 
274,3 
1 196.0 


~1         875  1 
-2        539  0 
1  2340,0 


51.3 
12.7 
206.0 


-19 
-51 
38 


22.9 
20.8 
408  0 


-82 
-58 
59 


1 1.5 
4.6 
17.2 


14.1 

9.3 
12.5 


9.0 
4.1 
19.5 


18 
25 
12 


1 

12.4 


4  CHEMICALS 


INDUSTRY  COMPOSITE 


33009.2 


5  62729.8 


2294.7 


3960.2 


22 


7.0 


5.1 


10.7 


29 


Air  Products  &  Chemicals  (3) 

868.4 

5 

1727  0 

4 

65.8 

-7 

79.3 

-46 

7  6 

8.6 

6.7 

37 

1.; 

Albemarle 

269.9 

19 

5117 

16 

15.3 

278 

25.4 

171 

5  7 

1.8 

NA 

24 

0.; 

Arco  Chemical 

824.0 

3 

1581  0 

1 

68.0 

45 

1 13.0 

14 

8.3 

5.9 

14.5 

19 

2.: 

Crompton  &  Knowles 

154.5 

5 

288  0 

2 

16  1 

3 

28.9 

3 

10.4 

10.6 

21.2 

17 

i.( 

Dexter 

247.1 

8 

480.6 

8 

11.0 

12 

20.3 

16 

4,4 

4.3 

1 1.1 

17 

1.,' 

Dow  Chemical 

4934.0** 

2 

9475  0 

3 

251.0 

68 

424.0 

-23 

5.1 

3.1 

6.4 

36 

i.( 

DuPont 

10439,0** 

8 

19834,0 

5 

792.0 

53 

1434.0 

42 

7.6 

5.3 

8.6 

42 

1.4 

Eastman  Chemical 

1047.0 

3 

20300 

4 

83.0 

-10 

139.0 

-17 

7.9 

9.1 

22.0 

NA 

Engelhard 

633.4** 

12 

1 191.1 

13 

31.9 

12 

54.6 

8 

5.0 

5.1 

3.7 

98 

0.2 

Ethyl 

276.1 

-44 

665.2 

-31 

30.4 

-1 

50.6 

-11 

1 1.0 

6.2 

23.5 

16 

0./ 

Ferro 

300.2 

7 

583.5 

9 

12.0 

-12 

23.3 

-13 

4.0 

4.9 

15.2 

14 

1.; 
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CORPORATE  SCORES  Ji  - 


IMPANY  SALES   PROFITS  

MARGINS       RETURN  ON 

COMMON  12 


2ND 

CHANGE  6 

CHANGE 

2N0 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE- 

MONTHS' 

QUARTER 

FROM 

m^iN  1  no 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARNINGS 

1994 

1993 

1994 

1993 

1994 

1993 

1994 

1993 

1994 

1993 

ENDING 

RATIO 

PER 

SMIL 

% 

SMIL 

% 

SMIL 

% 

SMIL 

% 

% 

% 

6-30 

7-22 

SHARE 

Her  (H.  B.)  (1) 

272.4 

1  n 

<v  1  >4  O 

8 

9.3 

6 

1 3.3 

16 

3.4 

3.5 

9.4 

23 

1 .67 

284.5 

1  A 

I  o 

040  .o 

1 4 

1 2.8 

161 

1 9.8 

296 

4.5 

2.0 

8.5 

37 

0.74 

208.2 

7 

ACl  1  1 
4U  1  .  1 

20  0 

74 

32.7 

5 1 

9.6 

5.9 

NM 

29 

1 .26 

•  kAMri^k  fR   F  \ 

540.5 

19 

1042.9 

26 

1 8.5 

208 

23.4 

NM 

3.4 

1 .3 

4.1 

36 

1 .23 

race  (W.  R.) 

1 236.9 

0*5  1  T  7 

1 1 

65.7 

22 

103.9 

21 

5.3 

4.9 

10.0 

25 

1 .59 

535.8** 

1 4 

7  TO  .O 

1 0 

67.7 

-3 

1 34.6 

0 

12.6 

14.9 

20.6 

15 

3.84 

452.5** 

1  0 

OOO.  J 

1 6 

1 1 .9 

47 

20.2 

60 

2.6 

2.1 

9.9 

22 

1 .22 

1 77  8 

12 

337.7 

1 0 

20  2 

1 6 

38.5 

4 

1 1 .4 

1 1 .0 

1 8.7 

22 

1 .97 

brizol 

408.5 

J 
A 

OUo.Z 

6 

49.1 

57 

92.4 

38 

12.0 

7.9 

13.4 

22 

1 .67 

nnflAil  P^tm^ ni^nnif nl 

900.0 

—  17 

1  70  A  r\ 
1  /  Z4.U 

-20 

32.0 

NM 

54.0 

NM 

3.6 

NM 

NM 

25 

0.97 

2269.0 

/ 

2 

258  0 

29 

452.0 

33 

1 1 .4 

9.0 

1 8.9 

15 

5.09 

inu  rics 

237.1 

7 

4jts.y 

5 

-15  5 

NM 

-21 .9 

NM 

NM 

NM 

NM 

NM 

-1 .24 

in 

708.1 

13 

1313.0 

8 

27.6 

93 

42.9 

65 

3.9 

2.3 

-16.7 

NM 

-3.76 

axair 

645.0 

4 

1256.0 

3 

55.0 

45 

97.0 

37 

8.5 

6. 1 

25.0 

1 7 

1  O'J 
1  .ZJ 

hm  &  Haas 

944.0** 

7 

1800.0 

5 

95.0 

51 

162.0 

34 

10.1 

7.1 

11.8 

29 

2.34 

lulinan  (A.)  (4) 

203.8 

10 

371.8 

8 

12.1 

18 

21.0 

16 

5.9 

5.5 

13.2 

23 

1.14 

stts  (3) 

200.9 

29 

408.3 

29 

9.4 

18 

22.4 

19 

4.7 

5.1 

15.2 

13 

1.25 

■ra  Industries 

818.3** 

25 

1077.8 

31 

47.9 

21 

41.6 

35 

5.9 

6.1 

11.7 

16 

0.47 

ion  Carbide 

1 177.0 

-5 

2303.0 

-6 

73.0 

78 

136.0 

64 

6.2 

3.3 

14.2 

20 

1.32 

illman 

229.8 

7 

452.4 

7 

16.1 

26 

27.4 

-21 

7.0 

6.0 

6.4 

28 

1.00 

tco 

565.6 

3 

1 1 19.0 

1 

32.4 

117 

54.4 

61 

5.7 

2.7 

4.6 

37 

0.78 

3NGLOMERATES 

lUSTRY  COMPOSITE 

45315.3 

9 

86547.7 

8 

2686.7 

57 

4645.1 

29 

5.9 

4.1 

18.9 

16 

2.81 

:o  Standard  (3) 

2001.3** 

29 

3970.7 

31 

-48.3 

NM 

-10.3 

NM 

NM 

2.0 

-5.8 

NM 

-1.47 

iedSignal 

3187.0 

4 

6173.0 

4 

196.0 

17 

365.0 

17 

6.2 

5.5 

28.0 

15 

2.50 

Itec  Industries 

337.0 

1 

668.9 

-1 

24.4 

306 

45.0 

92 

7.2 

1.8 

NM 

16 

1.25 

irt  Group  (1 1  j 

359.3 

13 

746.2 

13 

l.I 

99 

-6.2 

NM 

0.3 

0.2 

-2.3 

NM 

-3.62 

il 

931.9 

20 

1716.9 

22 

43.4 

30 

60.6 

36 

4.7 

4.3 

26.6 

14 

1.47 

:neral  Electric 

16196.2** 

10 

30378.2 

10 

1522.1 

132 

2590.1 

49 

9.4 

4.4 

20.8 

16 

3.09 

neral  Host  (11) 

185.2 

-2 

351.5 

0 

9.4 

43 

-32.4 

NM 

5.1 

3.5 

-44.3 

NM 

-2.49 

ircourt  General  (2) 

966.0** 

4 

1798.2 

3 

11.3 

100 

31.3 

-4 

1.2 

0.6 

17.9 

17 

2.06 

6400.0 

10 

11948.0 

7 

258.0 

-1 1 

459.0 

2 

4.0 

5.0 

13.1 

1 1 

7.44 

itional  Intergroup  (9) 

1256.9 

-2 

2611.8 

0 

5.2 

-1 

21.8 

NM 

0.4 

0.4 

6.8 

19 

0.94 

II  (5) 

177.8 

3 

347.5 

2 

27.8 

1 1 

49.8 

76 

15.6 

14.5 

17.9 

18 

0.87 

smark  International 

831.3 

9 

1632.9 

1 1 

56.9 

39 

94.7 

46 

6.8 

5.4 

25.1 

14 

3.02 

ckwell  International  (3) 

2873.0 

2 

5634.5 

2 

164.9 

12 

319.6 

13 

5.7 

5.2 

19.9 

13 

2.80 

edyne 

595.8 

-5 

1168.7 

-7 

1 1.0 

36 

-44.1 

NM 

1.8 

1.3 

-5.8 

NM 

-0.25 

ineco 

3509.0 

1 

6779.0 

1 

171.0 

61 

295.0 

64 

4.9 

3.1 

20.6 

15 

3.08 

ictron 

2517.0 

12 

4925.0 

12 

110.0 

17 

210.0 

19 

4.4 

4.2 

14.4 

11 

4.55 

2317.0 

15 

4476.4 

1 1 

86.6 

57 

150.6 

42 

3.7 

2.7 

16.1 

17 

4.05 

litman 

673.5 

6 

1220.4 

5 

35.8 

23 

45.6 

22 

5.3 

4.6 

23.1 

15 

1.07 

3NSUMER  PRODUCTS 

lUSTRY  COMPOSITE 

58817.8 

9 

113261.2 

8 

4424.4 

14 

8117.0 

8 

7.5 

7.2 

20.4 

18 

1.75 

•PAREL 

OUP  COMPOSITE 

6320.9 

9 

12277.0 

6 

230.4 

-13 

429.0 

-24 

3.6 

4.6 

11.9 

20 

1.50 

own  Group  (11) 

427.2 

10 

809.1 

8 

7.9 

77 

-22.6 

NM 

1.9 

1.2 

-1.4 

NM 

-0.18 

iit  of  the  Loom 

635.2 

21 

1073.4 

13 

38.7 

-34 

63.8 

-38 

6.1 

11.2 

16.2 

1  1 

2.29 

srtmarx  (1) 

164.0 

-5 

341.9 

-5 

-3.1 

NM 

-3.8 

NM 

NM 

NM 

6.9 

25 

0.23 

llwood  (8) 

310.9 

1 

562.5 

3 

11.5 

11 

15.0 

17 

3.7 

3.4 

1 1.6 

13 

1.71 

Claiborne 

490.0 

-3 

1031.4 

-1 

15.9 

-49 

43.3 

-40 

3.2 

6.1 

9.7 

17 

121 

ke  (7) 

1004.2 

2 

1876.0 

-4 

69.2 

-10 

132.4 

-20 

6.9 

7.8 

17.3 

15 

3.96 

ne  West  Group 

152.8 

22 

303.5 

24 

13.7 

18 

25.0 

61 

9.0 

9.3 

32.2 

17 

1.66 

(ford  Industries  (7) 

154.0 

15 

297.1 

8 

4.9 

37 

9.4 

33 

3.2 

2.7 

15.0 

13 

2.23 

illips-Van  Heusen  (11) 

238.9 

8 

548.0 

1 1 

-3.5 

NM 

9.7 

30 

NM 

NM 

17.0 

14 

1.55 

ebok  International 

776.8 

18 

1634.1 

10 

51.0 

24 

116.8 

7 

6.6 

6.2 

26,4 

12 

2.71 

sseli 

243.5 

16 

475.6 

15 

12.7 

0 

26.1 

-9 

5.2 

6.1 

7.9 

26 

1.15 

■ide  Rite  (1) 

161.7 

-2 

283.8 

-7 

7.7 

-60 

12.5 

-64 

4.7 

11.8 

12.8 

17 

0.76 

1186.3 

13 

2309.4 

12 

58.9 

6 

1 1 1.8 

3 

5.0 

5.3 

15.6 

13 

3.83 

estPoint  Stevens 

375.3 

6 

731.1 

5 

-55.1 

NM 

-110.3 

NM 

NM 

NM 

NM 

NM 

-9.57 

•PLIANCES  &  HOME  FURNISHINGS 

OUP  COMPOSITE 

10365.4 

21 

20959.0 

20 

409.7 

38 

825.1 

56 

4.0 

3.5 

13.5 

18 

1.48 

mstrong  World  Industries 

689  3 

10 

1332  0 

7 

53.3 

67 

101.3 

135 

7.7 

5.1 

17.4 

18 

2.85 

St  Buy  (10) 

849.4 

92 

2042.6 

94 

4.2 

180 

25.7 

109 

0.5 

0.3 

14.3 

23 

1.04 

cuit  City  Stores  (10) 

1048.7 

31 

2455.4 

29 

19.7 

14 

87.4 

12 

1.9 

2.2 

18.5 

16 

1.39 

Jtter  (11) 

182.0 

129 

467.7 

141 

-3.5 

NM 

0.3 

-92 

NM 

0.6 

-31.4 

NM 

-1.06 

>od  Guys  (3) 

164.4 

28 

334.8 

35 

1.9 

129 

4.7 

298 

1.2 

0.7 

1 1.7 

12 

1.02 

iilig-Meyers  (10) 

268.8** 

44 

510.8 

38 

18.3 

36 

32.6 

41 

6.8 

7.2 

13.3 

23 

1.20 

•Z-Boy  Chair  (8) 

241.1 

22 

433.8 

18 

12.3 

6 

20.3 

13 

5.1 

5.8 

1 1.9 

14 

1.90 

dd  Furniture 

153.2 

14 

292.2 

8 

2.7 

15 

4.4 

6 

1.8 

1.8 

2.7 

43 

0.18 

ggett  &  Platt 

448.8 

21 

883.4 

20 

28.2 

34 

54.2 

34 

6.3 

5.6 

18.4 

16 

2.41 

vitz  Furniture  (9) 

239.0 

4 

474.1 

1 

0.5 

NM 

7.1 

NM 

0.2 

NM 

NM 

15 

0.58 

3SCO 

1120.0 

18 

2170.0 

15 

70.1 

32 

135.4 

26 

6.3 

5.6 

1 1.9 

16 

1.60 

aytag 

870.4 

16 

1661.0 

13 

41.1 

93 

72.1 

570 

4.7 

2.8 

18.5 

19 

1.06 
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MARGINS 

RETURN  ON 

COMMON 

ll 

2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE- 

MOSj 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARNS 

]99i 

)993 

1994 

1993 

1994 

1993 

1994 

1993 

1994 

1993 

ENDING 

RATIO 

PEj: 

$Mll. 

% 

SMIL 

% 

SMIL 

% 

SMIL.  ' 

% 

6-30 

7-22 

SH/:! 

Pier  1  Imports  (10) 

161.5 

2 

343.4 

6 

5.5 

1 8 

-4.6 

NM 

3.4 

3.0 

3.4 

38 

0.  i 

Sunbeoin-Oster 

33 1 .0 

1 3 

649.5 

1 1 

29.6 

20 

57.1 

1 8 

8.9 

8.4 

19.2 

18 

1  i 

Tandy 

1009.3" 

20 

2001.4 

17 

34.4 

8 

76.2 

5 

3.4 

3.8 

10.7 

15 

2.  J 

Toro  (5) 

276.5 

15 

465.9 

18 

15.6 

23 

20.1 

38 

5.7 

5.3 

12.7 

14 

Whirlpool 

2013.0" 

7 

3845.0 

6 

84.0 

14 

151.0 

64 

4.2 

4.0 

16.6 

13 

3.4 

Zenith  Electronics 

299.0 

9 

596.1 

5 

-8.4 

NM 

-20.3 

NM 

NM 

NM 

-39.1 

NM 

-1.4 

(c)  BEVERAGES 

GROUP  COMPOSITE 

16997.1 

10 

31181.1 

10 

1656.5 

9 

2739.4 

10 

9.7 

9.9 

27.7 

21 

1.9 

Anheuser-Busch 

3169.1 

6 

5796.7 

6 

322.6 

5 

527.0 

5 

10.2 

10.3 

14.4 

22 

2.i 

Brown-Formon  (8) 

334.4 

-2 

683.0 

-2 

30.3 

-7 

69.1 

-1 

9.1 

9.5 

35.5 

14 

2.() 

Canandaigua  Wine  (4) 

154.2 

155 

294.3 

147 

6.7 

96 

12.4 

95 

4.3 

5.6 

11.4 

15 

' 

Coca-Cola 

4342.0 

1 1 

7694.0 

11 

758.0 

12 

1279.0 

13 

17.5 

17.4 

48.5 

24 

l.il 

COMPANY 


SALES 


PROFITS 


Coca-Cola  Bottling  Consolidated  200.7  3  364.5  5            6.7  11  8.2  11  3.3  3.1  58.9  17 

Coca-Cola  Enterprises  1610.0  11  2929.0  10           38.0  138  32.0  167  2.4       1.1  0.2  NM 

Coors  (Adolph)  432.2  5  750.7  6           23.9  27  30.8  31  5.5  4.6  -5.5  NM 

Dr  Pepper/Seven-Up  197.4  8  383.1  8           23.8  -21  41.5  -14  12.1  16.6  NM  17 

PepsiCo  6557.0  11  12285.9          12  446.5  5  729.3  6  6.8  7.2  26.3  15 


1.. 

0.  ( 

1.  te 

2.  (  le 


(djPERSONAL  CARE 
GROUP  COMPOSITE 


5383.6 


9  10481.0 


440.4 


20 


843.2 


14 


8.2 


7.4 


32.6 


20 


Avon  Products 

Colgate-Palmolive 

Ecolab 

Gillette 


1007,2 
1891.1 
282.4 
1406.5 


9  1893.2 

7  3661.1 

10  542.5 
14  2767.6 

9  604.3 

6  347.2 

1  360.4 

1 1  304.8 


10 
5 
9 

13 


72.3 
142.5 

21.7 
162.2 


10 
0 
13 
20 


103.4 
292.1 
37.5 
326.2 


14 

3 

18 
18 


7.2 
7.5 
7.7 
1 1.5 


7.2 
8.0 
7.4 
10.9 


1  19.3 
31.6 
21.1 
29.8 


16 
15 
16 
32 


Helene  Curtis  Industries  (10)  265.7 

NCH  (8)  176.6 

Stanhome  188  6 

Tambrands  165.6 


1.4 

8.7 
1 1.6 
20.0 


72 
-5 
NM 
NM 


7.9 
14.4 
19.7 
42.1 


-2 
-14 
291 

46 


0.5 
4.9 
6.2 
12.1 


0.3 
5.5 
NM 
NM 


7.5 
10.6 
18.4 
132.5 


20 
16 
13 
16 


(e)TOBACCO 

GROUP  COMPOSITE 


19750.9 


3  38363.2 


1687.4 


18 


3290.3 


8.5 


7.5 


18.5 


15 


American  Brands 

Philip  Morris 

RJR  Nabisco  Holdings 

UST 


2124.7 
13532.0 
3784.0 
310.2* 


5  4157.6 

3  26259.0 

2  7356.0 

1 1  590.6 


1 
2 
-1 
8 


163.9 
1232.0 
192.0 
99.5 


18 
35 
1 1 


313.1 
2403.0 
386.0 
188.2 


-21 
6 
10 

-3 


7.7 
9.1 
5.1 
32.1 


7.5 
8.0 
3.8 
32  1 


13.5 
30.9 
-1.1 
80.1 


1 1 
13 
NM 
17 


1.7 


7  CONTAINERS  &  PACKAGING 


INDUSTRY  COMPOSITE 


7855.9 


4  15060.1 


184.0 


57 


232.6 


22 


2.3 


1.6 


-3.4 


NM 


(a)GLASS,  METAL  &  PLASTIC 
GROUP  COMPOSITE 


2726.5 


-1  5096.0 


133.4 


14 


205.6 


15 


4.9 


4.3 


-1.3 


NM 


-0.1 


Ball 

Crown  Cork  &  Seal 
Owens-Illinois 


676  6 
1 134.5 
915.4 


1263.9 
2077.5 
1754.6 


17.2 
64  8 
51.4 


29 
14 
9 


27.7 
98.4 
79.5 


24 
14 
14 


2.5 
5.7 
5.6 


2.0 
4.8 
5.1 


-5.5 
15.1 
-64.5 


NM 
16 
NM 


2.1 


(b)PAPER 

GROUP  COMPOSITE 


5129.4 


9964.1 


50.6 


NM 


27.0 


119 


1.0 


NM 


-4.4 


NM 


Bemis 

Federal  Paper  Board 
Gaylord  Container  (3) 
Jefferson  Smurfit 


337.7 
348.0 
203.2 
765.9 


1 1 
6 


661.0 
667.5 
385.7 
1493.6 


1 1 
3 
4 
2 


18.7 
8.2 
-19.7 
-8.4 


20 
-16 
NM 
NM 


32.3 
1 1.3 
-42.3 
-20.2 


23 
-40 
NM 
NM 


5.5 
2.4 
NM 
NM 


5.1 
3.0 
NM 
NM 


13.8 
0.7 
NM 
NM 


24  1.1 

NM  0.1 

NM  -1.1 

NA  NfHIK 


Longview  Fibre  (2)  189.2  6  355.3  6  14.0  5  15.8  -15  7.4  7.5  9.4  28 

Paragon  Trade  Brands  146  0  5  289.2  3  7.5  14  15.4  9  5.2  4.8  25.4  6 

Riverwood  International  314.0  9  578.9  7  11.1  193  13.5  41  3.5  1.3  1.4  NM 

Rock-Tenn  (3)  181.6  10  354.7  8  10.5  27  20.4  16  5.8  5.0  12.8  15 


Sonoco  Products 
Stone  Container 
Temple-Inland 


564.4 

1354.3 
725.1 


18 

7 
3 


1101.8 
2645.1 
1431.4 


17 
3 
3 


32.8 

-50.8 
26.6 


3 

NM 
27 


60.9 
-129.7 
49.5 


4 

NM 
1 


5.8 

NM 

3.7 


6.6 

NM 

3.0 


18.9 
-52.7 
4.0 


16 
NM 
41 


1.3 
-4.2 
1.2 


8  DISCOUNT&  FASHION  RETAILING 


INDUSTRY  COMPOSITE 


89280.6 


12  197298.1 


10 


1909.2 


-16 


4922.2 


-21 


2.1 


2.8 


11.9 


24 


Ames  Department  Stores  (1 1)  438.3  0  1108.7  -7  -13.6  NM  26.8  NM  NM  NM  37.5  5 

AnnTaylor  Stores  ( 1 1 )  145.3"  21  279.9  14  8.1  145  11.1  411  5.5  2.7  7  1  46 

AutoZone  (4)  358.2  27  661.4  26  28.2  42  49.1  37  7.9  7.0  22.0  33 

Baker  (J.)  (D)  221.3  14  489.9  42  3.2  29  11.2  51  1.4  1.3  11.8  11 


Barnes  &  Noble  (11) 
Bradlees  (II) 
Broadway  Stores  (11) 
Caldor  (11) 


320.3 
462.8 
453.6* 
537.1 


17 
1 

-2 
16 


804.0 
1059.9 
1 180.6 
1395.6 


18 
1 

-3 
15 


-6.8 
-8.4 
-18.0 
-4.2 


NM 
NM 
NM 
NM 


20.3 
19.1 
-36.0 
33  6 


28 
-10 
NM 
5 


NM 
NM 
NM 
NM 


NM 
NM 
NM 
NM 


1.4 
9.5 
-26.1 
14.4 


NM 
1  1 
NM 

12 


O.Oi 


2.5: 


Carson  Pirie  Scott  (1 1)                      256.0**  2  643.7           2             2  8  NM  30.0  NM  11  NM  -78.2  NA 

Charming  Shoppes  (1 1)                    297.6  8  654.8           7           14.0  -14  37.7  -10  4.7  5.9         13.8  14  0.41 

Consolidated  Stores  (1 1)                   242.3  15  591.9          15             2.4  80  30.7  24  1.0  0.6         16.9  13  0.9: 

Dayton  Hudson  (11)  4465.0**  11     10746.0  8  39.0  30  317.0  14  0.9  0.7        13.4  16  5.1 


Dillard  Department  Stores  ( 1 1 )        1332.0"       10      3011.0  8  48  3  0         159.7  1        3.6       4.0         11.3  16  2.1 

Dollar  General  (11)  287.1  29        670.2         31  9  5         61  31.6        39        3.3       2.7        20  3  22  0.9t 

Edison  Brothers  Stores  (1 1)  326.7  -1        778.5         -3  2.2       -68  12.0      -72        0.7       2.1  4.3  31  0.8( 
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CORPORATE  SCOREBC 


MPANY 


SALES 


PROFITS 


2ND 
QUARTER 
1994 
SMIL 


CHANGE  6 

FROM  MONTHS 

1993  1994 

%  S  Mil 


CHANGE 
FROM 
1993 


2ND 
QUARTER 
1994 
$MIL 


CHANGE 
FROM 
1993 


MONTHS 
1994 
SMIL 


MAROINS 

CHANGE      2ND  2ND 

FROM  QUARTER  QUARTER 

1993         1994  1993 

%            %  % 


RETURN  ON 
COMMON 

EQUITY 
12  MONTHS 

ENDING 
«0 


PRICE- 
EARNINGS 
RATIO 
7-22 


12 

MONTHS' 
EARNINGS 
PER 
SHARE 


A  Distributors  (11)                       176.7           1  363.6          0           -3.7  nm  -1.9 

lily  Dollar  Stores  (4)                   349.2          13  748.0         12           17.6  1  39.6 

•eroted  Department  Stores  (1 1)  1653.6**        4  4001.2          4           32  2  48  178.2 

■  lerhut  446.0  6        808.2  2  16.2  25  26.2 


NM 
4 
41 
26 


NM  0.8 

5.0  5.6 

1.9  1.4 

3.6  3.1 


10 
18.9 

9.0 
16.7 


58 
1  1 
13 
17 


0.08 
1.19 
1.64 
1.60 


>(!!) 

ihinger  (11) 
s  Stores  (11) 
ne  Depot  (11) 


751.7 
574.3 
365.6 
2872.1 


17 
20 
7 
32 


1811.9 
1056.6 
992.6 
5159.5 


15 
18 
7 
29 


63.5 
4.6 
-2.4 
139.7 


53 
44 
NM 

31 


172.8 
5.9 
26.9 
252.4 


61 
-2 
49 
24 


8.4  6.5 

0.8  0.7 

NM  NM 

4.9  49 


23.5 
5.2 
14.8 
16.6 


21 
20 
9 
37 


1.93 
0.59 
2.04 
1.09 


ne  Shopping  Network               274.0  9  548.2  12             1.9  -5  8.6  nm  0.7  0.8  3.9 

art  (11)                                      7878.0**  6  18298.0  8            18.0  -69  -597.0  NM  0  2  0.8  -9.3 

ll's(ll)                                        307.9  23  764.9  21            11.3  51  39.4  31  3.7  3.0  21.7 

ds'  End  ( 1 1 )  187.0  20  534.5         23  4.9  15  31.5  24  2.6  2.7  24.4 


NM 
NM 

28 
16 


0.08 
-0.81 
1.63 
1.20 


ited(ll)                                     1481.6**  -2  3902.4         -1  47.3  7  243.6 

fe's(ll)                                     1397.0  41  2542.8         34  51.8  76  77.5 

cy(R.  H.)(5)                             1339.3**  0  3336.6         -1  -157.3  NM  -96.8 

y  Department  Stores  (11)  2622.0**  8  6329.0  5  112.0  17  477.0 


-15 
86 

NM 
15 


3.2  2.9 
3.7  3.0 
NM  NM 

4.3  4.0 


16.0 
16.6 
NM 
19.2 


17 
33 
NA 
14 


1.09 
1.05 

NM 

2.83 


ville 

■contile  Stores  (11) 
/er  (Fred)  (11) 
haels  Stores  (11) 


2507.5 
592.5* 
932.3 
159.8 


-1 
4 
9 

41 


4887.3 
1480.6 
1740.1 
395  4 


34 


45.6 
9.0 

16.0 
5.0 


-39 
-22 
14 
31 


43.1 
65.0 
46.0 
19.0 


-18 
-2 
16 
27 


1.8  2.9 

1.5  2.0 

1.7  16 

3.1  3.4 


14.0 
6.4 
13  4 
13.3 


14 
15 
15 
22 


2.90 
2,28 
2.56 
1.58 


ro  Warehouse                             167.0  64  323.8  62             6.3  117  12.1  112  3.8  2  9  19.9  24  0  84 

man  Marcus  Group  (5)               472.7**  4  1123.4  5         -18.8  NM  2.7  -91  nm  2.4  -57.0  NM  -0.22 

■dstrom(ll)                                762.1  10  1869.5  6           32.0  183  93.0  52  4.2  1.6  13.5  22  1.96 

ice  Depot  905.2  59  1924.5         61  20.0  72  43.9  64  2.2  2.0  13.8  39  0.56 


less  Cashways  (1)                       734.2  5  1276.3  7  17.0  138           16.3  NM  2.3  1.0  9.6  15  0.88 

ney  (J.  C.)  (1 1)                           4681.0  10  11159.0  5  223.0  30         662.0  21  4.8  4.1  18.8  12  3.99 

Boys-Manny,  Moe  &  Jack  (1 1)  337.7  13  634.5  11  17.6  31          33.1  28  5.2  4.5  13.1  27  1.13 

•ie  Stores  (1 1)                              337.5  2  774.7  2  0.9        NM  -3.8  NM  0.3  NM  -3.2  NM  -0.88 


e/Costco  (4) 

:(ii) 

e's  Stores  (11) 
s  Stores  (11) 


3619.6* 
296.4* 
169.1 
264.2 


6  7720.9 

9  668.9 

-39  537.5 

10  608.5 


7 
9 

-27 
9 


32.0 
12.1 
-59.5 
4.4 


-6 
-32 
NM 

23 


94.3 
14.9 
-57.4 
17.2 


-8 
-60 
NM 

-13 


0.9  1.0 

4.1  6.5 

NM  0.4 

1.7  1.5 


7.4 
8.6 
NM 
13.2 


24 
45 
NM 
13 


0.62 
0,99 
-6.76 
1.19 


I  rs.  Roebuck 

i  vice  Merchandise 

;  pKo  Stores  (10) 

:  -gel 


13007.8 
845.9 
514  9 
675  1 


7  25274.1 

5  1570.1 

9  977.5 

31  1297.2 


28 


503,4 
-1.3 
5.0 
6.5 


-54 
NM 

-21 
63 


405.5 
-14.1 
15.2 
13.0 


-71 
NM 

-36 
89 


3.9  9.0 

NM  1 .0 

1.0  1.3 

1.0  0.8 


15.3 
27.1 
8.2 
9.6 


14 
8 
10 
32 


3.55 
0.69 
0,97 
0,52 


iwbridge&  Clothier  (11)  208  3* 

lots  (11)  203.6 
(11)  851.7 
S'R'  Us  (11)  1461.9 


6 
23 

8 
14 


547.1 
422  4 
1892.0 
5355.4 

-2  1294.4 

10  462.1 

14  1064.3 

-2  1711.1 


3 

18 
6 
14 


-1.0 
18.6 
19.4 
37.6 


NM 
50 
-15 
6 


22.3 
24.2 
50.1 
412.1 


24 

73 
-4 
10 


NM  NM 

9.1  7.5 

2  3  2.9 

2.6  2.8 


8.4 
1 1.7 
23.8 
15,5 


1 1 
22 
13 
21 


2.02 
1.47 
1.54 
1.65 


>.  Shoe  (11)  625,3 

je  City  Department  Stores  (5)  1 86.7 

iture  Stores  (1 1)  414.9* 

ban  (11)  820.8 


-3 
4 
13 

-3 


12.8 
3.5 
1.2 
9.1 


NM 
470 
-49 
106 


21,0 
21,9 
31,6 
-35.8 


NM 
16 


2.0  NM 

1.9  0.4 

0.3  0.6 

11  0.5 


1.4 

17.8 
16  3 
-3.3 


NM 
12 


0.14 
1.16 
2.36 
-0.44 


l-Mart  Stores  (11) 
kes  Lumber 
olworth  (11) 


17686.1 
259  3 
1760.0* 


27 
14 

-18 


38046.7 
408  9 
4576.0 


23 
10 

-13 


498.5 
7.4 

-38.0 


11 
106 
NM 


1366.5 
-1.4 
-149.0 


14 

NM 
NM 


2.8 
2  8 

NM 


3.2 
1.6 

NM 


21.4 
NM 
-40.1 


24 
5 
NM 


1.04 
3.17 
-3.87 


ECTRICAL  &  ELECTRONICS 


USTRY  COMPOSITE 

34093.6 

17 

65565.6 

16 

2695.4 

35 

4874.5 

29 

7.9 

6.8 

16.9 

16 

2.44 

CTRICAL  PRODUCTS 

•UP  COMPOSITE 

5611.3 

0 

10457.1 

-3 

251.5 

-6 

410.8 

-10 

4.5 

4.8 

3.6 

63 

0.34 

etek 

209.7 

12 

409.0 

9 

9.7 

55 

18,5 

50 

4  6 

3.3 

-1.3 

NM 

0.02 

»man 

258,1" 

30 

434.0 

22 

24.3 

24 

35,7 

22 

9.4 

99 

17.2 

21 

1.55 

iper  Industries 

1473,6" 

-9 

27905 

-9 

83.6 

-19 

132,0 

-20 

5.7 

6.4 

9.8 

15 

2.45 

>bell 

261,9 

24 

469.0 

15 

26.5 

6 

50,8 

4 

10.1 

1 1.8 

119 

26 

2.15 

ional  Service  Industries  (4) 

481,0 

5 

9203 

4 

22.9 

12 

39.2 

12 

4  8 

4.5 

1 1.0 

17 

1.61 

'chem  (6) 

391,0 

8 

752.3 

10 

-7.5 

NM 

-6.4 

NM 

NM 

0.1 

0.2 

NM 

0.04 

lance  Electric 

428,0 

4 

831.0 

4 

17.0 

89 

30.0 

43 

4.0 

2.2 

10.5 

24 

0.81 

stinghouse  Electric 

2108,0 

-2 

3851.0 

-8 

75.0 

-11 

1 1 1.0 

-22 

3.6 

3.9 

-16.5 

NM 

-0.73 

CTRONICS 

)UP  COMPOSITE 

15193.8 

22 

29335.3 

21 

1015.6 

35 

1809.7 

27 

6.7 

6.1 

15.9 

18 

2.61 

'Stems 

488  1 

-9 

983.2 

-8 

29.4 

-2 

57.5 

0 

6.0 

5  6 

15.4 

1 1 

3.56 

leral  Instrument 

508,8 

63 

941.3 

53 

52.0 

324 

104.9 

347 

10.2 

3.9 

38.9 

21 

2.79 

Hughes  Electronics 

3535,9** 

7 

7123.2 

10 

267.3 

15 

549.4 

30 

7.6 

7.0 

14.4 

14 

2.70 

'>n  Industries  (5) 

957.1 

6 

1761.1 

6 

30.3 

26 

53.7 

27 

3.2 

2.7 

14.9 

16 

2,22 

ol  (9) 

1344.8 

58 

2765.4 

52 

55.0 

36 

139.3 

43 

4.1 

4.8 

17.6 

12 

2.89 

torola 

5439.0 

38 

10132.0 

34 

367.0 

64 

665.0 

55 

6.7 

5.7 

17.5 

23 

2.16 

•theon 

2527.0 

12 

4841.5 

9 

192.2 

7 

199  2 

-41 

7.6 

7.9 

13.1 

16 

4.1 1 

ian  Associates  (3) 

393.1 

20 

787.6 

21 

22.4 

87 

40.8 

92 

5.7 

3.7 

16  8 

18 

1.98 

TRUMENTS 

ItUP  COMPOSITE 

4147.0 

8 

8034.8 

8 

158.3 

211 

274.1 

78 

3.8 

1.3 

13.7 

17 

1.84 

kkman  Instruments 

222.2 

0 

420.8 

-1 

13.0 

1 1 

22.8 

4 

5.9 

5.3 

-10.9 

NM 

-1.18 

nieywell 

1463.8 

1 

281 1.7 

-3 

56,9 

-20 

104.6 

-19 

3.9 

4.9 

17.1 

14 

2.25 

xnson  Controls  (3) 

1757.8 

10 

3439.9 

13 

45,6 

13 

71.1 

19 

2.6 

2  5 

16.0 

14 

3,55 

liATE  SCOREBOARD 
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MARGINS 

RETURN  ON 

COMMON 

'1 

2ND 

CHANGE 

CHANGE 

2ND 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE- 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

1994 

1993 

1994 

1993 

1994 

1993 

1994  • 

1993 

1994 

1993 

ENDING 

RATIO 

P|| 

SMIL 

% 

$MIL, 

% 

$MIL. 

% 

$MIL 

% 

% 

6-30 

7  22 

Tektronix  (7) 

377.9 

7 

710.8 

7 

24.0 

NM 

39.5 

NM 

6.4 

NM 

12.9 

16 

2.; 

Teradyne 

156.5 

1 2 

308  5 

1 6 

14  6 

01 

Oft  1 

1  1  A 
1  1  O 

9.4 

5.5 

ion 

1  Q 

1 ., 

Tracer 

168.8 

\  4  J 

A  1 

1 1 1 

1  o  1 

o.U 

1  00 

2.5 

2.6 

zu.o 

1  o 

(d)SEMICONDUCTORS  &  OTHER  COMPONENTS 

— 

CROUP  COMPOSITE 

9141.5 

34 

17738.5 

26 

1270.0 

38 

3379.9 

36 

13.9 

12.5 

24.0 

12 

3. 

Advanced  Micro  Devices 

533.3 

30 

1046.4 

28 

93.2 

45 

177.8 

41 

1 7.5 

15.7 

17.4 

9 

2. 

AMP 

1004.0 

14 

1910.1 

1 1 

95.8 

27 

175.4 

18 

9.5 

8.6 

15.2 

23 

3. 

Amphenol 

173.6 

12 

329.1 

9 

10.6 

55 

17.7 

68 

6.1 

4.4 

13.1 

27 

0. 

Analog  Devices  (2) 

192.0 

18 

373.1 

19 

17.9 

76 

33.1 

81 

9.3 

6.2 

12.6 

23 

1. 

Insiico 

197.6 

7 

335.5 

8 

-5.8 

NM 

-21.0 

NM 

NM 

NM 

NM 

NM 

-5. 

Intel 

2770.0 

30 

5430.0 

31 

640.0 

13 

1257.0 

13 

23.1 

26.7 

29.2 

10 

5. 

LSI  Logic 

212.1 

20 

405.9 

17 

23.4 

79 

42.8 

81 

11.1 

7.4 

22.3 

19 

1. 

Micron  Technology  (4) 

426.4 

98 

816.9 

109 

104.3 

254 

191.1 

396 

24.5 

13.7 

35.4 

11 

3. 

COMPANY 


SALES 


PROFITS 


National  Semiconductor  (7)  609.4  9  1154.1  10  82.4  78  146.2  100  13.5  8.3  21.7  8  1 

Solectron  (4)  365.1  51  692  3  61  14.7  69  27.1  77  4.0  3.6  16.3  23  1 

Texas  instruments  2510.0  19  4959.0  24  184.0  66  318.0  62  7.3  5.3  22.2  12  6. 

VLSI  Technology  148.0  16  286.2  17  9.3  216  14.7  NM  6.3  2.3  13.6  17 


10  FOOD 


INDUSTRY  COMPOSITE 


69619.4 


3  136957.4 


1739.6 


3507.2 


46 


2.5 


2.4 


23.4 


18 


(a)FOOD  DISTRIBUTION 
GROUP  COMPOSITE 


10744.0 


2  21099.5 


97.0 


180.1 


-2 


0.9 


1.0 


7.8 


18 


Fleming                                          2883.6          -3  6915.6  -1            18.6  -31           43.0  -33  0.6  0.9  1.5          68  0. 

International  Multifoods  (10)            579.7           4  1141.5  4            3.0  -53          -2.1  NM  0.5  1.1  -6.8         NM  -0. 

Nash  Finch                                       670.4**         6  1288  5  5             5.2  4            7.8  4  0.8  0  8  8.1           11  1, 

Richfood  Holdings  (8)  403.3  9  698  5          15  7.5         52  12.5  39  1.9  1.3        22.1  13  1. 


Rykoff-Sexton  (8) 
Smart  &  Final 
Super  Food  Services  (4) 
Super  Rite  (10) 
Supervalu  (10) 


394.7 
216.8 
253.2* 
351.1 
4991.1 


9 
10 
-4 
12 

2 


767.5 
415.8 
510.7 
683.3 
8678.1 


6 
12 

-3 
7 
-1 


2.1 
5.1 
1.8 
3.0 
50.6 


533 
12 
6 
50 

-1 


2.4 
7,7 
3.8 
1.8 
103.2 


NM 
11 


NM 
2 


0.5 
2.4 
0.7 
0.9 
1.0 


0.1 
2.3 
0.7 
0.7 
1.0 


4.3 
13.7 

7.4 
16.7 
14.6 


31 
19 
13 
19 
1 1 


(b)FOOD  PROCESSING 
GROUP  COMPOSITE 


27566.3 


5  53933.9 


1193.7 


2403.9 


15 


4.3 


4.3 


24.2 


17 


American  Maize-Products                 160.9          18  298.8  19  6.1  NM  6.8  NM  3.8  NM  7.3  12  1. 

Borden                                           1369.3            1  2642.0  0  11.1  -64  16.9  -77  0.8  2.3  -48.2  NM  -0. 

Campbell  Soup  (5)                          1568.0          -4  3462.0  1  119.0  13  322.0  NM  7.6  6.4  30.7  15  2. 

ConAgra  (7)  '  5888.4  9  11469.7  10  131.8  28  235.5  21  2.2  1.9  19.4  18  1. 


CPC  International                           1856.3  10  3594.0  8          -14.9  NM           83.2  -60  NM  6.9  18.9  23  2. 

Dean  Foods  (7)                                 671.5  13  1294.4  12           24.3  22           42.7  19  3.6  3.4  13.5  17  1.: 

Dole  Food                                        986.9  14  1805.7  11            35.7  -10          65.4  -30  3.6  4.6  4.6  34  O.i 

Dreyer's  Grand  Ice  Cream  147.7  20  259.7          15  -1.4        NM  0.1  -98  NM  5.6  6.4  42  0.: 


General  Mills  (7) 
Gerber  Products  (9) 
Heinz  (H.  J.)  (8) 
Hershey  Foods 


2143.5 
285.1* 

1945.5 
676.0 


4244.9 
590.3 
3655.7 
1559.9 


105.5 
27.1 

129.1 
25.3 


56 
2 
85 

-3 


250.5 
52.7 

257.6 
78.3 


20 
-24 

1 1 
-40 


4.9 
9  5 
6.6 
3.7 


3.4 
9  4 
3.4 
4.2 


47.7 
32.9 
26.0 
17.2 


14 
32 
14 
15 


Hormel  Foods  (2) 
Hudson  Foods  (3) 
IBP 

Interstate  Bakeries  (7) 


767.0 
266.8 
3040.1 
267.8 


13  1483.2 

19  523.1 

0  5859.4 

-3  604  1 


9 
18 
1 

-3 


23.0 


34.5 
3.9 


1 1 
77 
68 
-47 


43.6 
13.2 
55.3 
1.5 


12 
93 
69 

-88 


3.0 
3.3 
1.1 
1.5 


3.1 
2.2 
0.7 
2.7 


17.8 
13.1 
15  9 
8.4 


16 
14 
14 
16 


Kellogg  16169 

McCormick(l)  396  3 

Pilgrim's  Pride  (3)  238  3 

Pioneer  Hi-Bred  International  (4)  1038  5 


5 

10 


12 


3228.1 
764.1 
461.5 

1288.5 


6 
9 
3 

18 


151.5 
19.1 
7  2 
260.3 


6 
9 
99 
14 


335.4 
37.4 
15.1 

276.5 


32 
30 


9.4 
4.8 

3.0 
25.1 


9.3 
4.9 
1.6 
24.6 


40.9 
21.4 
18.7 
25.6 


17 
17 
9 
15 


Ralcorp  Holdings  (3)  220.5  7  483.2  10  9.6  -9  33  3 

Ralston  Purina  Group  (3)  1223  4  -10  2730.8  -2  50.9  -9  124.2 

Smithfield  Foods  (8)  364.2  18  793.2  22  7  4  NM  19.1 

Thorn  Apple  Valley  (7)  177.8  10  3511  8  3.6  303  6.6 

Universal  Foods  (3)  249.5  9  486  5  9  15.3  7  29.9 


19 


NM 

67 


4.4 

4.2 

2.0 
2  0 
6.1 


5.1 
4.1 

0.2 
0.5 
6.3 


44.1 

73.6 
12.9 
15.0 
19.2 


12 
12 
25 
10 
14 


(c)FOOD  RETAILING 
GROUP  COMPOSITE 


31309.1 


1  61924.0 


448.9 


17 


924.1 


716 


1.4 


1.2 


31.6 


21 


Albertson's  (1 1)  2909.8  7  59718  10           85.2  15  212.1  18  2.9  2.7  24.3  19 

American  Stores  ( 1 1 )  4607.6  -1  9478.2  0           48.0  -15  149  6  -1  1.0  1.2  14.3  14 

Caseys  General  Stores  (8)                 177  9***  10  350,5  9  2,4  47  6.4  35  14  1.0  13.7  16 

Eagle  Food  Centers  ( 1 1 )  250.1  -6  519.6         -4  -0.4  NM  -10.9  NM  NM  0.9  -14.6  NM 


Food  Lion  1821.9  4  3625.9  6  34.8  13  66.0  25  1.9  1.8  1.8  NM 

Foodarama  Supermarkets  (2)  151  5  -10  309.0  -10  -1.3  NM  -1.3  nm  nm  0.2  -13  0  NM 

Generol  Nutrition  (1  1)  147.7  19  325.6  19  10.5  66  20.8  154  7.1  5  1  19,8  20 

Giant  Food  (10)  829.7  2  1988.8  3  20.4  -10  56.7  -4  2.5  2.8  12.4  14 


Great  Atlantic  &  Pacific  Tea  (10)  3225.4  -2  5587.9  -1  7.2  -58  -12.2  NM  0.2  0.5  -0.6  NM 

Hannaford  Brothers  538.2**  4  1057.3  5  15.4  6  26.5  9  2.9  2.8  13.9  17 

Kroger  5394  2  1  10723,0  2  70,0  136  125,7  113  1,3  0.6  NM  12 

Penn  Traffic  ( 1 1 )                               810.0**  6  1655.3  10  2.3  768  9  9  124  0.3  0.0  107.8  38 

Ruddick  (3)  486.6  15  952.5  13  9.3  6  16.7  0  1.9  2.1  9.9  15 


56  BUSINESSWEEK/AUGUST  15,  1994 


Footnotes  on  page  51 


CORPORATE  SCOREB 


tMPANY 

SALES 

PROrlTS 

MARGINS 

RETURN  ON 

COMMON 

12 

2ND 

CHANGE  6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE- 

MONTHS' 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARNINGS 

1994 

1993 

1994 

1993 

1994 

1993 

1994 

1993 

1994 

1993 

ENDING 

RATIO 

PER 

$MIL 

SMIL, 

% 

SMIL 

% 

X 

% 

MO 

7-22 

SHARE 

feway 

3612.7 

2 

7104.5 

2 

58.9 

64 

100.8 

194 

1  A 

1  .O 

1  0 

44.9 

17 

1 .56 

lith's  Food  &  Drug  Centers 

748.3 

6 

1502.1 

8 

1 1.9 

-15 

21.2 

-24 

1.6 

2.0 

7.2 

16 

1 .32 

uthland 

1738.7"* 

-3 

3267.6 

-4 

31.6 

64 

23.5 

592 

1.8 

1.1 

NM 

NM 

>p  &  Shop  (11) 

1139.3 

7 

2009.7 

7 

23.2 

19 

42.0 

20 

2.0 

1.8 

34.8 

20 

1.30 

scrmorkets  General  Holding  (11)  1 0 1 9.0 

-5 

2101.0 

-5 

-1.6 

NM 

22.8 

NM 

NM 

NM 

NM 

NA 

NA 

lage  .Super  Market  (5) 

171.8 

1 

348.5 

1 

-1.1 

NM 

-1.0 

NM 

NM 

0.1 

-2.1 

NM 

-0.38 

ns 

1 1 60.2 

-1 

2304.2 

_o 

4  5 

-75 

1 3  5 

-60 

0.4 

1.5 

2.4 

57 

0.30 

its  Markets 

368.5 

3 

741.1 

4 

17.8 

0 

35.2 

-3 

4.8 

5.0 

9.6 

15 

1.63 

lEI. 

lUSTRY  COMPOSITE 

100318.1 

-2 

194550.1 

-3 

2549.2 

-34 

6297.3 

-17 

2.5 

3.8 

9.2 

22 

2.12 

AL,  OIL  &  GAS 

OUP  COMPOSITE 

9S934.I 

-3  185898.0 

-3 

2383.9 

-34 

5945.4 

-17 

2.5 

3.7 

9.4 

21 

2.25 

lerado  Hess 

1495.9" 

6 

3365.1 

13 

-16.7 

NM 

66.9 

NM 

NM 

NM 

-2.9 

NM 

-0.96 

toco 

8035.0"* 

11 

14800.0 

4 

410.0 

-16 

808.0 

13 

5.1 

6.7 

13.9 

15 

3.85 

iland  Coal 

154.7 

15 

292.1 

7 

1 1.5 

568 

8.5 

160 

7.4 

1.3 

17.0 

10 

2.79 

iland  Oil  (3) 

2476.0 

1 

4500.0 

o 

—12 

78  0 

53 

1  8 

2.0 

14.4 

1 2 

3.01 

antic  Richfield 

4174.0* 

-1 1 

7974.0 

-13 

24.0 

-91 

173.0 

-67 

0.6 

5.8 

-1.5 

NM 

-0.55 

rlington  Resources 

300.8 

-4 

621.2 

-1 

33.0 

-75 

80.7 

-55 

1  1.0 

42.8 

6.0 

34 

1.20 

svron 

8800.0*** 

-11 

17100.0 

-10 

257.0 

414 

645.0 

17 

2.9 

0.5 

9.6 

21 

2.09 

astal 

2486.9 

-6 

5187.7 

-2 

43.1 

50 

1 24.2 

131 

1 .7 

1.1 

7.3 

1 9 

1 .63 

imond  Shamrock 

646.5 

_o 

£. 

1  ZOU.  J 

-4 

27.5 

67 

39.7 

85 

4.3 

2.5 

8.6 

1 7 

1  .Or 

con 

24463.0** 

_'3 
£. 

4/OOO.U 

-4 

885.0 

-28 

2045.0 

-16 

3.6 

4.9 

13.5 

15 

3.91 

a 

838.1 

-10 

1615.5 

-10 

13,4 

-78 

38.4 

-38 

1.6 

6.7 

4.2 

25 

2.99 

rr-McGee 

864.8 

2 

1665.7 

2 

30.4 

-10 

52.0 

-11 

3.5 

4.0 

4.6 

36 

1.39 

lisiana  Land  &  Exploration 

190.7** 

-2 

397.4 

0  6 

-89 

6  8 

-18 

0.3 

2.9 

1 .9 

NM 

0.33 

xus  Energy 

167.5 

-18 

354.6 

—  1  1 
1  1 

JU.  t 

18  9 

1 8  0 

NM 

-51 .3 

NM 

-0.46 

chell  Energy  &  Devebpment  (11)  225.2 

-2 

456.1 

-5 

3.9 

-62 

9.9 

-67 

1.7 

4.5 

2.5 

59 

0.35 

bil 

16215.0*** 

0 

31333.0 

0 

198.0 

-66 

733.0 

-31 

1.2 

3.6 

9.8 

20 

4.24 

rphy  Oil 

434.8** 

1 

844.3 

2 

27.5 

21 

51.2 

10 

6.3 

3.1 

7.5 

21 

2.04 

:idental  Petroleum 

2162.0 

8 

4268.0 

2 

-19.0 

NM 

-59.0 

NM 

NM 

3.7 

-6.1 

NM 

-0.65 

inzoil 

651.8** 

-5 

1273.9 

-5 

16.8 

-51 

27.5 

-51 

2.6 

5.0 

8.4 

17 

2.90 

Mips  Petroleum 

2995.0 

-7 

5879.0 

-6 

76.0 

-38 

203.0 

10 

2.5 

3.8 

9.5 

33 

1.01 

oker  State 

168.2 

3 

343.7 

9 

3.5 

55 

7.4 

79 

2  1 

1.4 

7.0 

23 

0.62 

1 

2253.0*** 

-8 

4320.0 

-9 

12.0 

-83 

46.0 

-56 

0.5 

2.9 

1 1.3 

13 

2.11 

:aco 

8000.0** 

-9 

15434.0 

-9 

1 15.0 

-63 

317.0 

-47 

1.4 

3.6 

9.6 

18 

3.42 

CO 

1399.8 

46 

2895.4 

111 

14.5 

-35 

53.3 

44 

1.0 

2.3 

19.7 

1 1 

2.77 

ramar 

565.5 

-3 

1 152.7 

-7 

8.6 

-44 

39.5 

-1 

1.5 

2.6 

15.9 

12 

2.20 

on  Texas  Petroleum  Holdings 

146.0** 

-1 

340.0 

5 

8.0 

-38 

35.0 

-10 

5.5 

8.8 

8.8 

60 

0.31 

seal 

2045.0* 

-3 

3961.0 

-10 

50.0 

-43 

104.0 

-55 

2.4 

4.2 

7.0 

41 

0.74 

K-Marathon  Group 

3163.0* 

2 

5910.0 

-2 

72.0 

243 

182.0 

250 

2.3 

0.7 

3.8 

41 

0.42 

ero  Energy 

416.1 

30 

697.4 

13 

4.2 

-83 

10.5 

-74 

1.0 

7.7 

0.2 

NM 

0.06 

'ROLEUM  SERVICES 

>UP  COMPOSITE 

4384.1 

-5 

8652.1 

-4 

165.3 

-31 

351.8 

-14 

3.8 

5.3 

5.2 

52 

0.80 

cer  Hughes  (3) 

590.5 

-12 

1240.5 

-9 

34.4 

45 

57.7 

117 

5.8 

3.6 

5.7 

33 

0.64 

liiburton 

1425.5** 

-11 

2801.7 

-1 1 

-19.2 

NM 

-1.4 

NM 

NM 

1.4 

-10.9 

NM 

-1.79 

ilumberger 

1639.1 

-5 

3279.4 

-1 

123.4 

-24 

244.9 

-17 

7.5 

9.5 

1 1.9 

28 

2.19 

ith  International 

173.4** 

229 

274.2 

167 

8.5 

219 

16.1 

304 

4.9 

5.0 

3.6 

81 

0.21 

stern  Atlas 

555.6 

NA 

1056.3 

NA 

18.2 

NA 

34.6 

NA 

3.3 

NA 

NA 

NA 

NA 

•ALTH  CARE 

USTRY  COMPOSITE 

58554.8 

11 

115548.4 

10 

5516.2 

35 

11032.7 

18 

9.4 

8.2 

22.0 

18 

2.08 

DISTRIBUTION 

JUP  COMPOSITE 

16091.9 

10 

32153.4 

9 

242.3 

4 

439.2 

-7 

1.5 

1.8 

12.1 

25 

1.22 

>or  Drugs  (5) 

155.6 

17 

315  2 

15 

-1.6 

NM 

4.8 

-47 

NM 

2.9 

2.3 

NM 

0.17 

gen  Brunswig  (3) 

1878.5** 

NA 

3724.0 

NA 

15.0 

NA 

29.6 

NA 

0.8 

NA 

NA 

NA 

NA 

B(11) 

179.3 

19 

359.3 

21 

4.1 

23 

9.7 

25 

2.3 

2.2 

12.9 

15 

0.75 

dley  Western  Industries 

987.0 

22 

1903.8 

18 

3.7 

15 

7.4 

13 

0.4 

0.4 

6.2 

12 

0.95 

dinal  Health  (6) 

1590.5 

NA 

3101.2 

NA 

16.6 

NA 

7.7 

NA 

1.0 

NA 

9.7 

43 

0.86 

gnostek  (9) 

166.5** 

73 

327.4 

66 

4.2 

67 

0.4 

-79 

2.5 

2.6 

3.8 

80 

0.26 

ig  Emporium  (10) 

188.7 

3 

390.9 

1 

0.3 

78 

1.1 

9 

0.1 

0.1 

2.7 

47 

0.1 1 

erd  (11) 

1126.8 

7 

2308.3 

8 

26.9 

51 

62.9 

73 

2.4 

1.7 

NM 

15 

1.52 

''S  (11) 

239.1 

10 

494.1 

4 

2.0 

NM 

7.8 

89 

0.8 

NM 

13.4 

11 

0.65 

^Meyer  (9) 

1181.8 

-2 

2455.4 

0 

3.5 

27 

13.6 

64 

0.3 

0.2 

6.0 

16 

0.98 

novese  Drug  Stores  (11) 

159.5 

12 

285.7 

9 

1.7 

15 

5.2 

9 

1.1 

1.0 

14.5 

12 

0.94 

igs  Drug  Stores  (11) 

622.3 

2 

1307.0 

3 

13.0 

19 

30.0 

9 

2.1 

1.8 

10.2 

14 

2.51 

Kesson  (9) 

3235.2** 

10 

6412.1 

9 

26.4 

-46 

66.8 

-19 

0.8 

1.7 

21.9 

33 

3.12 

ry  Drug  Stores  (2) 

178.7 

6 

369.3 

6 

1.3 

-22 

4.7 

1 13 

0.7 

1.0 

-28.6 

NM 

-1.33 

rco  D.  S.  (7) 

815.5 

1 1 

1436.7 

12 

20.2 

68 

32.7 

101 

2.5 

1.6 

8.1 

23 

0.77 

;  Aid  (10) 

1051.1 

5 

2128.6 

4 

34.0 

7 

-13.7 

NM 

3.2 

3.2 

3.0 

61 

0.34 

•green  (4) 

2336.0 

12 

4834.5 

1 1 

71.0 

1 1 

168.6 

14 

3.0 

3.1 

18.4 

16 

2.19 
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.*he  Client/Server  Sol 


Tilt  SAS  Systtm  for  Intnrniation  Delivery 
is  a  new  concept  in  client/server  software.  It 
provides  workable  stratej"ies  for  overcoming; 
the  barriers  that  stand  between  people  and 
the  information  they  need.  For  instance,  the 
SAS  System  strategy  for  universal  data 
access  makes  it  easy  to  reach  ail  your 
diverse  islands  of  information  —  including 
host  system  files,  flat  files,       ^  ^  i 

and  corporate  DBIMS's  such 

as  i)B2:  oracle: 

and  dBASE  r 


% 


An  exclusive  MultiVendor  Architecti 
is  behind  the  SAS  System's  strategy  for 
hardware  independence  A.pplicati 
run  the  same  way  across  PCs,  workstatii 
and  host  systems  — making  true  client/; 
computing  a  reality  while  exploiting  th^ 
particular  strengths  of  each  platform. 

Address  the  needs  of  users  at  every 
with  the  SAS  System's  strategy  for  intei 
versatility.  An  EIS  interface  puts  decis 
makers  in  command  of  the  facts— whei 
need  them.  There's  also  a  task-oriented 
menu-driven  interface  for  business 


iiJllSIl 

litioa 

lor  VI 
jats 
3111  ilil 


jitnt.' 


%  %  %  % 


.S^rvidi&s. /r\^^^ 


'^terprise  Wide  Ij 


n  for  EIS  and!  Beyond 


Is  .  plus  object-oriented  and  fiill- 
)n  programming  environments  tor 
aiions  developers, 
c  SAS  System's  applications 
ration  strategy  provides  one  seamless 
HI  ior  virtually  any  application  that 
,  s  accessing,  managing,  analyzing,  or 
iiuig  data.  Choose  integrated  tools  for 
)n  support,  reporting,  fmancial 
is,  market  research,  project 
;ement,  qualitv'  improvement, 
ore.  All  backed  by  SAS  Institute 
vital  force  in  the  information 


Pariier  Equipment  S  Services 
U.S.  Regional  Territories 


Sfil6ct  R«gkxi  to  Visw  Detail 


industry  with  a  strong  commitment  to 
helping  you  succeed  —  and  an  unrivaled 
dedication  to  training,  documentation, 
technical  support,  and  consulting  services. 

See  for  yourself  how  the  SAS  System 
of  software  brings  out  the  best  in  your 
hardware  and  the  jieople  who  use  it.  Just 
give  us  a  call  at  919-677-8200  for  a  free 
video,  plus  details  about  a  free  software 
evaluation. 


Sales  Activities 

X  ■   

1  t 

1  1 

%  %  % 


SAS  In.stitute  Inc. 
Phone  919-677-8200 
Fax  919-677-8123 


SAS  IS  .1  rtiiistcTcd  irackiii.irk  dI  SAS  liiM 
(  t)p\riglu  '  iM'Jiln  SAS  liiMiiLitt  liK 


em 


ion 


■very 


COMPANY 


SALES 


PROFITS 


RETURN  ON 
COMMON 


2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE- 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

1994 

1993 

1994 

1993 

1994 

1993 

1994  ■ 

1993 

1994 

1993 

ENDING 

RATIO 

SMIL 

% 

SMIl 

% 

SMIL 

SMIL. 

% 

% 

4-30 

7-22 

12 
MONl 
EARNI; 
PEI 
SHA 


(b)DRUGS  &  RESEARCH 
CROUP  COMPOSITE 


19937.3 


12  39259.6 


12 


3307.6 


56 


6764.0 


25      16.6  12.0 


25.3 


16 


2.6 


Allergan  224.7  8  434.8  6  23.5  0  45.7  0  10.5  11.3  19.5  15 

American  Cyanamid  1499.8  20  2754.6  15  185.1  NM  301.8  NM  12.3  NM  17.4  21 

American  Home  Products  1977.9  4  4121.9  3  300.0  4  715.8  4  15.2  15.1  38.3  12 

Amgen  414.7  21  778.7  19  107.5  7  200.9  11  25.9  29.2  31.4  17 


Bristol-Myers  Squibb 

Genentech 

IVAX 

Lilly  (Eli)  


2970.3 
194.9* 
249.4 

1678.5 


6 
23 
5 


5804.3 
393.8 
485.9 

3315.5 


4 

31 
7 
6 


542.0 
33.4 
23.5 

346.6 


4 

221 
8 
0 


1123  0 
72.2 
45.4 
677.3 


3 

192 
14 

-6 


18.2 
17.1 
9.4 
20.7 


18.6 
6.5 
9.2 

22.2 


33.1 
9.0 

17.5 
9.1 


13 
55 
13 
30 


1.1 


Marion  Merrell  Dow 

Merck 

Pfizer 

Schering-Plough 


764.0 
3792.0 
1923.3 
1190.1 


2  1472.0 

47  7306.3 

10  3906.2 

6  2351.7 


48 

8 
6 


118.0 
764.0 
257.2 
240.7 


307 
343 
1 

13 


2040 
1439.2 
627.9 
493.9 


98 
83 


13 


15.4 
20.1 
13.4 
20.2 


3.9 
6.7 
14.5 
19.0 


23.3 
27.1 
18.3 
50.9 


12 
13 
26 
14 


1.6 
2 


Sigma-Aldrich 
Syntex  (5) 
Upjohn 

Warner-Lambert 


212.5 
402  1 
891.0* 
1552.2 


16 
-31 
0 
7 


420.9 
891.2 
1796.8 
3025.1 


16 
-18 
-1 
9 


27.0 
22.4 
120.1 
196.8 


0 
-45 
-4 
4 


56.7 
118.2 
254.8 
387.2 


5 

-26 


19 


12.7 
5.6 
13.5 
12.7 


14.6 
7.0 
14.0 
13.1 


17.7 
29.6 
17,2 
23.6 


15 
14 
14 
25 


2.2 
1 


(c)  HEALTH-CARE  SERVICES 
GROUP  COMPOSITE 


11121.1 


11  22017.7 


10 


671.6 


16 


1289.8 


6.0 


5.8 


16.7 


20 


American  Medical  Holdings  (4)  602.0  6  1185.3  5  71.3  228  95.6  139  11.8  3.8  17.2  14 

Beverly  Enterprises  719.0  1  1431.2  2  19.6  35  35.0  41  2.7  2.0  6.9  25 

Caremark  International  635.5  45  1160.0  34  23.3  25  27.6  -20  3.7  4.2  17.1  23 

Columbia/HCA  Healthcare  2689.0  6  5467.0  5  205.0  24  342.0  -8  7.6  6.5  15.5  24 


0,9 


Foundation  Health  (6)  342,6  -24  746,2  -11  19.0  1  38.6  3  5.6  4.2  22,8  13 

Health  Care  &  Retirement  151.7  9  302.0  11  10.5  20  20,1  23  6.9  6.3  11,6  22 

Healthsouth  Rehabilitation  247,4  107  478,7  103  13,3  39  25,4  38  5.4  8.0  4,4  78 

Healthtrust  (4)  753.5  26  1406.0  18  45.6  22  93,0  24  6.1  6.3  16.1  15 


Hillhaven  (7)  368  5  7  732.5  6  13.0  14  24.7  19  3.5  3.3  14.6  9 

Humana  897.0**  15  1750.0  12  54,0  184  86,0  132  6.0  2.4  15.0  21 

Manor  Care  (7)  309  7  17  593,8  16  22,7  31  38,4  32  7,3  6,5  15.3  19 

National  Health  Labs.  Holdings  203,9  4  388,9  -2  14.1  -58  22.2  -67  6.9  16.9  47.9  15 


Notional  Medical  Enterprises  (7j  701,8  -14  1422,0  -12  11,3  -84  102,0  -25  1,6  8.6  16,4  13 

OrNda  HealthCorp  (4)  330,5**  34  700,0  25  -28.6  NM  -24.0  NM  NM  1,7  -16,2  NM 

Oxford  Health  Plans  158,1**  126  284,9  122  6,4  93  11.8  93  4.1  4.8  20.0  40 

U.  S.  Healthcare  726,9**  12  1442,8  12  93,3  39  182,6  40  12.8  10,3  43,1  17 


United  Wisconsin  Services  179,2**  27  348.3  28  7.4  11  15,2  16  4,1  4,7  22.4  12 

Universal  Health  Services  192,2**  3  386,6  1  8,2  26  18,4  22  4.2  3.5  11.6  14 

Value  Health  218.1**  48  414.9  46  12,5  47  23,7  48  5.7  5.8  4.9  NM 

WellPoint  Health  Network  694.6**  15  1376,5  16  49,7  32  111,4  31  7.2  6.2  16,8  14 


(d)MEDICAL  PRODUCTS 
GROUP  COMPOSITE 


11404.4 


9  22117.7 


1294.7 


2539.6 


10  11.4 


11.1 


21.0 


20 


Abbott  Laboratories 
Bard  (C.  R.) 
Bousch  &  Lomb 
Baxter  International 


2204,0 
256,3 
483,3 

2316,0 


6  4419,3 

5  503,7 

1  922.1 

5  4509,0 


376,6 
23,3 
33,1 

144,0 


9 
15 

-30 
9 


742,8 
46  1 

68,7 
275.0 


7 
-2 
-14 
46 


17.1 
9  1 
6,8 
6,2 


16.7 
8.3 
9,8 
6,0 


38,7 
15,4 
15,3 
-5.6 


16 
19 
14 
NM 


1.7 


2 
-0.6 


Becton,  Dickinson  (3) 
Johnson  &  Johnson 
Kendall  International 
Medtronic  (8) 


653  0 
3916.0 
214  9 
393.0 


4  1287,8 

1 1  7606,0 

3  408,8 

10  727,6 


58.1 
559.0 
19,1 
66,7 


2 
13 
40 
15 


1  15,2 
1103,0 
36,3 
123,7 


2 
11 
53 
17 


8,9 
14,3 

8,9 
17,0 


9,1 
14.0 

6.5 
16.2 


15.4 
31.1 
24.2 
25.2 


15 
15 
17 
21 


3 

4,0 


Owens  &  Minor 

Stryker 

U.  S.  Surgical 


581  8 
154,2 
232,0 


71 
10 
1 


972.6 
303  0 
458.0 


48 

10 

-17 


-5,1 
17,0 
3,0 


NM 
22 
NM 


-0,4 
34.4 

-5.1 


NM 
21 

NM 


NM 
11.0 
1.3 


1.3 
10.0 
NM 


7.3 
21.5 
-25.1 


46 
23 
NM 


13  HOUSING  &  REAL  ESTATE 


INDUSTRY  COMPOSITE 


9843.0 


14  18036.4 


14 


547.0 


31 


665.4 


27 


5.6 


5.2 


13.1 


20 


1.4 


(a)BUiLDiNG  MATERIALS 
GROUP  COMPOSITE 


6864.3 


11  12405.0 


416.4 


21 


456.0 


15 


6.1 


6.2 


13.1 


25 


1.3 


Lafarge  423.4  7  631.1  8  38.1  71  -23.7  NM  9.0  5  6  4.6  36 

National  Gypsum  159.5  NA  299.3  NA  21.0  NA  33,1  NA  13,2  NA  18,3  15 

Owens-Corning  Fibergias  852  0  13  1529.0  9  45  0  36  -22,0  NM  5,3  4,4  NM  24 

PPG  Industries  1619  3  6  3096  2  4  96.2  -9  218,1  1  5,9  7,0  11.8  28 


RPM  (7) 

Sherwin-Williams 
Southdown 
Tecumseh  Products 


217.4 
880,5 
157,6* 
424,8 


7 
7 
9 
15 


4040 
1519,7 
277,0 
811,2 


6 
5 
11 
14 


16,9 
69,2 
11,0 
35,9 


18 
14 

323 
48 


23,4 
84.7 
8,8 
64,9 


35 
14 
NM 
54 


7.8 
7.9 
7.0 
8.5 


7.0 
7.4 

1.8 
6,6 


17,2 
17,3 
2,1 
13.8 


18 
16 
NM 
11 


0.2 
4.7 

2.2 
1.0 


Texas  Industries  (7) 
TJ  International 
USG 


195,2* 

163,5 

562,0 


20  365,7 
17  298,5 
NA  1068,0 


20 
18 
NA 


15,9  156 
5.7  34 
-17.0  NA 


18.7 
8,3 
-51.0 


979 
124 
NA 


8.1 
3.5 
NM 


3.8 
3.1 
NA 


8,9 
6,9 
NM 


15 
18 
NM 


Valspar  (2) 
Vulcan  Materials 
York  International 


245,6 
326.7 
636  8 


37 
7 
20 


393.6 
543.6 
11680 


24 
5 
19 


14.3 
33.7 
305 


40 

7 
16 


18.5 
28.5 
45.7 


37 
-8 
17 


5.8  5.7  28.8 
10,3  10,3  12,4 
4.8        4.9  17.8 


17 
19 
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CORPORATE  SCORES'  Ml 


9MPANY  SALES   PROFITS  

MARGINS       RETURN  ON 

COMMON  12 


2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE- 

MONTHS' 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARNINGS 

1 994 

1 994 

1 993 

1994 

1 993 

RATIO 

PER 

SMIL 

% 

$Mll 

% 

SMIl 

% 

$MIL. 

% 

% 

% 

MO 

7.22 

SHARE 

>NSTRUCTION  &  REAL  ESTATE 

tOUP  COMPOSITE 

a978.7 

20 

5631.4 

24 

130.7 

79 

209.4 

66 

4.4 

3.0 

13.1 

9 

1.98 

;ntex  (9) 

832.5** 

27 

1702.0 

30 

53.4 

214 

75.1 

133 

6.4 

2.6 

18.2 

7 

3.75 

lufman  &  Broad  Home  (1) 

326.0 

2 

582.9 

7 

1 1.2 

24 

20.1 

49 

3.5 

2.8 

9.5 

14 

1.10 

:nnar  (1| 

208.0** 

47 

400.3 

54 

18.0 

69 

32.8 

67 

8.7 

7.5 

13.1 

11 

1.82 

.  D.  C.  Holdings 

197.8** 

24 

366.5 

33 

5.7 

89 

9.5 

142 

2.9 

1.9 

8.5 

9 

0.74 

<lte 

427.9" 

17 

768.5 

19 

15.9 

9 

27.2 

30 

3.7 

4.0 

12.8 

9 

2.55 

Hand  Group 

416.7 

12 

749.2 

12 

7.6 

32 

1 1.7 

-5 

1.8 

1.5 

-2.0 

NM 

-0.39 

cyline  (7) 

167.9 

22 

298.7 

20 

5.3 

67 

7.7 

67 

3.1 

2.3 

9.0 

14 

1.34 

S.  Home 

241.1** 

23 

466.4 

29 

7.2 

37 

14.2 

38 

3.0 

2.7 

36.3 

3 

6.51 

ebb  (Del)  (6) 

160.7** 

25 

297.0 

31 

6.4 

39 

11.0 

26 

4.0 

3.6 

8.7 

13 

1.13 

EISURETIME  INDUSTRIES 

DUSTRY  COMPOSITE 

19016.7 

13 

36347.4 

13 

1620.2 

21 

2843.7 

23 

8.5 

8.0 

15.0 

23 

1.38 

iTING  PLACES 

tOUP  COMPOSITE 

4932.1 

12 

9607.1 

11 

423.8 

14 

758.8 

14 

8.6 

8.4 

20.0 

17 

1.46 

>b  Evans  Forms  (8) 

176.9 

10 

343.6 

4 

1  1 .8 

15 

24.0 

1 1 

6.6 

6.4 

13.8 

19 

115 

acker  Barrel  Old  Country  Store  (5)    1 55.4 

24 

306.2 

25 

1 2.6 

zo 

07 

Q  1 

a.  1 

o.U 

1  0  o 

ox 

U.oo 

arriott  International 

1 982.0 

16 

3898.0 

15 

48.0 

30 

91.0 

23 

2.4 

2.2 

22.6 

20 

1.36 

(Donald's 

2029.3 

8 

3825.3 

8 

322.3 

12 

565.7 

1 2 

15.9 

15.4 

1 8.9 

17 

1 .56 

ornson  Restaurants  (7) 

3 1 0.9** 

9 

620.9 

9 

12.2 

19 

24.5 

18 

3  9 

3  6 

20.2 

19 

1 .20 

toney  7(2) 

z//  .0 

6 

61 3.2 

6 

1 6.9 

1 2 

31.1 

1 4 

6. 1 

C  0 
O.tJ 

NM 

o 
V 

1 .0  1 

ITERTAINMENT 

lOUP  COMPOSITE 

3029.8 

25 

6002.2 

23 

330.5 

8 

651.5 

15 

10.9 

12.6 

14.6 

27 

1.38 

ockbuster  Entertainment 

676.3 

37 

1372.8 

48 

63.0 

31 

135.6 

46 

9.3 

9.7 

15.5 

22 

1.19 

sney  (Walt)  (3) 

2353.6 

22 

4629.4 

17 

267.5 

3 

515,9 

9 

1 1.4 

13.4 

14.3 

28 

1.47 

9TEL  &  MOTEL 

tOUP  COMPOSITE 

1801.5 

35 

3495.4 

34 

170.1 

47 

294.4 

45 

9.4 

8.7 

10.1 

29 

1.05 

lesars  World  (5) 

237.2 

6 

495  2 

1 

11.6 

-32 

33.6 

-21 

4.9 

7.6 

16.2 

1 1 

3.55 

reus  Circus  Enterprises  (11) 

282.1 

34 

554.2 

38 

32.3 

-1 

57  8 

10 

11.4 

15.6 

20.0 

20 

1.35 

ilton  Hotels 

381.2** 

10 

720.0 

6 

33.9 

27 

56.6 

13 

8.9 

7.8 

10.2 

28 

2.27 

GM  Grand 

192.2 

NM 

371.0 

NM 

20.2 

NM 

23.5 

NM 

10.5 

NM 

-18.5 

NM 

-1.83 

iroge  Resorts 

306.4 

33 

606.9 

36 

30.2 

68 

53.5 

89 

9.8 

7.8 

7.8 

22 

0.80 

'omus 

402.3 

27 

748.1 

28 

41.9 

84 

69.3 

99 

10.4 

7.2 

22.2 

25 

1.22 

fHER  LEISURE 

lOUP  COMPOSITE 

9253.5 

8 

17242.7 

8 

695.8 

28 

1139.0 

30 

7.5 

6.3 

13.9 

24 

1.42 

merican  Greetings  (10) 

416.4 

6 

889.7 

7 

33.2 

14 

72.6 

15 

8.0 

7.4 

12.5 

16 

1.83 

-unswick 

748.2 

27 

1383.1 

22 

55.2 

145 

81.6 

153 

7.4 

3.8 

12.6 

22 

1.08 

irnival  (1 ) 

409.4 

8 

794.7 

13 

77.9 

20 

143.0 

23 

19.0 

17.2 

20.6 

20 

2.44 

ML  Group  (5) 

198.1 

17 

490.1 

21 

17.1 

14 

55.4 

16 

8.6 

8.9 

28.8 

7 

1.30 

istman  Kodak 

3425.0 

2 

6180.0 

3 

295.0 

-16 

440.0 

-12 

8.6 

10.4 

14.9 

32 

1.56 

eetwood  Enterprises  (8) 

715.9 

29 

1264.5 

27 

23.1 

47 

35.2 

33 

3.2 

2.8 

12.3 

16 

1.46 

arley-Davidson 

401.4 

20 

745.1 

23 

34.6 

45 

55.4 

42 

8.6 

7.1 

10.1 

53 

0.92 

asbro 

444.3 

-14 

933.5 

-7 

1.6 

-94 

28.4 

-47 

0.4 

5.3 

13.5 

15 

1  94 

uffy 

214.9 

-2 

404.1 

-7 

8.0 

16 

12.8 

9 

3.7 

3.1 

-2.0 

NM 

-0.22 

lOltel 

650.3 

13 

1 137.5 

8 

57.1 

40 

81.2 

37 

8  8 

7.1 

16.6 

32 

0.87 

usicland  Stores 

273.1 

23 

542.5 

22 

-2.2 

NM 

-4.3 

NM 

NM 

NM 

9.5 

16 

1.02 

utboard  Marine  (3) 

318.8 

8 

582.3 

2 

28.0 

NM 

47.1 

NM 

8.8 

NM 

-3.1 

NM 

-0.30 

>laroid 

587.3 

3 

1049.9 

1 

29.2 

4 

30.6 

646 

5.0 

4.9 

12.3 

17 

2.00 

ayal  Caribbean  Cruises 

291.9 

5 

580.5 

6 

36.9 

34 

72.3 

52 

12.6 

9.9 

17.2 

14 

2.08 

rco  Toys 

158.5 

8 

265  2 

7 

1.2 

NM 

-12.2 

NM 

0.8 

NM 

-24.8 

NM 

-1.92 

lANUFACTURING 

lOUSTRY  COMPOSITE 

30521.0 

IS 

58338.0 

13 

1910.0 

49 

3484.1 

53 

6.3 

4.8 

17.4 

18 

2.05 

ENERAL  MANUFACTURING 

ROUP  COMPOSITE 

10815.0 

15 

20824.4 

12 

843.4 

17 

1506.6 

11 

7.8 

7.7 

16.1 

21 

1.76 

lliant  Techsystems  (9) 

168.9 

0 

468.2 

1 

6.9 

-17 

14.1 

-18 

4.1 

5.0 

31.9 

10 

3.05 

very  Dennison 

718.6 

9 

1386.3 

4 

27.9 

22 

53.1 

18 

3.9 

3.4 

12.2 

19 

1.62 

arlisle 

183.8 

14 

338.5 

13 

10.1 

35 

16  9 

26 

5.5 

4.7 

14.2 

16 

2.06 

srning 

1109.2** 

22 

2065.8 

19 

1 1 1.4 

24 

169  4 

21 

10.0 

9.8 

0.6 

NM 

0.00 

rone 

428.7 

27 

760.4 

17 

15.7 

0 

23.1 

-13 

3.7 

4.7 

15.5 

17 

1.51 

idera\  Signal 

164.0 

12 

302.1 

10 

12.4 

17 

20.6 

16 

7.6 

7.2 

21.6 

20 

0.93 

illenbrand  Industries  (1) 

382.7 

5 

760.1 

6 

32.8 

-10 

70.4 

0 

8.6 

9.9 

19.0 

17 

1.87 

inois  Tool  Works 

881.0 

6 

1652.5 

5 

70.7 

29 

121.6 

26 

8.0 

6.6 

16  9 

18 

2.04 

iternational  Gome  Technology  (3)  1 87.7 

42 

352.2 

53 

39.9 

35 

71.3 

47 

21.3 

22.5 

28.1 

19 

1.06 

iar  Seating  (6) 

822.1 

69 

1508.9 

60 

21.1 

43 

277 

33 

2.6 

3.0 

2.5 

NM 

0.03 

lark  IV  Industries  (10) 

363.8 

26 

683.6 

21 

17.1 

26 

28.7 

27 

4.7 

4.7 

15.8 

15 

1.29 

linnesota  Mining  &  Mfg. 

3772.0 

7 

7404.0 

5 

343.0 

4 

649.0 

-2 

9  1 

9.4 

19.6 

17 

2.93 

ewell 

493.5 

32 

937.0 

33 

44.0 

28 

75.5 

21 

8.9 

9.3 

17.8 

20 

2.27 

ubbermoid  t 

531.1 

9 

1022.7 

5 

56.1 

1 1 

106.8 

7 

10.6 

10.4 

17.6 

20 

1.36 

iMas 

146.9 

24 

281.4 

25 

14.9 

28 

25.8 

28 

10.2 

9.8 

16.5 

20 

1.19 

'inovo 

460.9 

10 

900.7 

6 

19.3 

NM 

32.6 

NM 

4.2 

NM 

15.7 

24 

1.61 
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COMPANY 


SALiS 


PROFITS 


MARGINS 


RETURN  ON 
COMMON 


2N0 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE- 

MONTH 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARNIN( 

1994 

1993 

1994 

1993 

1994 

1993 

1994 

•  1993 

1994 

1993 

ENDING 

RATIO 

PER 

SMIL 

/o 

$  MIL 

/. 

S  MIL 

/o 

$  MIL 

^° 

/& 

% 

6-30 

7-22 

SHARE 

(b)MACHINE  &  HAND  TOOLS 

GROUP  COMPOSm 

3607.7 

14 

6896.1 

11 

135.0 

38 

228.0 

32 

3.7 

3.1 

ll.l 

21 

1.41 

Black  &  Decker 

1 22 1 . 1 

6 

2305.7 

2 

23.0 

19 

37.6 

1 3 

1 .9 

1 .7 

9.8 

17 

1  05 

Blount  (]0) 

145.7 

24 

269.7 

20 

9.0 

85 

13.5 

34 

6.2 

4.1 

17.1 

18 

2  22 

Cincinnati  Milacron 

269.3 

14 

514.8 

13 

7.9 

27 

12.9 

31 

2.9 

2.6 

-34.6 

NM 

-1  26. 

Danaher 

318.1" 

23 

607.2 

20 

19.3 

51 

33.8 

48 

6.1 

4.9 

16.9 

20 

2.23 

Nacco  Industries 

436.9 

22 

820.2 

17 

9.2 

NM 

12.0 

NM 

2.1 

NM 

10.0 

21 

2,66 

Snap-on 

298.8" 

10 

597.5 

10 

26.1 

17 

48  9 

20 

87 

8.2 

12.9 

16 

2.21 

SPX 

289.1 

36 

566.5 

45 

6.9 

27 

10.0 

73 

2.4 

2.6 

13.1 

1 1 

1,66 

Stanley  Works 

628,8 

11 

1214.5 

9 

33.7 

25 

59.3 

19 

5.4 

4.8 

14.2 

18 

2,27 

(c)  SPECIAL  MACHINERY 

GROUP  COMPOSITE  13307.1 

16 

25303.3 

15 

823.5 

146 

1565.7 

197 

6.2 

2.9 

21.9 

15 

3.10 

AppliecJ  Materials  (2) 

411.3 

61 

751 .8 

60 

55. 1 

1 47 

92.5 

1 50 

13.4 

8.7 

19.3 

24 

1 .86 

Caterpillar 

3605.0 

24 

6891 .0 

23 

240.0 

258 

432.0 

328 

6.7 

2  3 

39  3 

]  ] 

9  97 

Clark  Equipment 

242.5 

29 

447.7 

28 

29.8 

222 

55.2 

401 

12.3 

4.9 

19.9 

15 

4,22 

Deere  (2) 

2460.2" 

1 7 

4187.0 

19 

189.3 

801 

276.3 

NM 

7  7 

1 .0 

20.6 

1 2 

5  82 

Dover 

761.2 

28 

1442.0 

24 

52.4 

32 

95.0 

29 

6.9 

6.7 

20.0 

18 

3,14 

Dresser  Industries  (2) 

1278.5 

2 

2636  0 

]  1 

52.7 

527 

246. 1 

664 

4. 1 

0.7 

24.6 

10 

2, 1 7 

FMC 

1063.3" 

7 

1 991 .7 

5 

67.3 

3 

1 13.4 

5 

6.3 

6.3 

1 7  6 

48 

1  24 

General  Signal 

426.7 

10 

815.3 

7 

25.0 

28 

49.6 

33 

5.9 

5.0 

1 4.2 

21 

1  70 

Goulds  Pumps 

150.2 

~1 

289.4 

5 

6.3 

-23 

1 1 .6 

0 

4.2 

5.4 

1 2.3 

1 9 

1,12 

Harnischfeger  Industries  (2) 

2605" 

0 

508.8 

2 

2.8 

-8 

4.8 

44 

1.1 

1.2 

-4.0 

NM 

-0,68 

Imo  Industries 

164.9 

-2 

318.6 

-5 

1.8 

-49 

2.7 

-31 

1.1 

2.1 

NM 

NM 

-2.39 

Ingersoll-Rand 

1 143.8 

14 

2154.1 

10 

51.6 

44 

84.6 

40 

4.5 

3.6 

13.6 

20 

1,78 

interlake 

182.1 

5 

351.4 

3 

-2.4 

NM 

-4.8 

NM 

NM 

NM 

NM 

NM 

-1,10 

Pentair 

391.9 

22 

781.2 

22 

1 1.8 

21 

22.9 

19 

3.0 

3.1 

13.0 

16 

2.45 

Stewart  &  Stevenson  Services  (11) 

259.2 

18 

503.8 

14 

15.0 

24 

31.9 

26 

5.8 

5.5 

16.1 

22 

1.82 

Varity  (11) 

505.8 

11 

1233  5 

-3 

25.0 

66 

52.0 

98 

4.9 

3.3 

12.8 

18 

2,06 

(d)TEXTILES 

GROUP  COMPOSITE 


2791.2 


8  5314.3 


108.1 


-13 


183.8 


-15 


3.9 


4.8 


13.: 


17 


Cone  Mills 
Fieldcrest  Cannon 
Guilford  Mills  (3) 
Interface 


201,7 
254,8 
183,2 
181,7 


0 
-1 
-5 
21 


397,6 
487,1 
338  8 
342,4 


0 
6 
-2 
20 


9,8 
6,7 
8,9 
3,7 


-28 
62 

-16 
33 


19,9 
12,2 
12,9 
6.5 


-24 
79 

-24 
30 


4.9 

2.6 
4.9 
2.0 


6.8 
1.6 
5.6 
1.9 


22.7 
8.9 

12.2 
7.0 


9 
14 
18 
15 


Mohawk  Industries 
Shaw  Industries  (6) 
Springs  Industries 
Unifi  (6)  


370.5 
722.2 
515.3 
361.9 


39 


697.6 
8  1342.3 
6  1000.5 
0  707.9 


35 
13 
2 

-2 


12.5 
43.8 
13.1 
9.6 


25 
16 
46 

-73 


12.0 
69.2 
18.9 
32.3 


-23 
27 
4 
-56 


3.4 
6.1 
2.5 
2.6 


3.7 
5.6 
1.9 

9.9 


1  1.6 
17.8 
8.8 
13.0 


14 
18 

12 
23 


16  METALS  &  MINING 


INDUSTRY  COMPOSITE 


17970.2 


10  34376.0 


10 


556.2 


NM 


716.5 


NM 


3.1 


NM 


0.8 


NM 


-0.( 


(a)ALUMINUM 
GROUP  COMPOSITE 


5629.4 


10613.6 


-6.8 


NM 


-141.0 


NM 


NM 


NM 


-13.0 


NM 


Alumax                                           687.0  15  1284.4          10             2  7  NM           -6.2  NM  0.4  NM  -10.4  NM 

Aluminum  Co.  of  America               2479.3  3  4700.9           4           45  4  29            5.0  -92  1.8  1.5  -1.6  NM 

Kaiser  Aluminum                             459.5  6  874.6           0          -23.6  NM         -52.9  NM  NM  NM  NM  NM 

Maxxam                                               543.8  7  1032.8             1            -43.2  NM          -77.7  NM  NM  NM  NM  NM 

Reynolds  Metals  1459.8"  7      2720.9  5  11.9        NM  -9.2  NM  0.8  NM  -17.8  NM 


(b)  STEEL 


GROUP  COMPOSITE 

9238.3 

9 

17877.3 

10 

371.2 

NM 

490.5 

NM 

4.0 

NM 

7.7 

NM 

0.27 

If 

AK  Steel  Holding 

514.8 

29 

960.7 

25 

34.5 

NM 

44,8 

NM 

6.7 

NM 

NA 

12 

2.13 

» 

Allegheny  Ludlum 

172  2 

-38 

486.1 

-15 

-29.2 

NM 

-11,1 

NM 

NM 

6.7 

5.6 

59 

0.35 

Armco 

354.9 

-22 

734.5 

-17 

69.9 

NM 

42,7 

NM 

19.7 

NM 

NM 

NM 

-2,01 

10 

Bethlehem  Steel 

1230.5 

10 

2361.7 

10 

26.0 

NM 

38,9 

NM 

2.1 

NM 

-21.6 

NM 

-2,40 

i 

Carpenter  Technology  (6) 

177.9 

12 

352.2 

12 

15.3 

30 

28,2 

28 

8.6 

7.4 

16.3 

14 

4,55 

1 

Commercial  Metals  (4) 

442.8" 

1 

835  0 

-2 

7.1 

11 

1 1.4 

1 

1.6 

1.5 

10.6 

16 

1,63 

Inland  Steel  Industries 

1 135  6 

14 

2211  3 

14 

31.6 

NM 

40.7 

NM 

2.8 

NM 

1.1 

NM 

0,06 

! 

LTV 

1128.4 

12 

2193.3 

10 

37.5 

-80 

52.8 

-62 

3.3 

18.7 

53.8 

NA 

NA 

le 

Lukens 

242  2 

7 

463.1 

3 

6.6 

-18 

4.1 

-71 

2.7 

3.5 

0.1 

NM 

0,07 

It! 

Northwestern  Steel  &  Wire  (5) 

150.4 

6 

290.6 

13 

1.7 

-18 

3.3 

117 

1.1 

1.4 

8.6 

77 

0,12 

k 

Nucor 

740.1 

31 

1389.8 

32 

49.7 

NM 

84.6 

NM 

6.7 

NM 

16.7 

39 

1,79 

Oregon  Steel  Mills 

230.1 

13 

444.9 

26 

3,4 

-63 

7  1 

-56 

1.5 

4.5 

2.1 

66 

0.29 

Hi 

Quanex  (2) 

172.2 

7 

321.8 

6 

3,8 

99 

5.5 

132 

2.2 

1.2 

4.1 

52 

0.41 

•ri 

USX-U.  S.  Steel  Group 

1534.0 

8 

2918.0 

1 1 

56,0 

NM 

21.0 

NM 

3.7 

NM 

20.0 

17 

2.17 

Weirton  Steel 

335.5 

1 1 

660.7 

10 

18,6 

NM 

21.5 

NM 

5.6 

NM 

NM 

23 

0.41 

WHX 

300.4 

12 

554  2 

10 

12,9 

40 

49.3 

672 

4.3 

3.4 

13.6 

9 

2.24 

[If 

Worthington  Industries  (7) 

376  2 

15 

699.4 

16 

25  8 

10 

45.5 

18 

6.9 

7.2 

17.9 

21 

0.94 

lit 

(cjOTHt^  METALS 
GROUP  COMPOSITE 


3102.6 


24  5885.1 


23 


191.7 


521 


367.0 


541 


6.2 


1.2 


6.8 


37 


Asarco                                            487.8  17  930.8  6             5.4  NM           32.0  NM  1.1  NM  1,1  82 

Cyprus  Amax  Minerals                    697  0  54  1285,0  55           32.0  -61           51.0  -46  4.6  18.1  2.0  50 

Freeport-McMoRan                          468.4  11  918.0  27           13,9  NM          37,3  NM  3  0  NM  NM  71 

Freeport-McMoRan  Copper  &  Gold  281  5  31  547  6         57  22,3  NM  48,2  NM  7,9  NM         19,3  64 


Homestake  Mining 
Magma  Copper 
Phelps  Doclge 


168,0 
219,5 
780,4 


-9 
15 
24 


334.0 
395.1 
1474.7 


-4 
3 
14 


33.0 
20,6 
64,6 


192 
337 
40 


57,2 
28,2 
1 13,2 


239 
466 
6 


19  6 
9.4 
8,3 


6.1 
2  5 
7.4 


16.4 
5.4 
9,5 


28 
22 
22 
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CORPORATE  SCOREBO 


OMPANY  SAiES   PROFITS  

MARGINS       RETURN  ON 

COMMON  12 


2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE 

MONTHS' 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARNINGS 

1994 

1993 

1994 

1993 

1994 

1993 

1994 

1993 

1994 

1993 

ENDING 

RATIO 

PER 

SMIL 

SMIL 

SMIL 

% 

5  Mil 

% 

% 

% 

6-30 

7-22 

SHARE 

lONBANK  FINANCIAL 

nUSTBV  COMPOSITE 

658B6  7 

9 

131550.1 

12 

5215.3 

-6 

9963.2 

-3 

7.9 

9.1 

13.3 

12 

3.29 

NANCIAL  SERVICES 

tOUP  COMPOSITE 

33601.3 

16 

67311.0 

21 

2707.8 

-21 

5904.4 

2 

8.1 

11.7 

18.3 

10 

3.92 

lexander  &  Alexander  Services 

335.1 

-2 

658.1 

-1 

3.8 

-71 

2.0 

-91 

1.1 

3.8 

-1.7 

NM 

-0.1 1 

tieghany 

468.2 

18 

948.2 

24 

16  3 

0 

33  3 

-27 

3.5 

4.1 

8.6 

13 

11.26 

mericon  Express 

3508.0 

6 

6881.0 

7 

360.0 

20 

677.0 

-32 

10.3 

9.1 

14.2 

10 

2  49 

r&T  Capital 

332.2 

5 

658.2 

2 

18.9 

37 

34.7 

22 

5.7 

4.3 

8.3 

13 

1.66 

:ar  Stearns  (6) 

770.2 

-13 

1669.2 

3 

32.4 

-74 

147.8 

-37 

4.2 

14.1 

22.0 

6 

2.89 

sneficial 

511.1 

6 

1048.3 

7 

56.2 

16 

1 17.1 

19 

1  1.0 

10.1 

16.1 

10 

3.81 

ock  (H&R)  (8) 

774.7" 

1 1 

1004.2 

13 

194.3 

7 

176.4 

-6 

25.1 

26.0 

30.2 

25 

1.54 

■owford 

147.8 

1 

296.6 

1 

10.4 

7 

20.5 

8 

7.1 

6.6 

18.4 

15 

1.10 

ean  Witter,  Discover 

1236.5** 

8 

2506.6 

13 

206.9 

32 

416.4 

42 

16.7 

13.7 

20.9 

9 

4.26 

Iwards  (A.  G.)  (10) 

301.6 

-4 

623.7 

1 

30.6 

-20 

70.6 

-5 

10.1 

12.1 

18.1 

7 

2.43 

fuifax 

342.7 

15 

662.0 

15 

28.7 

24 

53.0 

28 

8.4 

7.8 

33.9 

28 

1.01 

innie  Mae 

4496.1** 

15 

8799.7 

13 

535.0 

7 

1053.8 

7 

1 1.9 

12.8 

24.9 

1 1 

7.71 

rderal  Home  Loan  Mortgage 

1626.0 

23 

3200.0 

29 

249.0 

38 

526.0 

38 

15.3 

13.7 

19.7 

12 

4.80 

rst  American  Financial 

369.0** 

11 

741.4 

21 

7.6 

-56 

17.0 

-23 

2.1 

5.3 

19.4 

5 

5.01 

rst  Financial  Management 

488.7** 

24 

921.2 

24 

34.1 

22 

61.6 

25 

7.0 

7.1 

1 1.0 

24 

2.30 

anklin  Resources  (3) 

204.9 

23 

418.5 

29 

60.0 

34 

128.6 

48 

29.3 

26.9 

29.2 

13 

2.88 

ihman  Brothers  Holdings 

696.0 

NA 

1544.0 

NA 

20.0 

-83 

75.0 

NM 

2.9 

NA 

20.0 

6 

2.44 

arsh  &  McLennan 

840.5 

7 

1750.7 

8 

95.7 

1 1 

226.4 

17 

1 1.4 

1  1.0 

26.5 

17 

4.95 

errill  Lynch 

4480  3** 

1 3 

92 1 9  1 

1 6 

2518 

-27 

623  6 

—9 

5  6 

8  7 

23  6 

5  97 

organ  Stanley  Group  (11) 

40/ J. u 

1  n 
1 U 

1  1  7  A 
I  1  /  .U 

—  A  1 

1  / 

0.  1 

7.  1 

1  7  T 

7 

ft  49 

lineWebber  Group 

902.3** 

-6 

1984.8 

5 

-25.1 

NM 

30.6 

-77 

NM 

6.2 

12.0 

9 

1.90 

illie  Mae 

71 1 .5 

1 1 

1356.6 

3 

108.7 

-22 

230.6 

-19 

15.3 

21.7 

36.7 

6 

5.95 

slomon 

1 283  0** 

—50 

3052  0 

-27 

_204  0 

_]  38  Q 

1 6  8 

7  y 

1 6 

2  80 

:riwaD  (cnariesj 

258.2** 

1 1 

546. 1 

1 7 

OZ.  1 

/U.  0 

c 
D 

1  Z.4 

1  J.O 

TO  X 

Jz.o 

1  2. 

z.  1  o 

jnAmerica  (3) 

223.4** 

0 

442.4 

2 

42.1 

24 

82.1 

29 

18.8 

15.2 

19.8 

13 

3.38 

ansamerica 

1400.0** 

17 

2635.4 

12 

104.7 

-1 1 

209.4 

0 

7.5 

9.8 

13.6 

9 

5.50 

avelers 

AA^\^  A** 

ZOO 

Ton  '\ 

70 

AAC\  "X 

oo 

7  fi 

1  4.0 

14  4 

Q 
0 

4.  1  0 

ISURANCE 

ROUP  COMPOSITE 

29697.6 

3 

59103.8 

4 

2276.9 

0 

3761.1 

-14 

7.7 

7.9 

9.5 

16 

2.85 

etna  Life  &  Casualty 

4405.0** 

1 

8718.6 

1 

132.4 

-12 

178.1 

-39 

3.0 

3.5 

-11.3 

NM 

-6.48 

FLAC 

1481.2 

20 

2873.2 

22 

69.4 

18 

139.3 

24 

4.7 

4.8 

15.8 

13 

2.59 

Istate 

5320.0 

2 

10640.0 

3 

402.0 

1 

126.8 

-82 

7.6 

7.6 

8.0 

16 

1.57 

merican  General 

2071.3** 

6 

4139.0 

6 

157.7 

5 

318.7 

8 

7.6 

7.7 

6.0 

22 

1.29 

merican  International  Group 

5625.8** 

12 

10851.6 

12 

549.7 

14 

1055.3 

10 

9.8 

9.6 

13.0 

14 

6.36 

merican  National  Insurance 

353.0 

3 

673.6 

-2 

53.5 

-2 

89.8 

-15 

15.2 

15.9 

NA 

8 

6.39 

ankers  Life  Holding 

355.8 

-2 

704.8 

-2 

30.0 

-13 

56.6 

-12 

8.4 

9.5 

23.9 

9 

2  36 

ncinnati  Financial 

378.8 

2 

758.5 

5 

59.1 

-5 

107.6 

-10 

15.6 

16.7 

10.0 

14 

3  70 

»nseco 

411.3** 

-34 

897.2 

-35 

34.2 

-33 

1 16.7 

-40 

8.3 

8.2 

30.5 

6 

7.52 

emont  General 

158.0 

-7 

314.1 

-2 

14.1 

39 

27.6 

42 

8.9 

6.0 

13.8 

7 

3.35 

ortford  Steam  Boiler  Inspection 

152.5 

-6 

303.1 

-6 

14.3 

160 

26.2 

12 

9.4 

3.4 

5.1 

55 

0.79 

orace  Mann  Educators 

175.9 

0 

356.0 

0 

15.9 

-19 

28.0 

-28 

9.0 

1  1.2 

14.9 

1 1 

2.29 

ifferson-Pilot 

328.5 

7 

649.0 

6 

58.4 

12 

1 12.6 

10 

17.8 

17.0 

13.0 

1 1 

4.65 

>hn  Alden  Financial 

371.9 

7 

715.4 

6 

23.9 

21 

43.6 

1 1 

6.4 

5.7 

23.8 

1 1 

3.36 

emper 

407.9** 

6 

874.2 

9 

20.8 

NM 

75.1 

NM 

5.1 

NM 

-0.8 

NM 

0.23 

ncoln  National 

1539.7 

-19 

3502.5 

-9 

46.8 

-63 

197.8 

1 

3.0 

6.7 

12.1 

11 

4.04 

WNL 

381.3 

2 

762.3 

3 

26.5 

25 

52.5 

33 

70 

5.7 

11.1 

1  1 

2.96 

lul  Revere 

350.1 

23 

670.9 

18 

33.0 

57 

59.4 

43 

9.4 

7.4 

9.2 

2.31 

regressive 

594.0** 

20 

1 1 16.4 

20 

60.5 

-24 

108.6 

-17 

10.2 

16.1 

25.3 

1  1 

3.18 

rotective  Life 

203.8 

10 

399.3 

1 2 

1 6.4 

22 

33.0 

30 

8. 1 

7.3 

20. 1 

9 

4.68 

ifeco 

926.7** 

1 

1843.0 

3 

90.0 

-30 

146.1 

-28 

9  7 

14  0 

12.0 

10 

5.88 

.  Paul 

1 165.1 

9 

2328.9 

7 

127.8 

18 

192.2 

-2 

1  1.0 

10.1 

15.4 

8 

4.88 

trchmark 

464.4 

-15 

963. 1 

-10 

64.9 

-17 

140.5 

9 

14.0 

14.4 

22. 1 

10 

3.94 

ansatlantic  Holdings 

228.2 

34 

457.1 

37 

26.9 

24 

46. 1 

1 2 

1 1 .8 

12,7 

1 2.4 

14 

4.01 

nitrin 

340.8 

1 

679  3 

1 

28.3 

-23 

53.6 

-30 

8.3 

10.9 

3.6 

28 

1.40 

NUM 

928.0 

9 

1805.4 

8 

85.3 

6 

162.4 

4 

9.2 

9.5 

15.1 

1 1 

4.15 

SLife 

428.9 

5 

819.6 

4 

24.2 

2 

47.8 

8 

5.6 

5.8 

10.0 

8 

4.40 

enith  Notional  Insurance 

149.6 

0 

287.8 

-2 

10.9 

-28 

19.1 

-31 

7.3 

10.1 

13.5 

10 

2.33 

kVINGS  &  LOAN 

tOUP  COMPOSITE 

2587.8 

3 

5135.3 

0 

230.6 

NM 

297.7 

176 

8.9 

NM 

4.8 

23 

0.97 

imanson  (H.  F.) 

774.8 

17 

1553.5 

5 

73.5 

NM 

128.9 

NM 

95 

NM 

6.7 

12 

1.69 

lendale  Federal  Bonk  (6) 

274.5 

-3 

545.2 

-5 

-4.8 

NM 

-148.8 

NM 

NM 

NM 

-26.8 

NM 

-7.69 

olden  West  Financial 

468.9 

-3 

932.0 

-3 

61.9 

-12 

127.2 

-1  1 

13.2 

14.5 

12.4 

10 

4.06 

reot  Western  Financial 

708.9 

-4 

1407.7 

-5 

55.9 

6 

105.3 

8 

7.9 

7.1 

2.1 

59 

0.33 

etropoliton  Financial 

160.1 

15 

299.7 

13 

14.4 

-5 

26.6 

-13 

9.0 

10.9 

12.2 

12 

1.87 

andord  Federal  Bank 

200.6 

5 

397.2 

4 

29.7 

0 

58.5 

8 

14.8 

15.5 

16.3 

7 

3.73 
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2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE- 

Mol 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARll 

1994 

1993 

1994 

1993 

1994 

1993 

1994 

1993 

1994 

1993 

ENDING 

RATIO 

ll 

SMIL. 

% 

SMIL 

% 

SMIL, 

% 

SMIL  ' 

% 

% 

4-30 

7-22 

18  OFFICE  EQUIPMENT  &  COMPUTERS 

INDUSTRY  COMPOSITE 

58306.9 

11 

111397.5 

11 

1621.6 

NM 

4231.7 

NM 

2.8 

NM 

6.8 

41 

Of 

(a)BUSiNESS  MACHINES  &  SERVICES 

1 

CROUP  COMPOSITE 

4923.7 

19 

9570.5 

18 

249.1 

36 

493.4 

23 

5.1 

4.8 

15.9 

18 

il 

Bell  &  Howell 

169.1 

2 

331.7 

1 

-0.7 

NM 

-1.4 

NM 

NM 

0.6 

NM 

NA 

CompuCom  Systems 

306.6 

28 

587.5 

33 

3.3 

25 

6.0 

35 

1.1 

1.1 

21.3 

1 1 

0 

cue  International  (11) 

242.9 

18 

476.1 

18 

26.6 

40 

51.8 

40 

11.0 

9.3 

28.9 

35 

0 

Deluxe 

412.3 

14 

842.3 

10 

29.6 

NM 

67.6 

25 

7.2 

0.6 

19.4 

14 

1 

Diebold 

188.1 

25 

364.8 

28 

16.2 

37 

28.9 

41 

8.6 

7.9 

13.1 

23 

1 

HON  Industries 

193.0 

9 

393  7 

8 

9.2 

12 

20.9 

28 

4.8 

4.6 

27.2 

17 

1 

Intelligent  Electronics  (11) 

762.3 

24 

1502  3 

27 

12.8 

54 

25.5 

70 

1.7 

1.3 

19.9 

11 

1 

MicroAge(2| 

529.6 

NA 

1000.0 

NA 

5.2 

NA 

9.7 

NA 

1.0 

NA 

NA 

NA 

Miller  (Herman)  (7) 

247.9 

6 

489.8 

9 

10.5 

19 

21.7 

35 

4.3 

3  8 

13.6 

18 

1 

Pitney  Bowes 

954.9 

9 

1831.6 

7 

98  6 

13 

190.5 

12 

10.3 

10.0 

20.5 

15 

2 

Reynolds  &  Reynolds  (3) 

202.3 

19 

407  8 

20 

18.1 

35 

33.6 

25 

8.9 

79 

21.2 

18 

1 

Standard  Register 

184.3 

5 

368.2 

7 

10.6 

1 1 

20.6 

9 

5.7 

5.5 

1 1.6 

14 

1 

Tech  Data  (11) 

530.5 

60 

974.5 

58 

9.2 

43 

18.0 

48 

1.7 

1.9 

14.1 

18 

0 

COMPANY 


SALES 


PROFITS 


MARGINS 


RETURN  ON 
COMMON 


(b)COMPUTERS  &  PERIPHERALS 


GROUP  COMPOSITE 

44772.6 

10 

84950.4 

9 

374.6 

NM 

1701.8 

NM 

0.8 

NM 

2.5 

82 

0. 

Amdahl 

396.9 

-14 

775.7 

-8 

12.5 

NM 

19.6 

NM 

3.2 

NM 

-37.2 

NM 

-2 

Apple  Computer  (3) 

2149.9 

15 

4226  6 

10 

138.1 

NM 

155.5 

NM 

6.4 

NM 

8.8 

19 

1 

AST  Research  (6) 

584.5 

43 

1 175  9 

51 

14.1 

NM 

27.3 

NM 

2.4 

NM 

13  9 

9 

1 

Compaq  Computer 

2499.0 

53 

47770 

47 

210.0 

105 

423.0 

107 

8.4 

6.3 

21.7 

12 

2 

Conner  Peripherals 

650.1 

33 

1214.0 

16 

31.5 

NM 

55.3 

NM 

4.8 

NM 

NM 

NM 

-6 

Cray  Research 

215.8 

15 

464.7 

19 

8.2 

31 

30.2 

42 

3.8 

3.3 

8.7 

8 

2 

Data  General  (3) 

283.8 

12 

566.7 

9 

-12.4 

NM 

-60.3 

NM 

NM 

NM 

-38.7 

NM 

-3 

Dell  Computer  (1 1) 

766.6 

14 

1509.6 

17 

19.0 

86 

36.7 

-12 

2.5 

1.5 

-6.8 

NM 

-0 

Digital  Equipment  (6) 

3923.0 

0 

7181.8 

-3 

-1746.3 

NM 

-1929.6 

NM 

NM 

2.9 

-42.0 

NM 

-15 

EMC 

308.1 

72 

575.2 

81 

54.6 

103 

103.4 

147 

17.7 

15.0 

39.9 

16 

0 

Gateway  2000 

616.5 

69 

1232.5 

57 

3.8 

-80 

29.1 

-35 

0.6 

5.2 

36.3 

NA 

Hewlett-Packard  (2) 

6254.0 

23 

11936.0 

23 

408.0 

18 

776.0 

28 

6.5 

6.8 

14.5 

14 

5 

Intergraph 

242.4 

_3 

482  5 

_9 

NM 

NM 

NM 

NM 

NM 

X. 

International  Business  Machines 

15351.0 

-1 

28724.0 

1 

689.0 

NM 

1080.0 

NM 

4.5 

NM 

6  8 

26 

2 

Maxtor  (9) 

218.3 

-16 

478.7 

-21 

-12.2 

NM 

-16.7 

NM 

NM 

NM 

NM 

NM 

-6 

Quantum  (9) 

725.3 

51 

1360.3 

38 

58.2 

NM 

96.7 

226 

8.0 

07 

14.0 

13 

1 

Seagate  Technology  (6) 

1001.1 

30 

1910.3 

25 

79.3 

136 

146.3 

102 

7  9 

4.4 

18.3 

8 

3. 

Silicon  Graphics  (6) 

433.3 

36 

809  6 

37 

43.5 

34 

78.6 

49 

10.0 

10.1 

17.8 

24 

0 

Storage  Technology 

360.9 

1 

696  5 

0 

14.4 

NM 

-5.2 

NM 

4.0 

NM 

-13.1 

NM 

-3, 

Sun  Microsystems  (6) 

1402.7 

11 

2598.7 

8 

77.9 

2 

135,4 

6 

5.6 

6.0 

12.6 

11 

2. 

Tandem  Computers  (3) 

543.9 

14 

1028.1 

4 

48.5 

NM 

74.3 

NM 

8.9 

NM 

12.8 

15 

0. 

Unisys 

1799.2 

-7 

3488.1 

-9 

49.9 

-52 

1  17,6 

-26 

2.8 

5.3 

18.7 

7 

1. 

Western  Digital  (6) 

462.2 

62 

883.1 

45 

37.3 

NM 

65,7 

NM 

8.1 

NM 

29.6 

8 

1. 

Xerox 

3584.0** 

4 

6855.0 

3 

168.0 

65 

297.0 

39 

4.7 

3.0 

-7.3 

NM 

-2. 

(c)  COMPUTER  SOFTWARE  &  SERVICES 

GROUP  COMPOSITE 

8610.5 

18 

16876.6 

17 

997.8 

22 

2036.5 

26 

11.6 

11.2 

18.6 

31 

1 

Cabletron  Systems  (10) 

180.7 

37 

348  8 

37 

36  2 

38 

69  7 

37 

20.0 

19.9 

28.0 

23 

4. 

Ceridian 

218.5 

-3 

439.8 

-2 

16.4 

95 

38.6 

81 

7.5 

3.7 

-8.9 

NM 

-0. 

Cirrus  Logic  (9) 

176.0 

77 

346  1 

70 

15.0 

NM 

29.6 

NM 

8.5 

NM 

16.5 

13 

2. 

Cisco  Systems  (5) 

331.2 

92 

633.4 

100 

84.3 

82 

161.8 

90 

25.5 

26.9 

37.2 

19 

1. 

Comdisco  (3) 

494.0** 

-4 

1023.0 

-2 

24.0 

4 

48.0 

9 

4.9 

4.5 

13.1 

9 

2 

Computer  Associates  International  (9)  476.6 

13 

1 110  4 

15 

-85.6 

NM 

73.2 

-44 

NM 

73 

22.9 

25 

1. 

Computer  Sciences  (9) 

738.1 

21 

1469  0 

17 

21.8 

20 

54.6 

23 

3.0 

3.0 

11.7 

24 

1. 

Computervision 

150  9 

-30 

299  8 

-32 

2.0 

NM 

2.5 

NM 

1.3 

NM 

NM 

NM 

-11. 

Electronic  Data  Systems 

2334.0** 

12 

4573.3 

10 

197,3 

1  1 

369  0 

12 

8.5 

8.5 

20.3 

21 

1. 

First  Data 

409.6 

8 

785  4 

8 

46.5 

19 

90.2 

20 

1 1.4 

10.3 

18.7 

25 

1. 

Gtech  Holdings  (10) 

180.9 

18 

344.6 

18 

16.9 

-3 

28.9 

13 

9.3 

1 1,3 

22.3 

16 

1. 

Lotus  Development 

225.4 

-4 

471.0 

2 

9.7 

NM 

311 

308 

4.3 

NM 

13.9 

19 

1. 

Microsoft  (6) 

1293.0 

24 

25370 

27 

362.0 

37 

618.0 

22 

28.0 

25,5 

28.6 

27 

1. 

Novell  (2) 

406.6 

45 

718.0 

33 

104.9 

30 

177.7 

17 

25.8 

28  7 

-0.7 

NM 

-0. 

Oracle  Systems  (7) 

668.1 

41 

11509 

37 

1  14.5 

66 

184.2 

87 

17.1 

14.6 

36.4 

38 

0. 

Sybase 

158  1 

64 

296  0 

68 

15.7 

72 

27  3 

78 

9.9 

9.4 

25.8 

37 

1. 

SynOptics  Communications 

168.7 

-6 

330.1 

-1 

16.1 

-34 

32.0 

-31 

9  6 

13.6 

16.5 

16 

0. 

19  PAPER  &  FOREST  PRODUCTS 

INDUSTRY  COMPOSITE 

22442.6 

4 

43400.3 

3 

631.9 

7 

1147.6 

-3 

2.8 

2.7 

-2.1 

47 

-0. 

(a) FOREST  PRODUCTS 

GROUP  COMPOSITE 

5938.7 

6 

11454.2 

5 

109.3 

29 

254.3 

5 

1.8 

1.5 

3.9 

53 

0. 

Boise  Cascade 

1075.4 

10 

2089.5 

7 

-19.2 

NM 

-56.8 

NM 

NM 

NM 

-16.8 

NM 

-4. 

Georgia-Pacific 

3202.0 

0 

6157  0 

0 

14  0 

180 

70.0 

52 

0.4 

0.2 

0.2 

NM 

0. 

Louisiana-Pacific 

774.7 

30 

1472.7 

18 

81.9 

25 

167.1 

9 

10.6 

11.0 

16.4 

14 

2. 

Pope  &  Talbot 

157.9 

4 

326  7 

2 

2.8 

-40 

1 1.4 

-27 

18 

3.1 

75 

13 

1. 

Willamette  Industries 

728.7 

1  1 

1408.4 

9 

29.7 

12 

62.6 

9 

4.1 

4.1 

8.9 

23 

2. 
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If  Eric  Tse  had  a  ThinkPad  360,  he  could  pop  open  his  keyboard  and 
switch  his  hard  drive  in  the  bUnk  of  an  eye.  Alih!  You  missed  it. 


The  im\  I  hi nk Pad  360. 
Now  available  to  Eric  Tse. 
And  evervone  else. 


lore  information,  contact 
authorized  dealer 
ill  our  Personal  Systems 
Center  at  1-800-772-2227, 
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SALES 
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MARGINS 

RETURN  ON 

> 

COMMON 

CHANGE 

LHAlNljC 

CHANGE 

6 

CHANGE 

2ND 

EQUITY 

PRICE- 

MOlfe 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARlis 

1994 

1993 

1994 

1993 

1994 

1993 

1994 

1993 

1994 

1993 

ENDING 

RATIO 

p,r 

S  MIL 

% 

Smil 

% 

S  MIL. 

% 

S  MIL.  ' 

% 

% 

7-22 

(b)  PAPER 

IP 

GROUP  COMPOSITE 

16503.9 

4 

31946.1 

2 

522.6 

3 

893.3 

-5 

3.2 

3.2 

-3.7 

46 

-0.|j 

Bowater 

320.1 

-3 

629.0 

-7 

-14.9 

NM 

-36.3 

NM 

NM 

NM 

-10.1 

NM 

-it* 

Champion  International 

1242.0 

-1 

2468.1 

-2 

-31.1 

NM 

-62.1 

NM 

NM 

NM 

-6,1 

NM 

Chesapeake 

236.9 

0 

448.9 

1 

5.6 

331 

8.3 

NM 

2  4 

0  6 

5,0 

34 

0, 

Consolidated  Papers 

233.9 

-10 

466.0 

-7 

23.3 

-9 

38.6 

-10 

10.0 

9,8 

6.3 

34 

1. 

Fort  Howard 

315.3 

4 

590.6 

1 

-2.0 

NM 

-17.2 

NM 

NM 

NM 

NM 

NA 

International  Paper 

3600.0 

3 

7000.0 

1 

87.0 

13 

159.0 

13 

2,4 

2,2 

4.9 

29 

2, 

James  River  Corp.  of  Virginia 

1 198.1 

0 

2303.6 

0 

12.9 

-6 

5.8 

61 

-2.1 

NM 

-0  ' 

Kimberly-Clark 

1830.1 

6 

3606.6 

5 

151.5 

14 

287.7 

1 1 

8,3 

7.7 

21.6 

17 

3 

Manville 

636.5 

8 

1 167.7 

7 

20.7 

-25 

28  0 

-51 

3,2 

4,7 

1,0 

NM 

0.  1 

Mead 

1317.2 

4 

2472.8 

3 

52.4 

1 1 

80.0 

10 

4  0 

T  7 
J,/ 

8.1 

20 

2.  I 

Potlatch 

345.1 

6 

710.4 

3 

6.1 

119 

11.4 

-54 

1,8 

0,8 

2.7 

47 

0. 

Scott  Paper 

1 176.7 

-2 

2277.1 

-3 

40.2 

71 

65.4 

39 

3,4 

2,0 

-17,0 

NM 

-3. 

Union  Camp 

827.2 

5 

1617.3 

4 

25.9 

72 

37.2 

35 

3.1 

1,9 

3,3 

56 

0.  1 

Westvaco  (2) 

626.4 

8 

1203.7 

6 

16.3 

-16 

32.1 

-20 

2,6 

3,4 

2,6 

47 

0, 

Weyerhaeuser 

2598.4 

9 

4984.2 

5 

128.9 

-29 

255.4 

-29 

5,0 

7,6 

10  5 

20 

2.  . 

20  PUBLISHING  &  BROADCASTING 

INDUSTRY  COMPOSITE 

11503.0 

8 

22401.1 

9 

1091.3 

34 

1657.0 

26 

9.5 

7.6 

14.4 

27 

1. 

(a)  BROADCASTING 

GROUP  COMPOSITE 

3775.3 

6 

5699.8 

16 

346.6 

16 

557.8 

25 

12.5 

11.5 

20.6 

19 

3. 

Capital  Cities/ABC 

1538.1 

7 

2943  0 

12 

189.5 

25 

305.6 

37 

12.3 

10.6 

14.9 

22 

3, 

CBS 

882.6 

6 

2129.5 

24 

109.3 

2 

178.6 

1 1 

12.4 

12.9 

27.3 

15 

21,  ' 

Gaylord  Entertainment 

195.4 

12 

321.6 

10 

28.4 

36 

36.9 

33 

14.5 

12,0 

24.0 

27 

0, 

Multimedia 

159,2 

1 

305.7 

3 

19.4 

6 

36.8 

10 

12.2 

1 1.6 

NM 

13 

2- 

(b)PUBLISHiNG 

GROUP  COMPOSITE 

8727.7 

8 

16701.3 

7 

744.6 

44 

1099.2 

27 

8.5 

6.4 

12.4 

31 

1. 

Dow  Jones 

524.2 

8 

1023.4 

8 

46.0 

16 

89.2 

26 

8.8 

8,2 

10.9 

19 

1,^ 

Dun  &  Bradstreet 

1 184.7 

2 

2283  9 

2 

144.6 

4 

253.3 

4 

12.2 

11,9 

39,6 

23 

2., 

Gannett 

966  9 

3 

1843.5 

3 

131.8 

16 

210.5 

17 

13.6 

12,1 

22,0 

17 

2, 

Knight-Ridder 

661.6 

6 

1292  4 

7 

50.1 

18 

80  5 

23 

7.6 

6.8 

13,2 

18 

2, 

McGraw-Hill 

648.3 

32 

1208.1 

26 

48.0 

1 1 

63.0 

8 

7.4 

8.8 

1.9 

NM 

0,: 

Media  General 

154  6 

1 

304.0 

2 

92.9 

NM 

96.8 

738 

60.1 

5.3 

49.6 

7 

4.: 

New  York  Times 

635.5 

31 

1225.0 

31 

34.3 

53 

52,0 

56 

5.4 

4.6 

1.6 

NM 

0. 

Scholastic  (7) 

191.2 

17 

341.5 

16 

10.7 

3 

17.1 

2 

5.6 

6.4 

16  9 

21 

Scrlpps  (E.W.) 

307.6 

0 

593.4 

0 

47.8 

117 

72.9 

33 

15.5 

7.2 

16.9 

15 

1 

Time  Warner  t 

1667.0 

6 

3225  0 

5 

-20.0 

NM 

-71.0 

NM 

NM 

NM 

-14.1 

NM 

Times  Mirror 

807  6 

3 

1541  3 

0 

32.1 

57 

39  6 

24 

4.0 

2.6 

7.2 

23 

Tribune 

573.7 

1 1 

1056.6 

1 1 

85.0 

37 

125.1 

36 

14.8 

12.0 

19.5 

18 

Washington  Post 

404.8 

7 

763.3 

3 

41.3 

9 

70.1 

5 

10.2 

10.1 

14.3 

18 

13,. 

21  SERVICE  INDUSTRIES 

INDUSTRY  COMPOSITE 

22383.6 

11 

43093.1 

11 

907.0 

4 

1668.8 

10 

4.1 

4.3 

10.6 

27 

OA 

(a)CONSTRUCTION  ft  ENGINEERING 

GROUP  COMPOSITE 

4506.4 

-1 

8820.6 

2 

55^ 

-43 

141.7 

-20 

1.2 

2.1 

12.7 

22 

Apogee  Enterprises  (10) 

178.9 

20 

358.3 

20 

2,6 

183 

-0,4 

NM 

1,5 

0,6 

4.4 

37 

Butler  Mfg. 

175.4 

21 

292.5 

14 

5.1 

112 

3.7 

211 

2,9 

1.7 

33.9 

6 

EG&G 

6460 

-2 

1322.5 

1 

16.4 

-22 

30.8 

-23 

2.5 

3,2 

14.9 

12 

Fluor  (2) 

2079.6 

4 

4137.3 

9 

47.7 

14 

91.7 

18 

2.3 

2,1 

16.1 

24 

Foster  Wheeler 

571.2 

-12 

10409 

-16 

16.7 

14 

32.1 

18 

2.9 

2  3 

14.9 

23 

1.; 

Jacobs  Engineering  Group  (3) 

263.8 

-4 

536  4 

-4 

7,3 

0 

14.6 

1 

2.8 

2.7 

15.2 

18 

1.1 

Morrison  Knudsen 

591.4" 

-10 

1 132.7 

-7 

-40.5 

NM 

-30.8 

NM 

NM 

1.3 

-2.6 

NM 

-0.: 

(b)iNDUSTRIAL  DISTRIBUTION 

GROUP  COMPOSITE 

6215.1 

16 

12021.5 

16 

228.6 

14 

449.9 

15 

3.7 

3.8 

14.5 

19 

i.« 

Airgas  (9) 

159.5 

38 

3060 

36 

6.8 

62 

13.2 

58 

4.3 

3  6 

14  6 

39 

0.; 

Anthem  Electronics 

158.0 

-2 

341.6 

13 

5.0 

-21 

10.8 

-9 

3.1 

3.9 

8.0 

15 

1.; 

Arrow  Electronics 

835  6 

43 

1656.4 

46 

26.6 

39 

51.8 

40 

3.2 

3.3 

18  5 

12 

3.( 

Chemed 

161.4 

27 

313.5 

27 

5.7 

17 

114 

27 

3  5 

3.8 

13.0 

17 

1.? 

Fisher  Scientific  International 

269.7 

12 

510.1 

9 

10.1 

17 

16.7 

14 

3.7 

3.6 

18.5 

15 

2.1 

Genuine  Parts 

1219.8 

10 

2381.9 

1 1 

71.0 

8 

133.9 

10 

5.8 

6.0 

18.3 

16 

2.1 

Getty  Petroleum  (11) 

170.7 

-18 

357.3 

-15 

1.0 

5 

7.9 

2 

0.6 

0.5 

10.1 

17 

0./ 

Grainger  (W.W.) 

768.6 

16 

1474  9 

16 

42.3 

19 

83.9 

20 

5.5 

5.4 

16.8 

21 

3.1 

Hughes  Supply  (11) 

183  9 

24 

353.4 

24 

1.7 

139 

3  7 

121 

0.9 

05 

6  1 

12 

i.a 

Kaman 

209.0** 

7 

406.9 

4 

4.6 

-4 

8.8 

1 

2.2 

2.5 

-18.1 

NM 

-1.7 

Marshall  Industries  (7) 

224.5 

18 

422  1 

22 

9.2 

29 

17.0 

44 

4.1 

3.8 

14,5 

12 

1.S 

Pioneer-Standard  Electronics  (9) 

183.8 

37 

343.0 

36 

6.0 

33 

11.5 

42 

3.2 

3.3 

20.6 

13 

2.C 

Premier  Industrial  (7) 

200.7 

9 

378.6 

7 

27.4 

9 

48.1 

7 

13.7 

13.6 

22.4 

19 

1.1 

Staples  (11) 

3975 

33 

725.9 

30 

3.3 

12 

16.8 

25 

0.8 

1.0 

9.0 

35 

0.7 

United  Stationers  (4) 

360.0 

-2 

730.0 

-2 

2.2 

-54 

6.1 

-42 

0.6 

1.3 

7.3 

10 

0.9 

Univar  (10) 

503.3 

3 

913.4 

1 

1.5 

-54 

1.3 

-66 

0.3 

0.7 

1.9 

58 

0.1 

Wyle  Laboratories 

209.1 

42 

406.3 

42 

4.3 

53 

7.1 

-3 

2.1 

1.9 

NA 

NA 

N 
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Seek  to  invest  in  profitable,  successful  companies  because  they  are  more  apt  to  become 
profitable,  successful  investments.  For  over  twenty  years,  Berger  Associates  has  followed  this 
common-sense  investment  philosophy  resulting  in  the  highly  successful  Berger  100  Fund  and  Berger  101  Fund. 
This  philosophy  will  continue  to  guide  us  with  the  recently  launched  Berger  Small  Ct)mpany  Growth  Fund. 

This  new  fund  invests  in  equity  securities  ot  small,  grtwing  companies  with  market  capitalization  of  less  than 
$1  billion  and  a  proven  track  record  ot  at  least  three  years.  With  the  goal  ot  aggressive  growth,  it  broadens  the  range 
ot  equity  investment  opportunities  the  Berger  Funds  titters  investors.  By  applying  the  same  demanding  stock  selection 
standards  as  the  Berger  100  and  101  Funds,  the  Berger  Small  Company  Growth  Fund  will  allow  us  to  continue 
helping  investors  reach  tor  their  goals. 

So  it  you're  looking  tor  an  aggressive  tund  with  an  enduring  strategy,  consider  the  Berger  Small  Company  Growth 
Fund,  a  fund  whose  philosophy  has  withstood  the  ultimate  test-the  test  of  time. 

Open  an  account  with  as  little  as  $250. 

Please  call  (800)3334001 

tor  a  prospectus  containing  more  complete  inte)rmation  including 
management  tees,  charges  and  expenses.  Read  it  carefully  before  investing. 


The  Berger  Funds 


©1994  Berger  Associates.  Inc. 


Together  we  can  move  mountain.s.^' 
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EARf 
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ENDING 
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SMIL 

% 

5  Mil, 

% 

SMIL, 

7o 

SMIL,  . 

% 

% 

% 

6-30 

7-22 

SF 

|cj  POLLUTION  CONTROL 

CROUP  COMPOSITE 

4707.5 

15 

8885.2 

12 

322.2 

6 

570.6 

-3 

6.8 

7.4 

5.2 

52 

0, 

Browning-Ferris  Industries  (3) 

11 60.6 

31 

2144.8 

25 

80,8 

96 

142.7 

55 

7.0 

4.6 

1 1.7 

23 

1 

Chemical  Waste  Management 

583.4 

9 

1 106.8 

8 

218 

-4 

3 1 .6 

-28 

3.7 

4.2 

-44.1 

NM 

-1 

Rust  International 

4117 

g 

797.8 

9 

1 6,5 

-22 

30.5 

-19 

4.0 

5.5 

7.9 

1  4 

0 

WMX  Technologies 

2551  7 

1  1 

4835.8 

9 

203.1 

-7 

365.7 

-12 

8.0 

9.5 

9.6 

33 

0 

(d)PRiNTING  &  ADVERTISING 

GROUP  COMPOSITE 

2056.8 

9 

3965.8 

10 

133.3 

11 

201.1 

68 

6.5 

6.4 

15.3 

18 

1^ 

ADVO  (3) 

256.1 

9 

485.8 

8 

8.9 

6 

1 1.3 

8 

3.5 

3.6 

7.2 

72 

0 

Banta 

185.8 

1 2 

373.3 

14 

12.0 

1 4 

21.5 

15 

6.4 

6.3 

14.6 

15 

2 

Donnelley  (R.  R.)  &  Sons 

1 1 1 7.3 

12 

2188.2 

1 2 

58.3 

1 1 

101.1 

230 

5.2 

5.3 

13.3 

18 

1 

Interpublic  Group 

497.5" 

3 

918.5 

5 

54.1 

10 

67.1 

12 

10.9 

10.1 

24.1 

18 

1 

(e)OTHER  SERVICES 

GROUP  COMPOSITE 

4897.9 

13 

9400.1 

12 

167.4 

13 

305.6 

29 

3.4 

3.4 

11.3 

27 

ABM  Industries  (2) 

215.9** 

14 

426.7 

14 

3.3 

24 

6.1 

22 

1  c 

1  .O 

1  A 

12.0 

13 

1 

Adia  Services 

289.7 

33 

559.5 

31 

6.5 

42 

1 1.9 

46 

2.2 

2. 1 

10.8 

19 

1 

1  T 

^  1  ji  1 

0  14.1 

1  A 
1  4 

A.D 

1  OA 
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An 

1 .7 

0.7 

T  T  A 
1  1 .4 

zU 

n 

nunuiciTian  \oj 

250  1 

_^ 

550  1 

_^ 

4  9 

-54 

1 5  0 

-40 

2.0 

4.2 

9  2 

1 2 

r\ 

V 

InaCom 

408.6 

8 

807.9 

14 

-7.9 

NM 

-5  3 

NM 

NM 

1 .0 

1 1.2 

5 

1 

Manpower 

988.0 

27 

1799.4 

22 

17.1 

NM 

23.4 

NM 

1 .7 

NM 

3.7 

NM 

0 

Mid  Atlantic  Medical  Services 

1  Q  1  7 
I  o  1  ./ 

1  T 

oou.  J 

1  o 
1  z 

1  1  o 

OD  1 

ZO.  J 

zu  J 

6.5 

1.9 

TO  A 

oo 

z  J 

1 

DUU  IQ\ 

Klin  (o) 

DO  j.y 

4 

1 050.7 

5 

t  O.Z 

o 
y 

n  z 

8 

3.4 

3.2 

111 
IJ.  i 

1  1 

3. 

Pinkerton's 

193.8 

17 

385.4 

17 

0.2 

-90 

1 .5 

-48 

0.1 

1.0 

1.6 

75 

0. 

Koiiins 

171  O 

1  /  1  .7 

c 
0 

K*1Q  1 

0 

0  1  1 

1  n 

ZO.U 

1  o 
1  z 

12.3 

1 1.7 

00  1 

Z7.  1 

1  0 

1 . 

Safety-Kleen 

1  01  •> 
1  OJ.  J 

0 

OOU.  1 

J 

1  1  .0 

o 

7 

O  1  o 
Z  1  .z 

1  1 
1  1 

6.3 

5.5 

z/.u 

NM 

1 . 

Service  Corp.  International 

262.9 

2 1 

524.1 

19 

30.2 

24 

67.6 

26 

1 1.5 

1 1.2 

1 2.8 

19 

1 

ServiceMaster 

791.5 

9 

1449.1 

10 

40.4 

-35 

65.0 

-22 

5.1 

8.5 

41.8 

15 

1 

Volt  Information  Sciences  (2) 

161.7 

21 

304.2 

18 

5.8 

NM 

3.8 

NM 

3.6 

0.1 

3.5 

28 

0 

22  TELECOMMUNICATIONS 

INDUSTRT  COMPOSITE 

54358.6 

7  106567.5 

7 

5575.4 

36 

10106.7 

24 

10.3 

8.7 

14.0 

23 

1. 

(a)EQUIPMENT  &  SERVICES 

GROUP  COMPOSITE 

25980.9 

11 

50435.0 

9 

2313.6 

69 

3908.1 

58 

8.9 

5.8 

22.0 

21 

2. 

AirTouch  Communications  t 

279.2 

8 

536,5 

8 

33,1 

165 

60.6 

494 

119 

4.8 

2  7 

NM 

0. 

AT&T 

17729.0 

9 

34289.0 

7 

1 130.0 

12 

2224  0 

15 

6.4 

6.2 

28.8 

17 

3. 

Comsat 

207.9 

12 

408  4 

7 

21.6 

-7 

41.8 

-4 

10.4 

12.4 

9.7 

15 

1. 

DSC  Communications 

229.6 

36 

430.4 

33 

36.3 

99 

65.9 

123 

15.8 

10.8 

17.3 

23 

1. 

LIN  Broadcasting  t 

219.6 

28 

41 1.2 

28 

506  8 

NM 

491.7 

NM 

NM 

NM 

NM 

14 

8. 

McCow  Cellular  Communications  t  682.7 

26 

1313.5 

29 

137.0 

NM 

128.6 

NM 

20.1 

NM 

-1 1.0 

NM 

-0. 

MCI  Communications 

3309.0 

13 

65300 

14 

215,0 

21 

424.0 

23 

6.5 

6  1 

14.5 

20 

1. 

Sprint 

3150.4 

12 

6183.6 

12 

219.6 

33 

447.0 

191 

7,0 

5.9 

19.1 

17 

2. 

Telephone  &  Data  Systems  t 

173.6 

26 

332  4 

29 

14.3 

60 

24.5 

56 

8  3 

6.5 

3.0 

49 

0. 

(b)TELEPHONE  COMPANIES 

CROUP  COMPOSITE 

38377.6 

4 

56133.5 

4 

3261.8 

7 

6198.5 

10 

11.5 

11.2 

10.7 

25 

1. 

Alltel 

734.6 

29 

1444.0 

29 

76  2 

19 

148,1 

17 

10,4 

1 1.2 

18.1 

17 

1. 

Ameritech 

3146.4 

7 

6136.8 

7 

446  6 

15 

490,4 

-29 

14,2 

13.2 

17.0 

16 

2. 

Bell  Atlantic 

3394  1 

5 

6767.3 

6 

415.4 

8 

81 1,3 

7 

12.2 

12.0 

18.4 

16 

3. 

BellSouth 

4127.9 

6 

8252.2 

7 

516,5 

19 

1 101.8 

31 

12.5 

1 1.1 

9.3 

23 

2. 

Cincinnati  Bell 

299.8 

14 

591.9 

13 

18.7 

39 

34.4 

0 

6  2 

5.1 

-1 1.0 

NM 

-0, 

GTE 

4955.0 

1 

9701.0 

0 

595.0 

36 

1099.0 

22 

12.0 

8,9 

12.2 

26 

1. 

Nynex 

331 1  6 

-2 

6584.9 

-1 

74.7 

-78 

365  3 

-46 

2.3 

10.1 

-6.8 

NM 

-1. 

Pacific  Telesis  Group 

2256  0 

-3 

4550.0 

-1 

278.0 

-2 

560.0 

94 

12.3 

12.2 

9.1 

28 

1. 

Rochester  Telephone 

251  8 

13 

493  6 

14 

34.9 

76 

57.3 

51 

13.9 

8.9 

13.3 

16 

1. 

Southern  New  England  Telecomms.     427  8** 

4 

851  0 

5 

45.3 

1 1 

88.8 

15 

10.6 

10.0 

-3.7 

NM 

-0. 

Southwestern  Bell 

2764  6 

9 

5410,8 

8 

385.5 

14 

743.2 

16 

13  9 

13.3 

19.7 

17 

2. 

US  West 

2708.0 

7 

5349,0 

6 

375.0 

29 

699.0 

19 

13  8 

1  1.5 

9.2 

31 

1. 

23  TRANSPORTATION 

INDUSTRY  COMPOSITE 

37193.6 

5 

72309.6 

5 

1148.7 

NM 

1627.1 

2052 

3.1 

NM 

6.9 

31 

1. 

(ajAiRLINES 

GROUP  COMPOSITE 

17680.2 

4 

34043.6 

3 

82.7 

NM 

-272.4 

NM 

0.5 

NM 

-14.1 

NM 

-2. 

Alaska  Air  Group 

330.5 

19 

610  9 

16 

9,7 

NM 

3.4 

NM 

2  9 

NM 

-5.5 

NM 

-0. 

America  West  Airlines 

363.4 

12 

708  6 

10 

20  1 

96 

35.3 

185 

5  5 

3  2 

NM 

1 

2. 

AMR 

4101.0 

0 

79090 

0 

153.0 

226 

146.0 

484 

3.7 

1.1 

-1.3 

NM 

-0. 

Continental  Airlines 

1390.5 

-4 

2747.0 

-3 

-49.0 

NM 

-120.5 

NM 

NM 

NM 

-21.6 

NA 

Delta  Air  Lines  (6) 

3179.2 

2 

6122  2 

I 

-249.8 

NM 

-327.7 

NM 

NM 

0.2 

-30.8 

NM 

-10. 

Northwest  Airlines  (6) 

2273.0 

9 

4403  0 

7 

71  3 

NM 

89.6 

NM 

3  1 

NM 

NA 

8 

2. 

Southwest  Airlines 

661.1 

16 

1280.5 

20 

58.5 

39 

100,4 

50 

8  9 

7.4 

17.1 

22 

1. 

UAL 

3502.0 

6 

6697.0 

5 

55.0 

139 

-16.0 

NM 

16 

0.7 

2.9 

81 

1. 

USAir  Group 

1879.6 

4 

3565.5 

1 

13.8 

137 

-182.8 

NM 

0.7 

0.3 

NM 

NM 

-9. 
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CORPORATE  SCOREE 


.  o  o _• 


Is  connecting 
a  real 


customers 


Now  you  can  get. 


The  first  step  to  getting  ahead  of  your 
competition  is  to  get  closer  to  your  customers. 

Which  is  why  Sprint  Business  is  introducing 
Real  Solutions^'  A  new  program  committed  to 
boosting  your  business'  performance. 

It  all  starts  with  a  free,  top-to-bottom  ^ 
action  plan  that  will  analyze  where  your  ^ 
business  stands.  And  show  you  how  far  ' 
advanced  communications  can  take  it. 

As  a  Real  Solutions  customer,  you'll 
have  unlimited  access  to  all  the  resources 
of  the  Real  Solutions  Business  Center 
and  our  staff  of  professional  business  consul- 
tants. They'll  work  with  you  on  strategies 


that  will  keep  you  and  your  customers  well 
connected.  And  keep  your  business  growing. 
You'll  also  get  flat-rate  pricing  (to  take  the 
guesswork  out  of  your  monthly 
expenses),  one  simplified  bill  that 
combines  both  voice  and  data 
services,  and  free  software  that 
allows  you  the  convenience  of 
receiving  your  bill  on  a  disk. 
You'll  even  earn  credits  toward 
valuable  business  products  and  services. 
So  call  today.  And  get  Real  Solutions  from  Sprint 
Business.  Make  the  connection  to  help  your  business 
do  more  business. 


Sprint 

Business 


Call  1-800-816-REAL 


©1994  Sprint  Communications  Company  L.P  Monthly  minimum  and  term  plan  apply. 


COMPANY 


SALES 


PROFITS 


MARGINS 


RETURN  ON 
COMMON 


2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE- 

MOS 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARN 

1994 

1993 

1994 

1993 

1994 

1993 

1994 

1993 

1994 

1993 

ENDING 

RATIO 

PE 

SMIL 

% 

SMIL. 

% 

SMIl 

% 

SMIL  ' 

% 

% 

% 

MO 

7-22 

SH/ 

(b)RAILROAOS 

GROUP  COMPOSITE 

9623.6 

7 

18703.7 

6 

897.0 

21 

1578.4 

20 

9.3 

8.3 

13.1 

17 

2.( 

Burlington  Northern 

1 192.0 

4 

2402.0 

4 

82.0 

14 

169.0 

10 

6.9 

6.3 

17.7 

16 

3. 

Conrail 

951.0 

9 

1798.0 

6 

101.0 

19 

69.0 

-47 

10.6 

9.7 

5.7 

27 

1. 

z  J/  I  .V 

C 

0 

A  ^QQ  n 
AOtO.V 

0 

1  oz.yj 

C 

D 

236.0 

OJ 

6.8 

6.8 

1 3.3 

17 

4.i 

Illinois  Central 

145.2 

10 

292.7 

7 

24.8 

25 

52.5 

20 

17.1 

15.1 

24.3 

13 

2. 

Kansas  City  Southern  Industries 

267.2** 

15 

532.3 

19 

31.8 

48 

59.4 

36 

1 1 .9 

9.3 

19.0 

16 

2., 

Norfolk  Southern 

1 161.4** 

-1 

2238.2 

-2 

178.5 

15 

323.4 

10 

15.4 

13.3 

12.4 

15 

4. 

Santo  Fe  Pacific 

658.2 

8 

1289.7 

8 

48.4 

72 

102.6 

-24 

7.4 

4.6 

12.4 

23 

0. 

Southern  Pacific  Rail 

806.6 

8 

1554.8 

9 

48.5 

364 

63.5 

NM 

6.0 

1.4 

1.6 

NM 

-0.1 

Union  Pacific 

2070.0 

12 

3998.0 

9 

220.0 

1 1 

503.0 

39 

10.6 

10.7 

16.6 

14 

4. 

(c)TRANSPORTATION  SERVICES 

GROUP  COMPOSITE 

4970.2 

11 

9495.0 

10 

184.1 

NM 

282.7 

360 

3.7 

NM 

10.9 

17 

2.; 

Airborne  Freight 

484.5 

15 

951.1 

16 

13.1 

108 

20.1 

103 

2.7 

1.5 

12.0 

13 

2. 

Aviall 

215.9 

-6 

41 1.5 

-7 

1.1 

NM 

2.4 

NM 

0.5 

NM 

3,7 

NA 

Federal  Express  (7) 

2264.8 

1 1 

4342.2 

9 

80.7 

45 

111.8 

74 

3.6 

2.7 

11.1 

19 

3.1 

GATX 

284.4** 

-2 

545.1 

4 

20.9 

-20 

41.1 

-8 

7.3 

9.1 

9.3 

14 

2.: 

Ryder  System 

1176.3 

9 

2248.2 

8 

49.8 

22 

73.6 

21 

4.2 

3.8 

12.7 

16 

1.. 

Trinity  Industries  (9) 

544.3 

35 

997.0 

26 

18.5 

10 

33.7 

7 

3.4 

4.2 

12.3 

18 

1. 

(d)TRUCKING  &  SHIPPING 

GROUP  COMPOSin 

4920.6 

3 

10067.3 

9 

-15.1 

NM 

38.4 

-78 

NM 

2.3 

6.7 

27 

0.! 

Alexander  &  Baldwin 

291 .1  ** 

37 

545.6 

37 

20.9 

21 

37.8 

7 

7  2 

8.2 

1 1.2 

17 

1.. 

American  President 

653.6** 

1 2 

1356.7 

1 2 

1 9.0 

-1 1 

29.2 

-13 

2.9 

3.6 

14.2 

9 

2.. 

Arkansas  Best 

210.8 

-14 

475.7 

0 

-3.4 

NM 

2.2 

-67 

NM 

1 .8 

5.9 

21 

0.1 

Carolina  Freight 

263.2 

34 

455.8 

19 

9.6 

NM 

6.7 

NM 

3.7 

NM 

3.0 

18 

0.: 

Consolidated  Freightways 

1 059.8 

4 

2 1 63.0 

7 

5.2 

-38 

20.5 

23 

0.5 

0.8 

7.1 

23 

0.* 

Greyhound  Lines 

151  1 

-9 

284.9 

-10 

-45.4 

NM 

-61.4 

NM 

NM 

3.4 

-59.5 

NM 

Hunt  (J.  B.)  Transport  Services 

297.7 

14 

562  4 

1 1 

11.6 

-14 

17.3 

-6 

3  9 

5.2 

10.6 

19 

li 

Landstar  System 

250.2 

27 

457.3 

24 

6.6 

63 

9.9 

141 

2.6 

2.1 

23.0 

20 

Roadway  Services 

930.2 

-1 

1953.9 

9 

-21.7 

NM 

-5.8 

NM 

NM 

2.9 

6.5 

37 

TNT  Freightways 

220.8 

0 

471.5 

10 

4.4 

-47 

10.3 

-16 

2.0 

3  8 

14.3 

20 

Yellow 

592.2 

-19 

1340  4 

0 

-21.9 

NM 

-28.3 

NM 

NM 

NM 

-1.2 

NM 

24  UTILITIES  &  POWER 

INDUSTRY  COMPOSITE 

42801.8 

4 

91158.3 

5 

3500.2 

-4 

8354.2 

-1 

8.2 

8.9 

9.5 

14 

1.< 

GROUP  COMPOSITE 

37046.9 

4 

77593.0 

5 

3179.7 

-4 

7409.5 

0 

8.6 

9.3 

9.3 

14 

1.4 

Allegheny  Power  System 

569.3 

3 

1273.6 

9 

47.4 

-3 

130.5 

8 

8.3 

8  8 

11.3 

11 

1.' 

American  Electric  Power 

1349.0 

1 1 

2837.2 

12 

1 17.0 

16 

283.1 

14 

8.7 

8  3 

9.3 

14 

2. 

Atlantic  Energy 

205.8 

7 

437.9 

1 1 

21.1 

37 

48.3 

21 

10.3 

8.0 

12.3 

10 

1. 

Baltimore  Gas  &  Electric 

630.4 

12 

1378.6 

10 

66.7 

19 

148.9 

22 

10.6 

9.9 

11.2 

11 

2. 

Carolina  Power  &  Light 

687.3 

2 

1431.8 

4 

58.2 

-17 

147.0 

-10 

8.5 

10.4 

12.0 

12 

2.1 

»l 

Centerior  Energy 

596.0 

1 

1183.6 

0 

58.7 

17 

1  10.3 

9 

9.8 

8.5 

-52.8 

NM 

-6.: 

Central  &  South  West 

908.0 

2 

1758.0 

3 

107.0 

1 1 

155.0 

9 

1 1.8 

10.7 

9.5 

15 

1.. 

Cincinnati  Gas  &  Electric 

391.2 

6 

953.8 

1 1 

39.5 

-1 

1 15.7 

7 

10.1 

10.9 

-1.7 

NM 

-0.: 

Cipsco 

202.5 

7 

428  1 

7 

20.4 

49 

35.0 

12 

10.1 

7.2 

14.2 

10 

2.1 

CMS  Energy 

7960 

7 

1938  0 

8 

33.0 

22 

1 14.0 

12 

4.1 

3.6 

16.0 

11 

1.' 

Commonwealth  Edison 

1432.2 

0 

29569 

1 

-7.9 

NM 

43.7 

-69 

NM 

5.3 

-1.1 

NM 

Consolidated  Edison  Co.  of  N.Y. 

1392  1 

0 

3089.8 

4 

87.2 

40 

276.5 

28 

6.3 

4.5 

13.3 

10 

2.' 

Destec  Energy 

181.1 

14 

358.1 

26 

28.2 

22 

48.8 

5 

15.6 

14.6 

15.6 

5 

1.: 

Detroit  Edison 

872.7 

5 

1772  3 

4 

87.3 

-15 

200.2 

-16 

10.0 

12.3 

13.7 

8 

3.1 

Dominion  Resources 

1 109  7 

10 

2276.7 

8 

146  2 

29 

297.6 

20 

13  2 

11.3 

12.6 

11 

3.: 

DPL 

261.8 

8 

637.0 

8 

37.0 

1 1 

94.5 

6 

14.1 

13.8 

12.9 

14 

1.. 

DQE 

305.0 

4 

623  I 

7 

34.6 

-2 

73.5 

6 

1 1.4 

12.1 

1 1.8 

11 

I: 

Duke  Power 

1032.0 

5 

20872 

5 

128  0 

5 

301.6 

14 

12.4 

12.4 

13.9 

12 

111 

Florida  Progress 

681.5 

23 

1310.8 

25 

55.4 

20 

93.7 

12 

8.1 

8.4 

11.4 

12 

2. 

FPL  Group 

1443.0 

7 

2621.9 

6 

135.8 

12 

240.1 

7 

9.4 

9.0 

10.9 

13 

2.. 

at 

General  Public  Utilities 

873  5 

1 

1810.7 

4 

-1 19.8 

NM 

8.6 

-94 

NM 

7.8 

5.7 

19 

1.: 

Hawaiian  Electric  Industries 

284  6 

1 

5496 

-2 

19.4 

-6 

33.0 

5 

6  8 

7.3 

9.7 

14 

2.: 

lES  Industries 

171  1 

0 

382.7 

0 

11.1 

-7 

26.5 

1 

6.5 

70 

11.8 

11 

2.. 

ft 

lllinova 

349  6 

0 

792.5 

6 

3i.5 

21 

68.7 

20 

10  2 

8.4 

-5.1 

NM 

-0.' 

el 

Ipaico  Enterprises 

161.1 

5 

342.3 

6 

16.9 

-2 

48.1 

0 

10.5 

1 1.3 

9.5 

15 

2.( 

Kansas  City  Power  &  Light 

223  1 

7 

422.4 

6 

24  8 

-4 

34.7 

-17 

111 

12.4 

1 1.2 

13 

1.; 

KU  Energy 

154.0 

10 

320.5 

9 

15.0 

-12 

40.7 

-2 

9.7 

12.2 

12.9 

12 

2.( 

li» 

Midwest  Resources 

248.0 

0 

5906 

2 

9.9 

6 

39.6 

9 

4.0 

3.8 

1 1.8 

10 

>i 

New  England  Electric  System 

517.1 

0 

1094.0 

0 

35.8 

64 

107.2 

37 

6.9 

4.2 

14.1 

10 

3.: 

it 

New  York  State  Electric  &  Gas 

388.6 

0 

953.8 

5 

12.4 

-42 

97.1 

2 

3.2 

5.5 

8.9 

12 

2.1 

Niogara  Mohawk  Power 

979.7 

5 

2215.3 

7 

676 

3 

206.0 

7 

6.9 

7.0 

10.0 

9 

1.: 

Nipsco  Industries 

348.0 

0 

913.6 

5 

24.0 

-1 

91.7 

7 

6.9 

6.9 

14.2 

12 

2.. 

Northeast  Utilities 

854.6 

0 

1820  8 

0 

71.7 

168 

178.2 

79 

8.4 

3.1 

12.2 

10 

2.: 

Ohio  Edison 

585.4 

4 

1 186.7 

3 

75.4 

-1 

144.7 

0 

12.9 

13.5 

0.1 

NM 

0.1 

Orange  &  Rockland  Utilities 

229.7 

7 

522  4 

9 

3.4 

-49 

17.4 

-20 

1.5 

3.1 

9.8 

1  1 

2.: 

Pocific  Gos  &  Electric 

2439.7 

-1 

4954.0 

1 

241.4 

-2 

478.3 

-5 

9.9 

10.0 

1 1.6 

10 

2.: 

PECO  Energy 

951.6 

6 

2080.0 

5 

1 16.0 

8 

275.4 

2 

12.2 

1 1.9 

12.7 

10 

2.. 
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CORPORATE  SCOREE 


MPANY 


SALES 


PROFITS 


2ND 
QUARTER 
1994 
SMIL 


CHANGE  6 
FROM  MONTHS 
1993  1994 
S  MIL 


CHANGE 
FROM 
1993 


2ND 
QUARTER 
1994 
SMIL 


CHANGE 
FROM 
1993 


6 

MONTHS 
1994 
SMIL 


MAROINS 

CHANGE      2ND  2ND 
FROM     QUARTER  QUARTER 
1993         1994  1993 


RETURN  ON 
COMMON 

EQUITY 
12  MONTHS 

ENDING 
6-30 


PRICE 
EARNINGS 
RATIO 
7-22 


12 

MONTHS' 
EARNINGS 
PER 
SHARE 


nsylvania  Power  &  Light  640  2  3  1409.7  5  54.0  -23  167.7  -10  8.4  H  .3  12.2  10  1.98 

lacle  West  Capital  433.0  5  807.6  2  56  2  21  85.3  4  13.0  11.3  10.5  9  1.99 

iond  General  202.1  5  480.1  2  20  5  25  62.6  12  10.1  8.5  116  9  1.98 

lie  Service  Co.  of  Colorado  477.6  7  1090.0  3  23.9  17  70.4  -11  5.0  4.6  11.2  12  2.25 


lie  Service  Co.  of  New  Mexico  204.3  7  465.1  6  19.2  241  43.4  146  9.4  3.0  -7  4  NM  -1.02 

lie  Service  Enterprise  Group  1278.4  3  3072.8  8  140.2  8  380.6  9  11.0  10.4  12.1  10  2.56 

et  Sound  Power  &  Light  263.6  11  592.8  6  17.8  -32  64.3  -21  6.7  11.0  8.9  11  1.68 

tiester  Gas  &  Electric  217.1  7  527.1  11  9.6  39  43.8  22  4.4  3.4  10.6  11  2.16 


Diego  Gas  &  Electric 


:orp 
thern 


463.0 
2960 
1858.5 
2069.0 


-1  967.4 

6  6434 

5  3587.3 

0  4001.4 


-33.2 
30.7 
151.8 
277.3 


NM 


26.6 
82.4 
294.2 
440.3 


-74 
10 
-5 
-7 


NM 
10.4 

8.2 
13  4 


9.5 
10.2 

8.6 
13.2 


12  9 
10.5 
12.5 


17 
12 
9 
13 


1.15 
3.76 
1.39 
1.51 


thwestern  Public  Service  (4)  196.2  2  385.6  3  19.8  -11  37.2  -16  10.1  11.5  13.9  11  2.32 

■  Energy  353  3  12  659.9  11  42  8  9  77.3  19  12.1  12.4  15.7  14  1.41 

as  Utilities  1430.3  14  2731  6  14  174.3  -9  269.1  -28  12.2  15.3  4.5  27  1.18 

on  Electric  Power  180.7  15  336.1  11  4.4  NM  -10.1  NM  2.5  nm  nm  nm  -0.03 


>n  Electric 

532.9 

4 

971.8 

1 

97.4 

12 

135.6 

3 

18.3 

17.0 

13.2 

12 

2.82 

ed  Illuminating 

153.4 

2 

321.0 

3 

6.4 

-38 

19.6 

-14 

4.2 

6.9 

7.8 

14 

2.35 

ihington  Water  Power 

147.2 

16 

338.0 

-1 

15.7 

0 

42.4 

-18 

10  7 

12.4 

10.0 

12 

1.23 

item  Resources 

341.1 

-15 

879.5 

-10 

30.2 

-2 

96.4 

13 

8  9 

7.7 

12.0 

10 

2.86 

:elabrator  Technologies 

321.7 

15 

603.0 

15 

48.6 

-2 

88.8 

7 

15.1 

17.8 

12.6 

19 

0.89 

.  Holdings 

181.3 

4 

415.5 

9 

10.9 

33 

38  1 

32 

60 

4.7 

12.0 

12 

2.38 

i,  OIL  &  TRANSMISSION 

UP  COMPOSITE 

5754.9 

2 

13565.2 

7 

320.5 

-6 

944.7 

-7 

5.6 

6.0 

11.1 

19 

1.56 

3SO  Natural  Gas 

210.8 

-4 

432.8 

0 

24.0 

16 

45.1 

-12 

1 1.4 

9.4 

11.9 

15 

2.30 

>n 

1897.8 

0 

4347.5 

15 

75.6 

24 

248.7 

20 

4.0 

3.2 

13.6 

22 

1.48 

itable  Resources 

316.1 

52 

755.7 

58 

6.1 

-31 

42.4 

7 

19 

4.3 

10.2 

15 

2.23 

<i 

272.6 

-6 

929.3 

9 

3.7 

73 

73.0 

29 

1.3 

0.7 

16.7 

13 

3.03 

>r 

267.6 

-4 

1047.9 

10 

15.9 

-5 

67.2 

7 

5.9 

6.0 

15.6 

12 

2.09 

lok  (4) 

190.5 

2 

485.9 

-3 

5.7 

107 

32.1 

-6 

3  0 

1.5 

9.9 

13 

1,42 

handle  Eastern 

464.7 

-19 

982.0 

-17 

48.9 

42 

107.7 

4 

105 

6.0 

8  9 

16 

1.27 

Imont  Natural  Gas  (2) 

204.8 

0 

437.9 

7 

23.0 

2 

50.7 

2 

112 

1 1.0 

11.8 

15 

1.47 

at 

415.0 

16 

894.5 

5 

34.5 

-73 

84.2 

-57 

8  3 

35.3 

11.1 

19 

1.77 

isco  Energy 

695.0 

2 

1529.1 

5 

8.2 

1 

37.7 

21 

1.2 

1.2 

-12.9 

NM 

-1.36 

or 

186  1 

-2 

506.7 

9 

1.0 

74 

29.2 

19 

0.5 

0.3 

1 1.5 

14 

2.05 

iams 

633.9 

17 

1215  9 

-6 

74.0 

105 

126.8 

-22 

1 1.7 

6.7 

11.3 

17 

1.80 

HABETICAL  LIST  OF  COMPANIES 

iber  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


borotories  12d 
shies  21e 
ices  21e 
I  Micro  9d 
id 

&  Casualty  17b 
fh 

-.(H,F)17< 
iti  &  Chemicals  4 
Freight  23c 
lb 

yimuriiaions  2^ 
"lolding  16b 
r  Group  23a 
iA 
slOc 
dardS 
o 

'&Aiexarxier17a 
r&  Baldwin  23d 
/17a 

'  Ludlum  16b 
f  Power  24a 
12b 

iis/stems  15a 

lolS 

fb 

b 

6a 
8b 

Hess  11a 
A^est23a 


American  Brands  6e 
Americon  Cyanamid  12b 
Amencon  Electric  24a 
Amencon  Express  17a 
American  General  17b 
Amencon  Greetings  14d 
Americon  Home  12b 
Americon  Intl.  Group  17b 
AmericCTi  MoizeProduds  lOb 
A/nericon  Medical  12c 
Amencon  National  17b 
American  President  23d 
Americon  Stores  lOc 
Ameritech  22b 
Ames  Dept.  Stores  8 
Ametek  9a 
Amgen  12b 
Amoco  11a 
AMP9d 
Amphenol  9d 
AMR  23a 
Anolog  Devices  9d 
Anheuser-Busch  6c 
AnnTaylor  Stores  8 
Anthem  Electronics  21b 
Apogee  Enterprises  21a 
Apple  Computer  18b 
Applied  Moteriols  15c 
Arbor  Drugs  12a 
Arco  Chemical  4 
Arkansas  Best  23d 
Armco  16b 
Armstrong  World  6b 
Arrow  Electronics  21b 
Arvin  Industries  2b 


Asorco  16c 
Ashland  Coot  11o 
Ashland  Oil  11a 
AST  Research  18b 
AT&T220 
AT&T  Capital  17a 
Atlantic  Energy  24a 
Atlantic  Richfield  11a 
AutoZone  8 
Avery  Dennison  15a 
Avioll  23c 
Avon  Products  6d 

B 


Boker  (J.)  8 
Boker Hughes  lib 
Boll  7a 

Boltimore  G&E  24a 
Bone  One  3b 
Bancorp  Hawaii  3d 
Bondag  2c 
Bonk  oF  Boston  3a 
Bonk  of  New  York  3a 
BonkAmenco  3d 
Bankers  Life  Holding  17b 
Bankers  Trust  3o 
Bonta  21d 
Bard  [C  R  }12d 
Barnes  &  Noble  8 
Bomett  Bonks  3c 
Bausch  &  Lomb  12d 
Baxter  International  12d 
BoyBanks  3a 
Bear  Steoms17a 
Beckman  Instruments  9c 


Becton,  Dickinson  12d 
Bell  &  Howell  18a 
Bell  Atlantic  22b 
BellSouth  22b 
Bemis  7b 
Beneficial  17a 
Bergen  Bmnswig  12a 
Best  Buy  6b 
Bethlehem  Steel  1M 
BeveHy  Enterpnses  12c 
Big  B  12a 

Bindley  Western  Inds.  12a 
Black  &  Decker  15b 
Block  (H&R)  17a 
Blockbuster  Ent.  14b 
Blount  15b 

Boatmen's  Bancshores  3b 
Bob  Evans  Farms  14a 
Boeing  1 

Boise  Coscode  19a 
Borden  10b 

Borg- Worrier  Automotrve  2b 
Bowoter  19b 
Bradlees  8 

Bristol-Myers  Squibb  12b 
Broadway  Stores  8 
Brov/n  Group  6a 
BrovrtvFonnan  6c 
Brovming-Ferris  21c 
Brunswick  14d 
BuHington  Northern  23b 
BuHington  Resources  11a 
Butter  Mfg.  21a 


Cabletron  Systems  18c 
Caesars  World  14c 
Caldor  8 

Campbell  Soup  lOb 
Canandaiguo  Wine  6c 
Capitol  Cities/ ABC  20a 
Cordinol  Health  12a 
Caremark  IntI  12c 
CoHislelSa 
Carnival  14d 
Carolino  Freight  23d 
Carolina  Power  24a 
Carpenter  Tech.  16b 
Carson  Pirie  Scott  8 
Cosey's  General  Stores  lOc 
Caterpillar  15c 
CBS  20a 
GDI  21e 

Centerior  Energy  24o 
Centex  13b 

Central  &  South  West  24a 
Cendian  18c 
Chompion  IntI  19b 
Charming  Sfioppes  8 
Chose  Manhattan  3a 
Chemed  21b 
Chemical  Bonking  3a 
Chemical  Waste  21c 
Chesapeake  19b 
Chevron  11a 
Chrysler  2a 
Cincinnati  Bell  22b 
Cinannoti  Rnondol  17b 


Cincinnati  G&E  24a 
Cincinnoti  Milacron  15b 
Cipsco24a 
Circuit  City  Stores  6b 
Circus  Grcus  14c 
Cirrus  Logic  18c 
Cisco  Systems  18c 
Citicorp  3a 
Clark  Equipment  15c 
CM  L  Group  14d 
CMS  Energy  24o 
Coastal  11a 
Coco-Cola  6c 
Coco-Colo  Bottling  6c 
Coco^ola  Enterprises  6c 
Coleman  9a 
Colgate^olmolive  6d 
Coltec  Industnes  5 
Columbia/HCA  12c 
Comdisco  18c 
Comenco  3b 
Commercial  Metots  16b 
Commonweolth  Ed  24o 
Compaq  Computer  18b 
CompuCom  Systems  18a 
Computer  Associotes  18c 
Computer  Saences  18c 
Computervision  18c 
Comsat  22a 
ConAgra  lOb 
Cone  Mills  15d 
Conner  Penpherols  18b 
Conroil  23b 
Conseco  17b 
Consolidated  Edison  24o 


Cons,  Freightwoys  23d 
Consolidated  Popers  19b 
Consolidated  Stores  8 
Continental  Airlines  23a 
Continental  Bonk  3b 
Cooper  Industnes  9a 
Cooper  Tire  &  Rubber  2c 
Coots  (Adolph)  6c 
CoreStates  Finondol  3a 
Coming  15a 
CPC  International  10b 
Crocker  Barrel  14a 
Crone  15a 
Crawford  17a 
Cray  Research  18b 
Crestar  Finondol  3c 
Crompton  &  Knowies  4 
Crovffl  Cork  &  Seol  7a 
CSX  23b 

cue  International  18a 
Cummins  Engine  2b 
Cyprus  Amax  Minerals  16c 


Dana  2b 

Danaher15b 

Dart  Group  5 

Data  Generol  18b 

Dayton  Hudson  8 

Dean  Foods  10b 

Dean  Witter,  Discover  17a 

Deere  15c 

Dell  Computer  18b 

Delta  Air  Lines  23a 

Deluxe  18a 


Destec  Energy  24a 
Detroit  Diesel  2b 
Detroit  Edison  24a 
Dexter  4 
Dingnostek  12a 
Dials 

Diamond  Shamrock  11a 
Diebold  18o 
Digital  Equipment  18b 
Dillord  8 

Disney  (Woh)  14b 
Dole  Food  10b 
Dollar  General  8 
Dominion  Resources  24a 
Donaldson  2b 
Donnelley  (R  R.j  21d 
Dover  15c 
Dow  Chemical  4 
Dow  Jones  20b 
DPL24a 
DOE  24a 

Dr  Pepper/Seven-Up  6c 
Dresser  Industries  15c 
Dreyei^s  GnxxJ  Ice  Cream  1 0b 
Drug  Emponum  12a 
DSC  Communs.  22a 
Duke  Power  24a 
Dun  &  Brodstreet  20b 
DuPont4 


E-Systems  9b 

Eogle  Food  Centers  10c 

Eastman  Chemicot  4 

Continued  on  p.  72 
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Eoslmon  Kodak  14d 
Eaton  2b 
Echlm2b 
Eckerd  12a 
Ecolab6d 
Edison  Brothers  8 
Edwards  (A.  G.)17o 
EG&G  21a 

El  Paso  Natural  Gas  24fc 


General  Public  Uts.  24.  l,*nx*c«JGm«TeAlS« 
Generol  Signal  15«  Internotional  Paper  19b 

Genovese  Drug  Stores  12a    Interpublic  Group  21d 


Genuine  Parts  21b 
Geon4 
Georgia  GuK  4 
GeorgioPaafic  19a 
Gerber  Produrls  10b 
Getty  Petroleum  21b 
Giont  Food  lOc 


Elearonic  Data  Systems  18c    Gillette  6d 
EMC  18b  I  Glendale  Federal  Bank  17c 


Engelhard  4 
Enron  24b 
Equifax  17a 

Equitable  Resources  24b 
Ethyl  4 

Excel  Industries  2b 
Exxon  11a 


F&M  Distributors  8 
Family  Dollar  Stores  8 
Fannie  Mae  17a 
Fay's  12a 

Federal  Express  23c 
Federal  Home  Loon  17a 
Federal  Paper  Board  7b 
Federal  Signol  15a 
Federal-Mogul  2b 
Federated  Dept  Stores  8 
Ferro4 

Fieldcrest  Cannon  ISd 
Fifth  Third  Bancorp  3b 
Fina  11a 
Fingerhut  8 

First  Amencon  Rnl.  17a 

First  Bank  System  3b 

first  Chicago  3b 

First  Dota  18c 

First  Fidelity  3a 

Rrst  Finanaol  Mgmt.  17a 

first  Interstate  Bancorp  3d 

first  of  Amenco  Bank  3b 

first  Union  3c 

firstar3b 

fisher  Saentific  21b 
Fleet  finandol  Group  3a 
fieetwood  Ents  14d 
Fleming  10a 
fiorido  Progress  24a 
Fluor  21a 
FMCISc 
Food  Lion  10c 
Foodorama  10c 
Ford  Motor  2a 
Fort  Howard  19b 
Foster  Wheeler  21a 
Foundation  HeoWi  12c 
FoxMeyer  I2a 
FPL  Group  24a 
FranUin  Resources  17a 
Freeport-McMoRon  16c 
FreepcrtMcMoRon  G&G  16c 
Fremont  General  17b 
Fretter6b 
Fruit  of  the  Loom  6a 
Fuller(H  B)4 


GM  Hughes  Electronics  9b 

Golden  West  17c 

Good  Guys  6b 

Goodrich  (B.  F,)4 

Goodyear  Tire  &  Rubber  2c 
Goulds  Pumps  15c 
Grace  (W  R  )  4 
Grainger  (W  W,  1 21b 
Great  A&P  10c 
Greot  Lakes  Chemical  4 
Great  Western  17c 
Greyhound  Ijnes  23d 
GTE  22b 
Gtech  Holdings  18c 
Guilford  Mills  15d 


Interstole  Bakenes  10b 
Intl.  Multifoods  lOa 
Ipolco  Enterpnses  24a 
ITT5 

IVAX12b 


Jacobs  Engineering  21a 
James  River  19b 
JefFerwn  Smurfit  7b 
Jefferson-Pilot  17b 
JohnAldenfinl  17b 
Johnson  &  Johnson  12d 
Johnson  Controls  9c 


Halliburton  lib 
Handleman  21e 
Hanna(M  A.)4 
Honnoford  Brothers  lOc 
Harcourt  General  5 
Horfey-Dovidson  14d 
Hamischfeger  15c 
Hartford  Steam  17b 
Hartmarx  6a 
Hasbro  14d 
Hawaiian  Electric  24a 
Healh  Cae  &  Reliement  1 2c 


Kaiser  Aluminum 
Kamon  21b 

KaisasQy  Powers  lj^24a 
Kansas  City  Southern  23b 
Kaufman  &  Brood  13b 
Kellogg  10b 
KelKvood  6a 
Kemper  17b 
Kendall  Inll  12d 
Kerr-McGee  11a 
KeyCorp  3b 
Kimberfy-Clark  19b 
Kmart  8 

Knight-Jiidder20b 
Kohl's  8 
Kroger  10c 
KU  Energy  24a 


La-Z-Boy  Chair  6b 

 — ■w.io.p        I  l-odd  Furniture  6b 

F'«*soulhReh<ijfejion12c  l-a'arge13a 
HeaMitrust  12c  Lands' End  8 

Hechinger8  Landstar  System  23d 

Heilig-Meyers  6b  Lear  Seating  15a 

Heinz  (H.J)  |Ob  Leggett  &  Piatt  6b 

Helene  Curtis  Industries  6d  '^*>«i'Bn3*iasHctiigs17a 


Hershey  Foods  lOb 
Hewlettfackord  18b 
Hillenbrand  15a 
Hillhoven  12c 
Hills  Stores  8 
Hilton  Hotels  14c 
Home  Depot  8 
Home  Shopping  8 
Homestoke  Mining  16c 
HON  Industries  18a 
Honeywell  9c 
Horoce  Mann  17b 
Hormel  Foods  lOb 
Hubbell  9a 
Hudson  Foods  lOfa 
Huffy  14d 
Hughes  Supply  21b 
Humana  12c 
Hunt  (J,  B.)  23d 

I 


Gannett  20b 
Gap  8 

Gateway  2000 18b 
GATX23C 

Oayiord  Container  7b 
Gaylord  Ent.  20a 
GenCorp  1 
Genentech  12b 
General  Dynamics  1 
General  Electric  5 
General  Host  5 
General  Instrument  9b 
General  Mills  lOb 
General  Motors  2a 
Generol  Nutrition  10c 


IBM  18b 
IBP  10b 

lES  Industries  24a 
Illinois  Central  23b 
Illinois  Tool  WoHrs  15a 
lllinovo  24a 
Imo  Industries  15c 
InaCom  21e 
ln9ersolH(and  15c 
Inlond  Steel  16b 
Insilco  9d 

Integro  finanaol  3a 
Intel  9d 

Intelligent  Electronics  18a 
Interface  15d 
Intergroph  18b 
InteHake  15c 
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Lennar  13b 
Levitz  Furniture  6b 
Lilly  (Eli)  12b 
Limrted  8 

UN  Broadcasting  22o 
Uncoln  National  17b 
Lrtton  tndustnes  9h 
Uz  Qoibome  6a 
Lockheed  1 
Lochte4 

Longs  Drug  Stores  12o 
Longview  Fibre  7b 
Loral  9b 

Lotus  Development  18c 
Louisiana  Land  11a 
Louisiano^adfic  19a 
Lowe's  8 
LSI  Logic  9d 
LTV  16b 
Lubrizol  4 
Lukens  16b 
Lyondell  4 

M 


Moxus  Energy  11i 
Maxxam  16a 
Moy  Department  Stores  8 
Maytag  6b 
McCow  Cellular  22a 
McCormick  lOb 
McDonald's  14a 
McDonnell  Douglas  1 
McGraw-Hill  20b 
MCI  Communications  22a 
McKesson  12a 
MCN24b 
M.  DC.  Holdings  13b 
Mead  19fa 
Media  General  20b 
Medtronic  12d 
Mellon  Bonk  3a 
Melville  8 

Mercantile  Bancorp.  3b 
Mercontile  Stores  8 
Merck  12b 
Memll  Lynch  17a 
Metropolitan  Financial  17c 
Meyer  (Fred]  8 
MGM  Grand  14c 
Michaels  Stores  8 
Micro  Worehouse  8 
MicroAge  18a 
Micron  Technology  9d 
Microsoft  18c 
Mid  Allontic  Medical  21e 
Midlontic  3a 
Midwest  Resources  24a 
Miller  (HennanI  18a 
Minnesoto  Mining  15a 
Miroge  Resorts  14c 
Mitchell  Energy  11a 
Mobil  11a 
Modine  Mfg.  2b 
Mohawk  Industries  15d 
Monsonto  4 
Morgan  (J  P)  3a 
Morgon  Stanley  17a 
Morrison  Knudsen  21a 
Morrison  Restaurants  14a 
Motorola  9b 
Multimedto  20a 
Murphy  Oil  11a 
Musidond  Stores  14d 


Occidental  Pel  11a 
Office  Depot  8 
Ohio  Edison  24a 
Olin4 
Oneok  24b 
Oracle  Systems  18c 


Raytheon  9b 
Reefjok  International  6a 
Regions  finoncioi  3c 
Relionce  Electric  9a 
Republic  New  York  3a 
Revco  D  S  12a 
Reynolds  &  Reynolds  18a 
Reynolds  Metals  16a 
Richfood  Holdings  lOa 
Rite  Aid  12a 


0'an9e&RoddandUts.24a    Riverwood  Intl.  7b 
Oregon  Steel  Mills  16b      |  RJR  Nabisco  6e 
OrNdo  HeoWiCorp  12c 
Oshkosh  True*  2a 


Outboard  Marine  1 
Owens  &  Minor  12d 
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AUTO  RACING  I 


RED  NECKS,  WHITE  SOCKS, 
AND  BLUE-CHIP  SPONSORS 


NASCAR  is  pushing  stock-car  racing  beyond  the  Bubba  barrier 


Li 


adies  and  gentlemen,  start  your 
six-packs,"  yells  the  front-page 
headline  of  the  Birmingham  Post- 
Herald  for  Friday,  July  22.  Early  the 
next  morning,  the  serious  beer-guzzling 
has  l)egun.  Homs  ai'e  honking.  Confeder- 
ate flags  are  flying,  and  a  line  of  cars 
and  pickups  stretches  four  miles  down 
Alaliama's  Route  77  toward  Talla- 


billion  Ijy  1996.  "The  NASCAK  guys  are 
the  brightest  marketers  I've  known," 
says  Steven  M.  Bornstein,  ESPN  Inc.'s 
chief  executive.  "They  understand  who 
they're  trying  to  appeal  to,  and  they've 
developed  some  of  the  brightest  racing 
stars." 

Now,  NASCAR  is  stalking  a  more  up- 
scale bunch  that  is  showing  up 
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DATA;  NASCAR 


dega  Superspeedway,  home  of  the  Die- 
Hard  500  stock-car  race. 

This  is  NASCAR,  and  these  are  100,000 
of  its  fans.  Most  are  wearing  gimme 
caps  and  T-shirts  bearing  the  likenesses 
of  favorite  drivers  or  of  local  hei'o  Davey 
Allison,  a  second-generation  stock-jock 
from  nearby  Hueytown,  Ala.,  killed  last 
year  in  a  helicopter  crash.  "These  people 
are  a  little  different  breed,"  says  Tony 
Black,  a  38-year-old  Birmingham  fire- 
fighter. "They're  groupies.  People  get 
in  fistfights  about  these  races." 

That's  the  rockin'  redneck  image 
many  Americans  have  long  had  of  the 
National  Association  for  Stock  Car  Auto 
Racing.  But  that  picture  is  about  to 
change.  On  Aug.  6,  400,000  fans  will 
crowd  into  the  Indianapolis  Motor 
Speedway  to  watch  the  Brickyard  400— 
the  first  race  other  than  the  Indianapolis 
500  to  be  run  on  the  fabled  track.  The 
purse:  a  record  $3.2  million. 
"BRIGHTEST  MARKETERS."  Stock  car  rac 
ing  is  on  a  flat-out  roll  these  days.  Event 
attendance  is  expected  to  top  3.4  million 
this  yeai'.  Corporate  sponsorships,  which 
can  cost  as  much  as  $5  million,  are  at  an 
all-time  high.  And  sales  of  NASCAR-li- 
censed  merchandise  could  speed  past  $1 


at  the  track  as  the  sport  expands  its 
geographic  l)ase.  Races  now  are  held  as 
far  north  as  New  Hampshire  and  New 
York  and  as  far  west  as  California  and 
Arizona.  The  strategy  is  working:  Indy 
500  fans,  who  earn  slightly  more  than 
old-line  NASCAR  fans,  were  given  first 
crack  at  Brickyard  tickets.  Speedway 
executives  were  blown  away  by  the  re- 
sponse—a sellout  in  three  days. 

Since  1970,  Winston 
cigarettes  has  been  the 
biggest  NASCAR  sponsor. 
This  year,  NASCAR  ap- 
proached companies  with 
no  prior  identification— or 
clear  product  tie-ins— with 
auto  racing  about  spon- 
sorships. NASCAR's  roster 
of  sponsors  now  includes 
the  likes  of  Canon,  East- 
man Kodak,  Gillette,  and 
McDonald's. 

It's  easy  to  see  why 
such  big  names  are  giv- 
ing NASCAR  the  checkered 
flag.  For  one  thing,  stock- 
car  fans  make  a  lot  of 
money  (chart)  and  are 
64%  more  likely  to  buy  a 
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SPONSORSHIPS  CAN  COST  AS 
MUCH  AS  $5  MILLION 


consumer  good  from  a  company  that 
NASCAR  sponsor  than  from  a  compet' 
that  is  not,  says  a  recent  study  by  r./ff' 
students  at  Wake  Forest  University, ; 

Moreover,  NASCAR  fans  respond  T^^^^ 
favorably  to  a  company  logo  on  the  h[-! 
of  a  supercharged  Ford  than  to  one  c; 
ballpark  billboard.  More  than  70%  iy 
they  would  almost  always  or  frequetiv 
buy  a  product  involved  in  the  sport,  L 
timates  Performance  Research,  a  spo-- 
marketing  company  in  Newport,  H. 
For  Major  League  Baseball,  the  flguri; 
58%.  It's  52%  for  tennis  and  47%  ir 
golf,  two  sports  with  much  hig  r 
brows.  That  70%  figure  puts  a  glean  n 
every  marketer's  eye. 
FLUSH  MNS.  And,  boy,  do  they  market  c 
NASCAR  fans.  At  the  Talladega  Suf 
speedway  gift  shop,  folks  line  up  fu 
deep  to  buy  souvenirs.  T-shirts  of  j 
Elliott  and  Kyle  Petty  race  out  at  $2ji, 
pop.  Talladega  sweatshirts  are  $35,  d 
models  of  defending  Winston  Cup  cha' 
Dale  Earnhardt's  black  No.  3  Chevy 
for  $15.  Merchandise  sales,  $80  miir 
six  years  ago,  should  hit  $600  million  : 
1994.  Earnhardt  just  sold  $900,000  uon 
of  garl)  and  gewgaws  in  two  hours  i 
home-shopping  channel  QVC.  I 
What's  so  appealing  about  race  dt'- 
ers  whose  lineage  can  be  traced  lu 
to  moonshine  runners?  Marketing  <■ 
perts  say  NASCAR  drivers  are  down- 
earth  types,  and  fans  can  picture  tin 
selves  driving  the  cars.  "Unhke  "tl 
athletes,  these  guys  come  across  as  ^(ii 
ol'  boys  just  driving  as  fast  as  they  ca; 
says  Gordon  Kane,  a  vice-president  • 
Clarion    Performance    Properties  • 
Greenwich,  Conn. 

And  as  long  as  NASCAR  keeps  hiri; 
such  loyal  fans  as  Tony  Buckner,  its  ^ 
ture  looks  as  bright  as  a  candy-app^- 
red  paint  job.  The  23-year-old  plumH' 
drove  foui-  houi's  from  Knoxville,  Tenj, 
just  to  see  his  hero,  Eai-.i 
hardt,  in  action.  Buckrr 
spends  at  least  $250  alji 
race,  with  $85  going 
tickets.  The  rest  will 
spent  on  a  hotel  roo 
food  (most  likely  atji 
nearby  McDonald's,  wh 
sponsors  Die-Hard  5|t 
winner  Jimmy  Spence' 
Ford),  and  souvenirs.  Tj. 
(lay  in  Talladega,  Bud- 
tier's  idol  will  burn  a  p 
ton  on  lap  80  and  dr 
out  of  the  race.  NASCA 
however,  won't  be  bio 
ing  its  engine  any  tir 
soon. 

By  Chris  Roush  in  T 
ladega,  Ala. 
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why  Settle  For  Being  Merely  Effective 
Vhen  You  Could  Be  Insanely  Awesome? 


Introducing  Z-NOTEFLEX, 
The  Ultimate  Multimedia  Presenter. 

Loosen  your  tie,  and  get 
ready  to  bring  down  the  house. 
With  Z-NOTEFLEX,  Zenith 
i3ata  Systems'  new  multi- 
,^    media  showstopper 

Built  around  a  powerful 
notebook,  the  Z-NOTEFLEX 
system  lets  you  take  the  show 
on  the  road,  and  carry  it  around 
in  your  hand.  With  sharp, 
colorful  video  and  stereo 
sound,  your  business  pre- 
sentations are  sure  to  get 
attention.  Detaching  the 
,  LCD  display  and  placing  it 
in  front  of  your  viewers  will 
have  an  even  greater  impact.' 

And  the  Z-NOTEFLEX's 
modular  components  offer 
you  a  wide  range  of  system 
enhancements,  multi- 
media capabilities  and 
peripheral  solutions  So  you 
custom  order  the  features  you 
want  today,  then  upgrade 
when  you're  ready. 
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Multimedia  PC 

Your  audience  wants  something  worth 


watching.  And  the  Z-NOTEFLEX  delivers 
Make  that  connection,  and  you  could  be  an 
overnight  success. 

Call  us  for  the  awesome  details. 
1-800-289-1279,  Ext.  5122 
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THE  TWO  REAL-LIFE 
DRAMAS  AT  CAP  CITIES/ABC 


Who  will  succeed  CEO  Tom  Murphy?  And  what  blockbuster  deal  might  be  in  the  works? 


Tom  Murphy  was 
playing  to  a  tough 
crowd.  The  chair- 
man of  Capital  Cities/ABC 
had  been  invited  to  speak 
at  a  media  conference 
sponsored  by  investment 
bank  Allen  &  Co.  in  Sun 
Valley,  Idaho.  But  the 
talk  of  the  meeting  was 
Barry  Diller,  who  had  an- 
nounced a  dazzling  mer- 
ger of  QVC  and  CBS,  only 
to  see  it  scuttled  two 
days  before  Murphy's 
July  14  speech.  How 
could  Murphy  possibly 
top  that? 

Simple.  He  told  the 
group  that  Cap  Cities 
planned  to  make  a  bid  for 
General  Electric  Co.  Be- 
cause federal  regulations 
would  prohibit  ABC  from 
owning  a  second  network, 
Murphy  said  he  intended 
to  spin  off  GE's  subsidi- 
ary, NBC.  And  he  was 
talking  to  Diller  about 
selling  it  to  him.  The  an- 
nouncement was  an  elaii- 
orate  joke,  of  course,  de- 
signed to  tickle  this 
deal-crazed  audience. 
PLENTY  OF  CASH.  Such  a 
soft-shoe  comes  naturally 
to  Thomas  S.  Murphy. 
But  Mur]5hy  knows  he  can't  deflect  more 
sober  questions  about  his  company's  fu- 
ture. The  affable  69-year-old  has  been 
grappling  with  who  should  succeed  him 
ever  since  his  longtime  partner,  Daniel 
B.  Burke,  retired  as  CEO  last  February. 
With  no  clear  choice,  analysts  and  ri- 
vals believe  Murphy  will  pursue  a  deal 
that  would  bring  Cap  Cities  a  new  lead- 
er—much as  CBS  Chairman  Laurence  A. 
Tisch  tried  to  do  with  Diller. 

Now,  though.  Murphy  is  moving  force- 
fully to  fjuash  such  thinking.  In  an  inter- 
view with  BUSINESS  WEEK,  he  insisted 
that  Cap  Cities  won't  have  to  go  outside 
for  his  replacement.  And  he  pledges  to 
resolve  the  succession  issue  soon:  "Just 


MURPHY  WOULD  LOVE  A  BIG  DEAL.  "WE  ALWAYS  THOUGHT  WE  WERE  BETTER  BUYERS  THAN  SELLERS 


give  us  time."  In  fact,  insiders  say  Mur- 
phy plans  to  elevate  his  top  division 
manager,  Robert  A.  Iger,  to  chief  operat- 
ing officer  by  the  end  of  1994.  In  effect, 
Iger  will  replace  Burke  in  the  duumvi- 
rate that  rules  Cap  Cities. 

Promoting  Iger  may  not  silence  the 
whispering  on  Wall  Street,  though.  As 
president  of  the  ABC  Television  Network 
Group,  Iger  has  won  praise  as  a 
surefooted  broadcaster.  But  some  ob- 
servers question  whether  he  has  the 
strategic  breadth  to  steer  Cap  Cities 
through  a  roiling  media  landscape.  In 
addition  to  ABC,  Cap  Cities  owns  cable 
networks  such  as  ESPN;  magazines  such 
as  W  and  Los  Angeles;  and  eight  daily 


newspapers,  including  the  Kansiis  C 
Star  and  the  Fort  Worth  Star-Telegrc 
"Murphy  is  genuine  about  Iger,"  s; 
one  former  executive.  "But  they  s 
have  a  serious  management  problem 

Certainly,  Iger  is  taking  steps  to 
ready.  The  43-year-old  former  progra  si 
mer  says  he  has  worked  hard  to  masi  te 
the  argot  of  Wall  Street.  He  consu 
periodically  with  Warren  E.  Buffett,  w 
is  Cap  Cities'  largest  single  sharehold  fi 
with  a  13%  stake.  And  he  meets  w: 
other  major  shareholders.  "I've  got  a 
of  learning  to  do,"  Iger  acknowledgi 
"That's  what  I'm  doing." 

If  Iger  doesn't  learn  fast  enough,  Mi  S; 
phy  has  plenty  of  alternatives.  In  t  t 
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of  the  near-merger  of  CBS,  broad- 
networks  have  become  tempting 
ers  in  the  media  mating  dance  (ta- 
\BC  is  particularly  attractive:  The 
)rk  is  poised  to  overtake  CBS  as 
in  the  prime-time  ratings  next  sea- 
vhile  its  parent  company  is  racking 
roi'd  profits.  "Because  they  gener- 
!i  much  cash  flow,"  says  John  S. 
,  ;i  media  analyst  at  Smith 
y  Shearson,  "there  are  many 
>  I  hey  could  do." 
Uinately  for  Iger,  Cap  Cities 
much  of  its  recent  success  to 
resurgence.  Under  his  com- 
,  the  network's  prospects  are 
ter  now  than  at  any  time  since 
Cities  took  it  over  in  1985.  ABC 
lags  behind  CBS  in  overall 
"hold  ratings,  but  it  is  quickly 
ig  the  gap.  Durable  hits  such 
mie  Improvement  and  more  re- 
successes  such  as  NYPD  Blue 
made  ABC  dominant  among 
;rs  aged  18  to  49.  And  media 
rs  figure  that  splashy  events 
as  the  Super  Bowl  and  the 
amy  Awards  telecast  will  vault 
first  place. 

iwhere  is  ABC's  momentum 

apparent  than  on 
son  Avenue.  The 
ork  sold  $1.37  bil- 
worth  of  time  in 
■ecently  completed 
ales  season— $125 
)n  more  than  any 
•  network,  and  26% 

than  last  year.  As 
ult.  Smith  Barney's 
y   predicts  ABC's 

operating  profit 
jump  41%,  to  $260  million,  on 
lues  of  $2.9  billion.  All  told,  he 
,  Cap  Cities'  operating  profit 
Id  rise  20%,  to  $1.1  billion,  in 
,  on  revenues  of  $6.1  billion. 
IDLY  TIES.  ABC  hopes  to  torque 
Iready  strong  profits  by  devel- 
g  more  programming  that  it 
5.  The  Federal  Communications 
mission  will  allow  networks  to 
n  syndication  fees  fi'om  in-house 
/s  by  1995.  Anticipating  this, 
will  own  8  of  its  22  hours  of 
le-time  programming  next  sea- 
Iger  and  his  chief  progi'ammer, 
Harbert,  have  struck  an  array 
sals  with  Hollywood  producers 
;takes  in  shows  such  as  Thunder- 
y  and  Blue  Skies, 
ler  has  also  improved  ABC's 
-rocky  relationship  with  its  affil- 
5.  He  recently  signed  10-year 
;ements  with  two  powerful  sta- 
gi'oups,  Scripps  Howard  Broad- 
ing  Co.  and  Hearst  Broadcast- 
Says  Peter  B.  Desnoes,  former 
rman  of  the  ABC  Television  Affil- 


iate Assn.:  "Before  Bol)  came  along.  Cap 
Cities  was  closer  in  attitude"  to  CBS  or 
NBC— networks  that  are  hardly  known 
for  their  warm  affiliate  relationships. 
Such  ties  are  increasingly  important  in 
an  era  of  eroding  loyalty. 

Iger  hasn't  solved  every  problem.  Ad- 
vertisers remain  wary  of  producer  Ste- 
ven Bochco's  acclaimed  but  controver- 


ANOTHER  MEDIA  MARRIAGE? 

With  its  thriving  network  and  strong  balance 
sheet,  Cap  Cities/ ABC  says  it's  open  to  a  major 
deal.  Among  the  most-discussed  partners: 

WALT  DISNEY  CO.  A  merger  would  give  Cap 
Cities  programming  muscle,  while  Disney  would 
get  a  distribution  system.  Disney  Chairmen 
Michael  Eisner  began  his  career  at  ABC. 

TURNER  BROADCASTING  Ted  Turner  badly 
wants  a  network.  And  Cap  Cities'  ESPN  would 
complement  Turner's  CNN  overseas. 

KING  WORLD  Buying  the  syndicator  would 
help  ABC  syndicate  the  growing  number  of 
shows  it  owns — though  Cap  Cities  CEO  Tom 
Murphy  is  leery  of  getting  into  that  business. 


THE  SUCCESS  OF  SUCH  SHOWS 
AS  HOME  liMPROVEMENT  AND 
NYPD  BlUE  MAKE  MANY 
BELIEVE  THAT  ABC  NETWORK 
BOSS  ROBERT  IGER  HAS  THE 
INSIDE  TRACK  IN  THE  RACE 
FOR  CAP  CITIES'  TOP  SPOT 


sial  drama  NYPD  Blue.  Despite  its  popu- 
larity, ABC  is  still  selling  ads  on  the  show 
at  a  discount.  The  brouhaha  over  Blue's 
occasional  nudity  and  profanity  may 
even  have  put  Iger's  life  in  danger.  Cap 
Cities  suspects  that  two  letter  bombs 
addressed  to  him  were  mailed  by  a 
viewer  outraged  by  the  progi'am.  Police 
defused  both  bombs  without  incident. 
But  Iger  now  travels  with  a  round- 
the-clock  bodyguard. 

If  Iger  has  made  some  danger- 
ous enemies  outside  ABC,  he  also 
has  powerful  champions  inside.  Ted 
Koppel  says  he  is  grateful  for  Iger's 
efforts  to  gain  live  airtimes  for 
Nightline  in  markets  where  it  was 
being  delayed  until  late  at  night. 
Of  Iger  as  a  prospective  CEO,  Kop- 
pel says:  "I  would  certainly  love  to 
see  that  happen.  He  is  smart, 
tough,  and  a  decent  man." 
JUST  LISTENING?  For  now,  Iger  may 
need  patience  more  than  any  other 
virtue.  Murphy  has  left  no  doubt 
that  he  still  plans  to  call  the  im- 
portant shots.  Last  March,  for  ex- 
ample, he  set  up  a  finance  commit- 
tee on  the  Cap  Cities  board- 
consisting  of  him.  Burke,  and  Buf- 
fett— to  consider  any  pro- 
posed deals.  Iger  is  not  yet 
a  tioard  member. 

Murphy  says  his  goal  in 
making  any  deal  would  be 
to  expand  abc's  role  as  a 
Ijrogramming  provider. 
With  only  $620  million  in 
long-term  debt,  analysts 
figure  Cap  Cities  could  pull 
off  a  $5  billion  to  $10  billion 
acquisition.  Investment 
bankers  say  Cap  Cities  has 
listened  to  proposals  from 
companies  such  as  Walt 
Disney,  Turner  Broadcast- 
ing System,  and  Paramount 
Communications.  Insiders  have  also 
pressed  Murphy  to  consider  buying 
King  World,  which  syndicates  such 
hit  programs  as  the  OpnJi  Winfrey 
Show  and  Wheel  of  Fortune.  At  the 
moment,  though,  Murphy  is  play- 
ing down  the  likelihood  of  a  major 
deal.  "We  always  thought  we  were 
better  buyers  than  sellers,"  he  says, 
"but  we  haven't  seen  anything  we 
really  want  to  buy." 

Murphy's  rivals  take  him  at  his 
worxl.  But  as  he  himself  points  out, 
Cap  Cities  hasn't  stopped  building 
since  it  bought  its  first  UHF  televi- 
sion station  in  Albany,  N.Y.,  40 
years  ago.  With  business  booming 
and  his  line  of  succession  still  shaky. 
Murphy's  final  play  may  be  the 
biggest  of  his  career. 

By  Mark  Landler  in  New  York, 
with  Ronald  Grover  in  Los  Angeles 
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INEQUALin 

HOW  THE  GAP  BETWEEH  RICH  AND  POOR  HURTS  THE  ECONONK 


w 


hen  Armando  G.  de  los 
Santos  graduated  from 
Fort  Collins  (Colo.)  High 
School  in  1985,  he  landed 
a  minimum-wage  joi)  bagging  groceries 
in  a  local  market.  He  has  since  moved  to 
another  store,  where  he  makes  $9.50  an 
hour  in  the  meat  section.  But  years  of 
searching  for  something  better  have 
taught  him  a  harsh  reality:  The  well- 
paying  blue-collar  jobs  that  gave  U.  S. 
workers  rising  living  standards  for  most 
of  this  century  are  vanishing.  Today, 
you  can  all  but  forget  al)0ut  joining  the 
middle  class  unless  you  go  to  college. 

That's  an  economic  hurdle  de  los  San- 
tos can't  clear.  One  of  eight  children. 


he  couldn't  turn  for  assistance  to  his 
parents,  a  custodian  and  a  homemaker. 
In  1992,  he  won  a  $1,500  scholarship  to 
Colorado  State  University,  attending 
class  days  and  working  nights.  But  when 
his  grant  and  savings  ran  out  after  a 
year,  he  couldn't  afford  the  $4,000  annu- 
al tuition.  So  he  went  back  to  super- 
market work  full-time  and,  at  26,  began 
moonlighting  as  a  l)artender  to  save  for 
more  schooling.  "I  want  a  better  job,"  he 
says,  "but  I  need  a  ba." 

De  los  Santos  is  wrestling  with  a  chal- 
lenge that  confronts  millions  of  Ameri- 
cans—and holds  dire  consecjuences  for 
the  entire  economy.  Since  the  late  1970s, 
an  explosion  of  income  inequality  has 


occm-red  along  educational  lines.  FaiTi,e-' 
in  the  mostly  college-educated  top  qir 
ter— those  with  annual  incomes  todaio 
more  than  $64,000— have  prosptac 
thanks  to  rising  demand  for  hifli 
skilled  workers  and  tax  cuts  for  the  ?t 
(charts).  Meanwhile,  import  competiji 
and  the  decline  of  unions  have  left  i,Ti 
ilies  in  the  bottom  quarter— wist 
breadwinners  often  dropped  outoi 
stopped  after  high  school  and  earn  & 
than  $22,000— stranded  in  low-wage  ti 
bo.  This  has  led  to  the  widest  rich-joi 
gap  since  the  Census  Bureau  hen 
keeping  track  in  1947:  Top-fifth  fam& 
now  rake  in  44.6%  of  U.  S.  income, 'S 
4.4%  for  the  bottom  fifth.  As  recently 
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the  top  got  41.6%,  the  bottom  5.1%. 

/en  as  a  good  education  has  become 
itmus  test  in  the  jol)  market,  more- 
.  the  widening  wage  chasm  has 
?  it  harder  for  lower-income  people 
et  to  college.  Kids  from  the  top 
ter  have  had  no  problem:  76%  earn 
elor's  degrees  today,  vs.  31%  in 
.  But  less  than  4%  of  those  in  bot- 
quarter  families  now  finish  college, 
'%  then.  Their  troubles  start  early: 
3r-income  children,  a  growing  share 
e  total,  do  worse  in  school  and  drop 
more  than  three  times  as  often  as 
lalf  kids. 

j  distressing  as  those  trends  are,  a 
1  but  expanding  cadre  of  economists 
es  that  they  may  herald  something 
1  worse:  lower  U.  S.  growth  fueled 
lequality.  It's  already  clear  that  in- 
;  disparities  hurt  skills.  The  share  of 
workers  with  college  degrees,  which 
ed  in  the  1970f  as  baby  boomers 
women  entered  the  workforce,  has 
led  off.  The  national  high  school 
out  rate  remains  in  the  double  dig- 
\nd  test  scores  are  flat  for  junior 
and  high  school  students:  America 
s  No.  13  in  math  and  science  skills 
ng  15  industrialized  nations.  All 
9  averages  are  pulled  down  by  low- 
come  students. 

lis  lack  of  progress  comes  at  a  crit- 
moment.  In  nearly  every  industry, 
spread  of  new  technologies  is  creat- 


ND  POOR  FAMILIES... 


AVERAGE  FAMILY  INCOME 
THOUSANDS  OF  1992  DOLLARS 

1992 

PERCENT  CHANGE 

I  $91,368 

UP  15.9% 

46,471 

UP  5.5% 

'  28,434 

UP  0.7% 

•  11,530 

DOWN  6.8% 

WING  THE  GROWTH 
E  SKILLED  WORKFORCE 

WITH  COLLEGE  DEGREE 
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ing  a  need  for  employees  who  know  how 
to  do  more.  As  companies  reorganize, 
moreover,  they're  pushing  decision-mak- 
ing down  the  ladder.  If  U.  S.  workers 
can't  handle  these  changes,  companies 
will  be  less  productive  than  they  should 
be.  And  that's  a  prescription  for  a  stunt- 
ed economy.  "A  great  skill  shortage  is 
going  to  occur  that  will  eat  away  at  our 
competitiveness,"  worries  John  L.  Clen- 
denin,  chief  executive  of  BellSouth  Corp., 
which  interviews  up  to  50  applicants  for 
each  technician  job.  "And  economics  has 
a  lot  to  do  with  it." 

"BIG  SHOCKER."  Most  of  the  new  theory 
linking  inecjuality  and  the  overall  econo- 
my is  based  on  mathematical  models  of 
growth  created  by  economist  Paul  Rom- 
er  at  the  University  of  California  at 
Berkeley.  Recently,  a  half-dozen  econom- 
ic theorists  have  used  his  methods  to 
show  how  income  gaps  hurt  gi'oss  do- 
mestic product  by  lowering  efficiency. 
At  the  same  time,  urban  economists 
have  provided  some  empirical  verifica- 
tion by  showing  that  growth  in  jobs  and 
income  is  slower  in  cities  with  wide 
wage  inequities  and  faster  where  in- 
comes are  more  on  a  par.  "Maybe  even 
the  rich  can  be  worse  off  from  inequal- 
ity," says  Romer.  "We  now  must  think 
seriously  about  something  we  didn't  be- 
lieve could  happen." 

Such  ideas  turn  traditional  economic 
thought  on  its  head.  The  conventional 


wisdom  holds  that  the  overall  economy 
is  largely  unaffected  by  how  income 
is  shared.  It's  total  income  that  mat- 
ters, the  thinking  normally  goes,  since 
consumers  fuel  demand— be  it  for  yachts 
or  bread.  It's  0.  K.,  too,  if  the  rich  just 
save  their  surplus,  since  that  will  fi- 
nance new  investment.  Until  recently, 
in  fact,  most  economists  thought  inequal- 
ity was  a  result,  not  a  cause,  of  slow 
growth.  That  view  lost  its  luster  in  the 
1980s,  however,  when  "the  big  shocker 
was  that  the  country  got  richer  and 
those  on  the  !x)ttom  didn't,"  says  North- 
western University  sociologist  Christo- 
pher Jencks. 

If  this  trend  persists,  it  could  tarnish 
America's  image  as  a  land  of  opportu- 
nity. True,  there's  still  more  economic 
mobility  in  the  U.  S.  than  in  most  coun- 
tries. But  "a  society  divided  between 
the  haves  and  the  have-nots  or  between 
the  well-educated  and  the  poorly  edu- 
cated . . .  cannot  be  prosperous  or  sta- 
ble," warned  Labor  Secretary  Robert  B. 
Reich  upon  the  release  of  a  May  report 
documenting  rising  inequality.  Adds  Re- 
pubhcan  strategist  Kevin  Phillips:  "This 
stratifying  starts  to  make  us  into  a  dif- 
ferent country.  It  goes  to  the  American 
notion  of  fairness." 

Just  ask  Michelle  M.  Mouzon,  whose 
lack  of  education  has  left  her  nearly  des- 
titute since  she  lost  her  $12-an-hour  fac- 
tory job  last  year.  A  high  school  gradu- 
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INEQUALITY 
IN  THE 
ClASSROOM 

Studies  show  that  poor 
students  face  many 
more  disadvantages 
than  more  affluent 
kids,  both  at  home 
and  in  school.  That's 
part  of  the  reason 
why  they  score  so 
much  lower  on 
standardized  tests. 


▲  PERCENT 


-CHIIDRCN  ELIGIBll 
EARNING  $18,665  A 

DATA:  AGRICUITUKE I 


RICH  KIDS 
Students  at  the 
Valley  School  in 
Flint,  Mich.,  all  go 
on  to  college . . . 


ate  who  lives  in 
Waukesha,  Wis., 
Mouzon  enrolled 
in  a  technical 
college  to  learn 
accounting.  But 
she  says  ten- 
sions over  her 
job  loss  contrib- 
uted to  a  separation  from  her  husband  in 
January.  Unable  to  afford  their  apart- 
ment by  herself,  Mouzon  lived  in  a  hotel 
with  friends  while  Amber,  her  11-year- 
old,  stayed  with  grandparents— and  paid 
a  price.  "Amber  has  been  in  three  differ- 
ent schools  this  year,"  says  Mouzon.  "It 
has  set  her  back."  Mouzon  finally  found 
an  inexpensive  one-bedroom  apartment 
and  landed  a  $6.50-an-hour,  three-month 
accounting  internship  through  the  col- 
lege. Now,  she  works  days  and  goes  to 
school  nights  to  finish  her  degree. 
CORRECTION  TIME?  There's  a  theory  that 
inequality  may  not  stay  high  for  long. 
University  of  Chicago  economist  Steven 
.J.  Davis  says  that  when 
wage  gaps  get  too 
skewed,  college  enroll- 
ments tend  to  surge, 
creating  a  surplus  of 
graduates  whose  pay 
then  goes  up  more 
slowly.  For  now,  though, 
the  baby  bust— and  in- 
equality itself— are  limit- 
ing the  numbers  of  BAs, 
so  pay  for  the  educated 
keeps  n'sing.  The  result, 
predicts  Anthony  P. 
Carnevale,  chief  econo- 
mist at  the  American 
Society  for  Training  & 
Development:  "Inequal- 
ity will  get  worse  as 


the  economy  accelerates,  because  compa- 
nies need  more  skills." 

Nor  will  Washington  provide  solutions. 
The  Clinton  Administration  has  respond- 
ed with  measures  to  bolster  training 
and  education— promoting  apprentice- 
ships and  granting  more  generous  col- 
lege loans.  But  Inidget  constraints  have 
hampered  these  efforts.  And  in  any  case, 
they  are  minuscule  compared  with  strat- 
egies Europe  uses  to  fight  inequality, 
such  as  high  minimum  wages  and  man- 
dated corporate-training  expenditures 
(page  82).  Unable  to  win  over  Congi-ess, 
Clinton  has  di'opped  such  ideas,  which 
he  embraced  in  his  campaign. 

Actually,  the  rich-poor  debate  has  nar- 
rowed considerably  since  flaring  during 
the  Reagan  years.  "The  facts  about  high- 
er inequality  are  no  longer  in  dispute," 
says  Davis.  One  secondary  argument 
centers  on  which  of  several  factors  are 
paramount:  rising  imports,  the  decline  of 
organized  labor,  an  influx  of  unskilled 
immigrants,  demand  for  higher-skilled 


workers  prompted  by  new  technolog 
Reagan-era  tax  cuts,  which  many  sti 
show  to  be  at  least  part  of  the 
lem.  There  is  also  a  theory,  offere( 
Northwestern's  Jencks  and  others, 
the  poor  may  have  held  their  ow 
some  degree.  The  evidence  is  their 
sumei"  spending,  which  some  studies 
hasn't  fallen.  Other  research,  howe 
such  as  that  by  Harvard  Univer  ftiji 
economists  David  M.  Cutler  and  I 
rence  F.  Katz,  has  found  the  oppo; 
And  in  any  case,  note  Jencks  and  otl 
statistics  on  consumption  aren't  as 
able  as  the  income  figures  the  Cet 
Bureau  reports. 
DOMINO  EFFECT.  Those  show  bettei 


Americans  rapidly  outpacing  the  fi 


HOW  INCOME  GAPS  a  study  o/ the  SS  largest 

lAB  ^nAUfVU        metropolitafi  areas  found  a  strong 
AfftCT  JOB  VROWTH        Imk  between  the  rate  of  job  growth 
and  the  gap  between  incomes  of  city  residents  vs.  suburbanites.  Here  are  the 
cities  with  the  largest  city/suburb  income  gaps  and  those  with  the  smallest. 


JOB  GROWTH  IS  SLOWEST 
WHERE  THE  GAP  IS  WIDEST... 


...AND  STRONG  WHERE 
THE  GAP  IS  NARROWEST 


CITY  AND 
SUBURBS 

CITY  DWELLERS' 
INCOME  (1990)- 

JOB  GROVlfTH- 
1980-90 

CITY  AND 
SUBURBS 

CITY  DWELLERS' 
INCOME  (1990)- 

JOB  GROWTH' 
1980-90 

NEWARK 

47% 

8% 

LAS  VEGAS 

99% 

39% 

DETROIT 

48 

8 

W.  PALM  BEACH  99 

38 

CLEVELAND 

50 

-0.6 

CHARLOTTE 

99 

22 

BUFFALO 

55 

5 

NORFOLK 

97 

25 

ST.  LOUIS 

56 

12 

SAN  DIEGO 

94 

34 

-MEDIAN  ANNUAL  HOUSEHOLD  INCOME 
AS  A  PERCENT  OF  SUSURBANITES'  INCOME 

■•TOM  FORCin  AND  ITS  SUBURBS 
DATA  WAYNE  STATE  UNIVERSITY 

Pretax  hourly  pay  climbed  2%  after 
flation  for  the  top  quarter  of  earr 
between  1980  and  1992,  says  Rand  C^ 
economist  Lynn  A.  Karoly,  while 
real  hourly  pay  of  the  bottom  quai 
skidded  4%.  The  gap  is  starker  by 
cation  level.  Pay  of  dropouts 
plunged  20%  by  1! 
the  latest  compar£ 
year  available,  w 
that  of  college  gr 
bumped  up  4%,  accc 
ing  to  an  analysis 
Census  figures  by 
Economic  Policy  In 
tute,  a  Washington 
search  gi'oup.  The  st 
is  similar  for  family 
come,  which  inclu' 
two-salary  couples  p 
earnings  such  as  int 
est  and  rent.  Top-qt 
ter  families  have  bea 
inflation  by  16%  sii 
1980  and  earned  $91; 
on  average  in  1992, 
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ng  to  Census.  But  the  bottom  quar- 
lipped  by  7%,  to  $11,500. 
has  taken  economists  60  years  to 
that  such  gaps  can  hinder  growth, 
ng  the  Depression,  British  econo- 
John  Maynard  Keynes  woiried  that 
aahty  sapped  aggregate  demand, 
n  the  1950s,  American  Simon  Kuz- 
redirected  the  debate  by  arguing 
inequality  waxed  as  countries  devel- 
id  waned  after  they  industriahzed. 
3  this  squared  with  the  falhng  rich- 
gap  in  Western  countries  after 
d  War  II,  experts  subsequently  fo- 
1  on  how  growth  affected  income 
ibution,  not  vice  versa, 
le  new  theory  finds  that  the  effect 
?o  both  ways.  It  employs  concepts 
jered  by  Berkeley's  Romer  to  show 
a  company's  productivity  improve- 
rs depend  not  just  on  capital  invest- 
ts  and  the  skill  of  workers  but  also 
he  efficiency 
5  of  its  com- 
;ors,  whose 
er  methods 
ad  through 
idustry.  The 
theory  uses 
lar  equations 
how  that  in- 
lual  skills  de- 
i  on  more 
innate  abil- 
They're  also 
!ted  by  fami- 

JSTRATED 
eed  a  BA," 
grocery 
((er  Armando 
OS  Santos 


ly  and  neighborhood  income.  Such  ideas 
are  usually  presented  in  highly  theoreti- 
cal papers,  which  argue  that  because 
large  income  gaps  imdercut  worker  skills, 
employei's  will  face  shortages  of  qualified 
employees  that  undermine  corporate 
efficiency. 

Some  samplings  of  this  work:  Brown 
University  economist  Oded  Galor  con- 
cludes that  productivity  suffers  when 
poor  families  can't  borrow  enough  to  ed- 
ucate their  kids.  In  another  study.  Uni- 
versity of  Wisconsin  economist  Steven 
N.  Durlauf  concludes  that  widening  in- 
equality hurts  education  in  poor  com- 
munities deprived  of  school  tax  dollars 
and  the  role  models  of  professional  par- 
ents. Beyond  that,  theorizes  Columbia 
University  economist  Roberto  Perotti, 
as  the  rich  race  ahead,  they  balk  at  the 
high  taxes  needed  to  educate  poor  chil- 
dren better. 


POOR  KIDS 
...While  low-income 
students  upstairs 
are  lucky  to  finish 
high  school 


That's  short- 
sighted, because 
inequality  may 
brake  growth  so 
much  that  even 
the  rich  lose  out 
over  5  to  10 
years,  calculates 
Massachusetts 

Institute  of  Technology  economist  Ro- 
land Benabou  in  another  paper.  "If  you 
move  to  a  rich  suburb,  it  will  improve 
yom-  children's  education,"  he  says.  "But 
if  their  co-workers  still  in  the  city  are 
left  sufficiently  deficient  in  their  educa- 
tion, it  will  more  than  offset  the  advan- 
tages your  children  gained,"  because  pro- 
ductivity and  growth  suffer. 
DOWNTOWN  SLOWDOWN.  There's  a 
mounting,  though  still  largely  circum- 
stantial, body  of  evidence  to  back  up 
the  theory.  So  far,  most  of  it  comes 
from  urban  economists,  who  look  at  re- 
gional rather  than  maci'oeconomic 
trends.  Still,  they  offer  some  compel- 
ling evidence.  For  instance,  central 
cities'  per  capita  incomes  were  nearly 
equal  to  those  of  their  suburbs  in  1973, 
according  to  a  study  of  the  85  largest 
metropolitan  ai'eas  by  Larry  C.  Lede- 
bur,  an  urban  studies  professor  at 
Wayne  State  University.  But  by  1989, 
city  dwellers  earned  16%  less. 

And  where  inequality  rose  the  most, 
everyone  suffered.  Employment  climbed 
an  average  41%  in  the  1980s  in  13  met- 
ropolitan areas  where  the  suburbs'  aver- 
age household  income  was  only  12% 
more  than  the  city's,  according  to  Lede- 
bur.  But  job  growth  was  only  14%  in 
the  13  areas  where  suburban  incomes 
were  40%  higher.  Ledebur  thinks  that 
lagging  city  incomes  generate  poverty 
and  fiscal  crises,  which  stunt  invest- 
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ment  and  productivity  in  downtown 
companies  that  employ  suburbanites. 

Hank  V.  Savitch,  an  urban  policy  pro- 
fessor at  the  University  of  Louisville, 
has  even  quantified  how  much  the  well- 
off  lose.  Suburbanites  forgo  $690  in  an- 
nual income  for  every  $1,000  gap  be- 
tween their  earnings  and  the  city's,  he 
and  three  colleagues  found  in  a  study  of 
income  growth  l)etween  1979  and  1987  in 
59  metropolitan  areas.  Like  Ledebur,  he 
thinks  cities  and  suburbs  prosper  or  de- 
cline together.  "As  the  disparities  in- 
creased in  the  1980s,  it  dragged  down 
everyone's  income,"  Savitch  says. 

No  one  yet  has  proven  similar  hnks 
between  inequality  and  the  entire  econ- 
omy. Most  economists  agree,  however, 
that  education  and  skills  are  key  to  eco- 
nomic growth.  And  there's  lots  of  evi- 
dence that  skills  suffer  when  the 
wealthy  go  it  alone.  For  example,  school 
districts  that  mix  rich  and  poor  kids 
have  higher  reading  and  math  scores 
than  those  where  each  gi'oup  attends 
different  schools,  according  to  a  1989 
study  of  475  California  districts.  Rich 
kids  do  score  higher  when  they're  all  in 
one  school.  But  with  mixing,  "low- 
achieving  kids  are  pulled  up  more  than 
the  high  end  is  dragged  down,  so  the 
average  is  higher,"  says  study  co-author 
Mark  Dynarski,  an  economist  at  Mathe- 
matica  Policy  Research  Inc.  in  Prince- 
ton, N..J. 

DESPAIR  AND  REBELLION.  -Janet  Haffner's 
alternative  school  in  Flint,  Mich.,  em- 
bodies this  tale  of  two  cities  in  one  build- 
ing. The  Valley  School,  a  prep  school 
that  charges  $6,000  a  year,  occupies  two 
floors  of  a  former  junior  high.  All  of  its 
students  go  on  to  college.  On  the  third 
floor,  Haffner  runs  a  public  program  for 
kids  who  have  failed  two  grades— and 
who  illustrate  how  the  poor  get  left  be- 
hind. More  than  85%  of  her  110  remedi- 
al students  get  a  federally  funded  free 


STRUGGLING 
Michelle  Mouzon 
has  been  nearly 
destitute  since  los- 
ing her  factory  job 

lunch,  which  means 
their  parents  make 
less  than  $18,655  a 
year.  Two  have  been 
killed  in  street  vio- 
lence. To  Haffner, 
success  is  getting  her 
charges  back  into  9th 
grade  so  some  might 
finish  school. 

Haffner's  kids  are 
hurl  iKii  so  much  by  poverty  itself  as  by 
despair  bred  by  economic  disparities. 
Indeed,  Korean  and  Taiwanese  students 
outperform  Americans  in  math  and  sci- 
ence even  though  their  incomes  are 
much  lower.  But  experts  say  children 
whose  families  are  losing  ground— while 
the  affluent  gain— often  don't  see  the 
point  of  school.  "You  feel  left  out  when 
you're  low-income  and  inequality  is  ris- 
ing," says  University  of  Illinois  sociolo- 
gist Jonathan  Crane.  "Lower-class  kids 
lose  a  sense  of  self-worth,  which  leads 
many  to  rebel  or  lose  their  initiative." 
Haffner  sees  this  every  day.  "Our  stu- 


dents  are  really  discouraged  kids,"(K 
says.  "They  move  constantly,  cha^ 
schools,  lose  friends,  and  lose  hope.'  i 
That  describes  more  and  more  IJg 
The  ranks  of  low-income  students— tli 
who  get  a  free  lunch— have  risen  to 
of  all  children  from  21%  in  1980. 
that  helps  explain  why  U.  S.  stud 
aren't  gaining  on  their  foreign  cour 
parts.  Poor  kids  score  30  points  loHsf 
than  affluent  ones  on  standardized 
tests,  for  instance.  That  weighs  dj  % 
the  average  score  of  U.  S.  12th-grad 
which  remained  at  about  300  out  i 
possible  500  points  in  the  1980s 
same  goes  for  dropout  rates:  The§3)i 
50%  higher  for  white  12th-grader; 
single-parent  families— which  earn 
less  than  two-parent  ones— accordin; 
a  1993  study  led  by  University  of  ^ 
consin  sociologist  Robert  M.  Hauser. 
contrast.  University  of  Illinois'  Ci 
found  in  a  1991  study,  poor  teens  c  a 
out  a  third  less  often  if  they  live  wl 
enough  adults— about  13%— are  pre  'Atn 
sionals.  He  says  good  neighbors  m  if 
good  role  models.  ta 
RiSitY  BUSINESS.  The  diverging  fortiltlii 
of  the  rich  and  poor  have  wreaked 
most  havoc  at  the  college  level.  Tui 
at  public  colleges,  where  80%  of 
dents  go,  jumped  an  inflation-adjus|jtiir 
49%  in  the  1980s,  to  $1,900  a  year 
cording  to  a  study  by  Harvard  Uni' 
sity  economist  Thomas  J.  Kane.  V 


WHY  THE  GAP  ISN'T 
SO  GIANT  IN 
EUROPE  AND  JAPAN 


The  same  economic  forces  that  are 
driving  a  wedge  between  America's 
rich  and  poor  have  swept  across 
every  industrialized  country.  But  accord- 
ing to  dozens  of  recent  studies,  inequality 
has  remained  in  check  everywhere  ex- 
cept in  the  U.  S.  and  Britain.  Here's  why: 
European  policies  such  as  high  minimum 
wages  and  countrywide  (rather  than  com- 
pany-level) collective  bargaining  offset 
market  trends  that  would  otherwise  push 
high-skilled  workers'  wages  up  and  keep 
those  of  the  lower-skilled  down. 

"You  can  overcome  the  market  forces 
that  have  driven  up  inequality,  but  you 
need  government  intervention  to  do  it," 
says  Harvard  University  economist  Rich- 
ard B.  Freeman.  He  has  edited  a  new 
book,  Working  Under  Different  Rules, 
which  summarizes  54  studies  that  came  to 
this  conclusion  by  comparing  U.  S.  and 
European  labor  markets.  The  catch  is 


SIC 


mi 


that  government  meddling 
priced  some  low-wage  jobs  a\i 
market  and  hurt  Europe's  emp  ite 
growth.  Still,  the  new  studies  f 
the  damage  isn't  as  severe  as  mai 
peans— and  U.  S.  economists— fea 

There  is  little  question  that  in  (re 
has  remained  subdued  in  most  in 
ized  countries.  A  study  of  U.  S. 
Rand  Corp.  economist  Lynn  A.  ^ 
found  that  those  in  the  top  1 
bracket  earned  5.6  times  as  m  j^j 
hour  in  1992  as  did  men  in  the  ^ 
10%— a  17%  increase  in  this  rat 
1980  (chart).  The  gap  widened 
for  men  in  Britain,  which  has  i  |t 
many  government-interventioj 
Even  so,  top  earners  there 
only  3.4  times  more  than  thi 
bottom.  By  contrast,  highly  p; 
and  German  men  earn  only  ti 
as  much  as  the  lowest-paid, 
didn't  change  in  the  1980s.  A: 
ity  only  edged  up  in  Australia^ 
Japan,  and  Sweden,  according  1 
man's  book. 

These  countries  offset  marke 
in  various  ways.  France's  high- 
mum  wages  cover  12%  of  work 
less  than  5%  in  the  U.  S.  And  i 


82  BUSINESS  WEEK/ AUGUST  15  1994 


COVER 


k 

f  > 


1  and  board,  the  tab  will  run  to 
)0— an  amount  families  should  be 
!Cted  to  pay  only  if  they  earn 
)0()  a  year,  according  to  federal 
ilines.  Meanwhile,  Pell  grants— the 
'al  program  that  gives  an  average 
,500  a  year  to  more  than  a  quarter 
le  country's  14  million  college  stu- 
s— trailed  inflation  by  13%  in  the 
i,  Kane  found.  True,  there  are  more 
which  now  account  for  two-thirds 
liege  subsidies,  vs.  one-third  in  the 
;.  But  loans  are  dicey.  "College  is  an 
riment  for  most  low-income  fami- 
says  Thomas 

Mortenson,  HARD  CLIMB 
pubhshes  an  a  n  •  4.  u- 

ition  newslet-  Raymond  Cristelli 

n  Iowa  City,  ^^^^^  j^^s 
Shelhng 

borrowed  but  may  Still  need 
f  so  riSfy  '^^"^  college 

n't  make  sense  to  them." 
^en  many  middle-class  kids  feel  this 
Raymond  D.  Cristelli  just  finished 
school  in  North  Clarendon,  Vt.,  and 
ming  for  college.  But  his  parents 
been  unable  to  help  since  the  re- 
on  hit  his  father's  auto-repair  shop, 
anything  the  family  can  spare  will 
'st  to  his  older  brother,  who  left  col- 
when  the  money  ran  out  and  wants 
eturn.  During  school,  Cristelli 
;ed  nights  and  weekends  at  Taco 
and  a  record  store.  Now,  he  is 
;ing  both  joljs  to  save  for  college. 


"I'm  not  comfortable  taking  loans, 
though  I'm  starting  to  face  the  idea  that 
I'll  have  to  if  I  really  want  to  go,"  he 
says.  Cristelli's  story  is  typical.  "The 
rich  go  to  college  more,  which  causes 
states  to  cut  grants  and  raise  tuition, 
keeping  out  poor  students,"  says  Kane. 

Will  anything  reverse  the  problems 
inequality  is  causing?  Clinton's  attempts 
to  make  training  and  college  more  avail- 
able will  have  some  impact.  But  even 
in  his  dreams,  he  didn't  envision  the 
massive  effort— such  as  a  G.  I.  bill— that 
many  experts  believe  is  needed  to  give 


workforce  skills  a  real  boost.  Nor  is  the 
U.  S.  likely  to  adopt  European-style  so- 
cial programs  or  labor  laws. 

Market  pressures  may  still  make  a 
difference,  some  economists  argue— push- 
ing more  people  through  college  until 
they  glut  the  labor  market,  their  pay 
raises  slow,  and  inequality  eases.  In- 
deed, the  share  of  high  school  grads  go- 
ing to  college  has  jumped  to  62%  from 
49%  in  1980.  Still,  the  shortage  of  grads 
may  continue.  With  bottom-half  students 
stymied  by  falling  incomes,  most  new 
enrollment  has  come  from  top-quarter 
students— 81%  of  whom  now  go  to  col- 
lege. The  number  of  college-age  youth  is 
rising  but  only  in  lockstep  with  other 
groups:  They'll  stay  at  10%  of  the  popu- 
lation until  2005,  Census  projections 
show.  In  sum,  the  number  of  workers 
with  a  BA  may  edge  up  1.5  points  by 
2000,  to  26%— vs.  a  nearly  7-point  hike  in 
the  '80s,  says  Cornell  University  econo- 
mist John  H.  Bishop.  He  adds:  "Even  if 
enrollment  rates  rise  for  10  years,  there 
won't  be  enough  college  grads  to  drive 
their  relative  wages  down." 

Ever  since  slavery  ended,  the  U.  S. 
has  at  least  partly  lived  up  to  the  ideal 
that  everyone  should  have  an  equal  op- 
portunity to  prosper.  Now,  heightened 
inequality  is  undermining  this  concept. 
The  U.  S.  will  continue  to  suffer  socially 
if  the  trend  continues.  And  it's  likely  to 
suffer  economically,  too. 

By  Aaron  Bernstein  in  New  York,  with 
bureau  reports 
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they  rise  with  inflation.  In 
^oups  of  unions  and  employ- 
iate  national  wage  settlements 
r  most  workers.  And  in  Japan, 
isure  that  low-skilled  workers 
in  national  bargaining.  Europe 
lore  government-mandated  pro- 
such  as  more  generous  unem- 
,  welfare,  and  child-care  pay- 
'hich  help  low-wage  workers 
b  or  keep  afloat. 
ENTS.  Corporate 
has  long  resisted 
sures  as  too  cost- 
economists  also 
lat  they  would 
npanies  to  hold 
ng— impeding  the 
growth  the  U.  S. 
ed  since  1980.  In- 
le  European  lead- 
blame  their  high 
'^ment  on  these 
Most  studies  on 
anal  inequality 
it  only  partly, 
minimum  wages 
do  contribute  to 
git  youth  unem- 

although     to      -  GERMANY 
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what  extent  is  unclear.  Freeman  says. 
And  Europe's  generous  welfare  and  un- 
employment benefits  may  ratchet  up  job- 
lessness by  giving  some  people  an  in- 
centive not  to  work. 

Still,  European  countries  adjust  in 
ways  that  hold  down  job  losses,  the  stud- 
ies find.  For  instance,  French  and  Ger- 
man job-security  laws  prompt  companies 
to  reduce  employee  work  hours  before 
proceeding  to  pay  cuts  and  layoffs— al- 


INEQUALITY  HAS  WIDENED 

SIGNiriCANTLY  ONLY 
IN  THE  U.S.  AND  BRITAIN 


RATIO  OF  AVERAGE  HOURLY  PAY  OF  MEN 
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though  the  current  recession  has  trig- 
gered many  furloughs.  Extensive  worker- 
training  systems  in  Germany  and  Japan 
also  offset  inefficiencies  caused  by  gov- 
ernment intervention  by  helping  less-ed- 
ucated workers  become  better  substi- 
tutes for  higher-skilled  ones.  And  many 
European  social  programs  push  people 
to  work  by  placing  time  limits  on  welfare 
or  providing  day  care  for  single  moth- 
ers—similar to  President  Clinton's  ideas 
for  welfare  reform.  The 
bottom  line  on  Europe's 
strategies  for  fighting  in- 
equality is  that  "in  gener- 
al, the  programs  do  not 
have  major  efficiency 
costs,"  concludes  Freeman. 

Of  course,  the  U.  S. 
can't  simply  copy  what 
other  countries  do.  But 
Freeman  and  others  argue 
that  it  can  adapt  many 
European  methods  to  the 
American  context.  There's 
no  .sign,  however,  that  this 
is  likely  to  happen  any- 
time soon. 

By  Aaron  Bernstein  in 
y  g  New  York 
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STOCK  PLAYS  I 


WHAT'S  AHEAD  FOR 
THE  BAD-HEWS  BULLS 


5«r 


The  shorts  are  back.  Here  are  two  of  the  targets  they're  circling 


Short  selling  is  bcick  in  vogue  again. 
After  three  years  of  suffering  through 
negative  or  breakeven  returns,  short  sell- 
ers, ivho  profit  from  stock  declines,  have 
been  churning  out  their  best  returns  since 
1990.  Mainly,  they  can  thank  the  lacklust- 
er stock  market,  which  has  has  exposed  a 
bevy  of  inviting  targets— such  as  Western 
Water  and  Incornnet. 

'PAPER  WATER 
IS  NOT  WET  WATER' 


There's  an  old  sayinjj'  among  Colo- 
rado ranchers:  "Whiskey's  for 
drinkin',  water's  for  fightin'.  You 
can  mess  with  my  wife,  just  don't  mess 
with  my  water."  But  these  days,  there's 
plenty  of  messing  going  on  along  little 
Cherry  Creek,  a  mere  trickle  south  of 
Denver  that  any  cowboy  could  spit  his 
chaw  across.  For  the  past  two  years, 
San  Diego-based  Western  Water  Co.  has 
been  snatching  up  land  and  water  rights 
on  either  side  of  the  creek  bed  in  a  bold 
plan  to  pump  groundwater  into  the 
creek  and  sell  it  downstream  to  Den- 
ver's thirsty  southern  suburbs. 

The  proposed  water  project  is  the 
biggest  deal  to  hit  the  ranches  around 
Cherry  Creek  since  prospectors  found 
gold  there  in  1859.  "We  plan  to  make  10 
times  our  original  investment  over  the 
next  18  months,"  boasts  Western  Water 
Chief  Executive  Peter  L.  Jensen,  who 
claims  the  developed  water  rights  will 
be  worth  at  least  $100  million.  Many  lo- 
cal water  experts  are  skeptical.  "Any 
water  deal  in  the  arid  West  looks  in- 
herently good  to  outsiders," 
says  David  L.  Little,  planning 
manager  for  the  Denver  Water 
Dept.  "But  I  would  be  suspi- 
cious of  their  plan.  Paper  water 
is  not  wet  water." 

The  dispute  has  stirred  up  a 
nasty  stock  market  battle. 
Jensen's  brazen  plans,  which  in- 
clude other  unusual  water  ven- 
tures, have  helped  push  West- 
em  Water's  share  price  to  $25  a 
share,  from  under  $2  in  1991 
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JENSEN  PREDICTS 
"A  PAINFUL 
DEATH"  rOR 
SHORT  SELLERS 
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(chart),  even  though  not  a  drop  of  Cher- 
ry Creek  water  has  yet  been  sold.  Inves- 
tors include  First  Boston  Special  Situa- 
tions Fund  and  the  Dreyfus  New 
Leaders  Fund.  But  short  sellers,  who 
have  hired  their  own  hydrologists,  are  so 
convinced  that  Western  Water  is  a  hoax 
that  they  have  sold  short  535,000  shares, 
nearly  half  of  all  Western  Water  stock 
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that  trades.  "We'i'e  in  a  Mexican  st 
off,"  says  one  short  seller  who  is 
vinced  Western  Water  is  "a  quasi-fr 
nothing  more  than  hocus-pocus. 
SNOW  PACK.  Undeterred,  Jensen  ancfeto 
Denver  water  guru,  John  H.  Hus 
are  starting  to  exploit  what  they  clai 
the  only  reliable  water  source  in 
area.  Western  Water  has  already  £|iiiysi 
mulated  4,700  acres  along 
creek  for  $9.2  million.  But  t 
are  a  couple  of  hitches.  It's 
certain  if  anyone  will  wan 
buy  the  stuff.  Since  the  ei  il  (i( 
region  sits  atop  an  aquifer, 
water  districts  can  just  as  ^  ip 
ly  tap  into  water  below  t 
own  ccjmmunities  as  buy  i 
Jensen. 

A  worse  hitch,  say  munii 
water  managers  and  hydi 
gists,  is  that  all  of  the  gro 


a  so 


iroiii 


r  in  the  ref?ion  could  eventually  be- 
depleted,  including  Western  Wa- 
Many  local  water  managers  are 
tiating  with  the  Denver  Water 
.  for  a  more  enduring  water  source: 
;e  of  the  precious  snow  pack  that 
3  into  the  city's  reservoirs  each 
"Western  Water  is  the  water  of 
resort,"  says  Steven  A.  Boand,  a 
,y  hydrologist.  Western  Water  says 
talk  is  merely  a  bluff  and  that 
s  along  the  creek  will  come  around 
y  its  water  soon  enough, 
lybe.  What's  certain  is  that  contro- 
'  is  nothing  new  for  either  Jensen 
uston.  During  the  1980s,  Jensen 
d  as  president  of  Yuba  Natural  Re- 
es  Inc.,  a  California  gold-mining 
rn  headed  by  San  Diego  executive 
ird  T.  Silberman.  In  1990,  Silber- 
pleaded  guilty  to  money  laundering, 
's  operations  were  scrutinized  by 
ids,  but  Jensen  was  never  implicat- 
ays  the  boyish  Jensen,  an  avid  suri- 
vly  phone  was  tapped.  But  all  they 
said  to  me  is,  'Geez,  you  sure  call 
lurf  Report  a  lot.' " 
TIES.  In  1992,  Jensen  teamed  up 
Huston,  a  geologist  and  lawyer  by 
ng  who  became  infamous  in  Denver 
"  circles  in  the  1970s  when  he  at- 
Led  to  lay  claim  to  the  entire  under- 
id  water  supply  of  the  Denver  ba- 
lls claim  was  nixed  by  the  courts, 
says  H.  J.  "Chips"  Barry,  head  of 
)enver  Water  Dept.,  "he's  been  go- 
fter  that  water  ever  since." 
asen's  and  Huston's  ambitions 
i  beyond  Colorado.  In  April,  West- 
Water  announced  an  agreement 
the  Atchison,  Topeka  &  Santa  Fe 
'ay  Co.  and  local  California  water 
als  to  look  into  piping  water  from 
fers  along  the  railroad's  right  of 
to  the  city  of  Barstow  in  the  Mo- 
Desert.  Critics  say  Western  Wa- 
i  using  the  Santa  Fe  name  to  pro- 
its  stock.  But  Santa  Fe  official 
ivt  Miller  says  "the  stock  was  being 
d  long  before  we  got  involved." 
nsists  that  the  railroad  has 
ag  to  lose  and  believes  there 
be  valuable  water  rights 
the  old  whistle  stops.  "I 
ht  some  of  the  damn 
myself,"  says  Miller,  _ 
not  much." 

for  the  short  sell- 
lensen  predicts  that 
"are  going  to  die  a 
ul  death"  when  the 
r  starts  to  flow.  "A  lot 
ople  think  I'm  smart,  and 
people  think  I'm  full  of  bull,' 
lys.  Either  way,  a  lot  of  folks 
soon  going  to  learn  that  mes- 
around  with  Colorado  water  is  a 
erous  game. 

By  Eric  Schine  in  Denver 


A  PHONE  COMPANY  WITH 
THE  WRONG  KIND  OF  HUM 


F 


oi-  investors  in  Incomnet  Inc.,  the 
Information  Highway  seems  to  be 
paved  with  gold.  The  Woodland 
Hills  ( Calif.  )-based  long-distance  carrier  is 
expected  to  bounce  back  in  1994  from  a 
$949,000  loss  last  year  and  earn  a  tidy 
$3.5  million.  Incomnet  predicts  it  will 
rack  up  $35  million  in  sales,  more  than 
triple  last  year's  volume.  And  the  com- 
pany's stock  has  soared  over  60%  since 
January,  to  about  $10  a  share. 

But  investors  may  be  in  for  a  bumpy 
ride.  The  signs  of  trouble:  Sales  repre- 
sentatives are  leaving 
the  company  in  droves, 
some  griping  the  com- 
pany hasn't  paid  them 
what  they  are  due. 
Others  complain  that 
top  executives  are 
more  concerned  with 
recruiting  reps— who 
pay  up  to  $695  for  a 
package  of  training  ma- 
terial and  phone  calling 
cards— than  with  sign- 
ing up  customers.  Sales 
of  material  to  the  mar- 
keting force  accounted 
for  38%  of  revenues 
last  year.  In  states  like 
California,  multilevel 
marketing  concerns 
that  generate  a  large 
percentage  of 
revenue 
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SCHWARTZ:  A 
MUTINY  AND 
ALLEGATIONS 
TO  QUELL 


from  sales  to  a  company's  own  staff  can 
be  in  violation  of  antipyramid  laws. 

Short  sellers— who  have  pushed  short 
interest  in  the  stock  to  L2  million  out  of 
7  million  shares  that  trade— have  spread 
the  word  about  the  ties  of  two  top  com- 
pany advisers  to  a  fraudulent  1980s-era 
multilevel  inarketing  operation. 

Incomnet  Chairman  and  CEO  Sam  D. 
Schwartz  denies  the  company  is  in  trou- 
ble. He  insists  he's  engaged  in  a  legiti- 
mate business:  reselling  long-distance 
service  by  buying  time  from  other  car- 
riers. And  he  boasts  that  Incomnet's 
20,000  sales  reps  signed  up  100,000  new 
customers  in  the  first  half  of  1994  and 
will  add  another  150,000  in  the  second 
half.  "We  are  as 
straight  an  arrow  as 
you'll  find,"  he  says. 

Schwartz  takes  par- 
ticular exception  to 
suggestions  that  In- 
comnet might  be  a 
pyramid  scheme.  Sales- 
people get  bonuses  for 
signing  up  reps,  but 
only  after  the  new  re- 
cruits sign  up  at  least 
10  customers.  Schwartz 
denies  that  the  compa- 
ny focuses  on  new 
reps  and  estimates  the 
percentage  of  revenues 
from  sales  to  sales 
staff  will  drop  to  20% 
by  year end. 

California  Deputy 
Attorney  General  Al- 
bert N.  Shelden  says 
his  office  is  consider- 
ing whether  to  require 
Incomnet  to  register  with  the  state, 
which  regulates  some  multilevel  mar- 
keting plans  that  recjuire  a  substantial 
investment  by  reps.  He  won't  say  if  In- 
comnet has  run  afoul  of  his  state's 
antipyramid  laws. 

SERVED  TIME.  Shorts  are  trying  to  raise 
that  specter  by  noting  the  links  between 
an  earlier  fraud  involving  two  Incomnet 
officials.  Christopher  J.  Mancuso,  di- 
rector of  product  development  for 
Incomnet  subsidiary  National  Tele- 
phone &  Communications  Inc., 
pleaded  guilty  in  1986  to  mail 
fraud.  The  charges  stemmed 
from  a  multilevel  cosmetics 
marketing  scheme  involving  a 
company     called  Culture 
Farms  Inc.  that  fleeced  in- 
vestors out  of  an  estimated  $40 
million.  Culture  Farms  went  bank- 
rupt in  1985.  Mancuso  was  fined 
$10,000  and  served  nine  months  in  fed- 
eral custody.  Incomnet's  Schwartz  says 
Mancuso  has  "done  nothing  dishonest 
since  I've  known  him." 

Jerry  W.  Ballah,  NTC's  marketing 
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head,  helped  set  up  Culture  Farms  in 
late  1984.  But  he  says  he  was  merely  a 
grower  of  cultures  used  in  the  cosmetics 
and  lost  money  himself.  He  was,  howev- 
er, named  in  a  civil  suit  filed  by  the 
bankruptcy  trustee,  who  claimed  Ballah 
received  money  from  the  operation. 

Schwartz  now  seems  to  be  having 
more  trouble  with  former  sales  reps 
than  with  regulators  and  short  sellers. 
Current  and  former  reps  gripe  that  NTC 
failed  to  pay  commissions  and  bonuses. 
Several  blame  this  on  mismanagement, 
including  weak  computer  systems.  One 
dispute  has  turned  ugly.  Former  rep 
Raymond  Leonard,  who  is  involved  in  a 
legal  tussle  with  the  company,  claims 
he  is  owed  $106,800  in  commissions. 
Now  a  partner  in  another  long-distance 
reselling  business,  Leonard  also  contends 
the  company  has  hired  a  private  eye  to 
trail  him.  "We've  had  people  break  into 
our  cars  and  go  through  our  garbage," 
he  says. 

FIGHTING  BACK.  NTC  President  Edward 
R.  Jacobs  says  that  while  the  unit  has 
had  some  growing  pains,  every  sales- 
person owed  money  has  been  paid.  He 
declined  to  comment  on  whether  the 
company  has  used  a  private  eye  to  trail 
Leonard. 

But  NTC  is  going  after  some  of  its 
critics  with  a  vengeance.  It  is  suing  five 
onetime  reps,  including  Leonard,  con- 
tending they  used  confidential  NTC  lists 
to  woo  away  large  customers.  The  com- 
plaint alleges  that  the  former  staffers 
have  been  recruiting  other  NTC  reps  by 
warning  that  NTC  "is  run  by  a  group  of 
crooks."  The  company  is  seeking  to  re- 
cover $500,000  and  undetermined  puni- 
tive damages.  On  July  29,  a  California 
judge  barred  the  defendants  from  us- 
ing NTC's  customer  and  sales-rep  lists. 
Leonard's  lawyer  says  his  client  hasn't 
used  proprietary  information. 

The  rancor  is  taking  its  toll.  In  its 
suit,  the  company  admits  losing  "innu- 
merable" salespeople  due  to  the  group's 
tactics— and  that  in  some  parts  of  Cali- 
fornia, it  has  lost  more  than  half  of  its 
customers  and  reps. 

As  the  disan-ay  mounts,  some  insiders 
are  lightening  up  on  their  holdings. 
Since  November,  Incomnet  director  Joel 
W.  Greenberg  has  sold  nearly  376,000 
shares,  reducing  his  stake  to  about  one 
million  shares.  Jacobs  has  .sold  more 
than  36,000  shares  since  April  but  still 
holds  about  47,(XX)  shares.  Both  say  they 
sold  for  personal  reasons,  and  Green- 
berg says  he  recently  bought  20,000 
shares. 

If  the  sales  reps  and  the  shorts  are 
right,  holders  might  want  to  exit  this  In- 
formation Highway. 

By  Amy  Barrett  in  Washington 
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ROY  NEUBERGER: 
THE  THRILL  ISN'T  GONE 
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At  91,  the  iconoclastic  stock  trader  still  relishes  a  quick  hit 


NEUBERGER  i 
HIS  HOME  IN 
PEEKSKILL,  N 
WITH  65  YEA 
ON  THE  STREI  ,  ( 
HE  HAS  LIVEB  ' 
THROUGH  Mi 
MARKET  CYCI 
AND  HAS  A 
PERSPECTIVE 
SHARED  BY  Fl 
PEOPLE— HIS 
FIRST  TRIUMI  M 
WAS  SHORTI^er. 
RCA  STOCK 
RIGHT  BEFOR 
THE  1929  CRi 
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oy  R.  Neuberger  is  an  addict.  His 
compulsion  has  dominated  his  life 
for  nigh  on  seven  decades.  And 
at  91,  he  admits  that  the  situation  is 
hopeless.  It  is  now  55  years  since  he 
co-founded  the  money-management  firm 
of  Neuberger  &  Berman.  He  has  seen 
crashes  and  scandals,  market  fads  and 
fallacies— and  more  stock  market  cycles 
than  you  can  shake  a  walking  stick  at. 

Yet  nearly  every  day,  he  comes  in  and 
feeds  his  hunger.  He  trades.  And  trades. 
Confesses  Neuberger:  "I'm  addicted  to 
the  fascinations  of  the  market." 

Roy  Neuberger  represents  a  vanishing 
breed— the  grand  old  men  of  Wall 
Street.  Having  lived  through  many  mar- 
ket cycles— his  first  big  success  was 
shorting  RCA  right  l)efore  the  crash  of 


The  unanswered  question:  Is 
Neuberger  making  money  in 
the  market,  or  is  his  rapid-fire 
trading  an  expensive  hobby? 


1929— the  ebullient  Neuberger  has  £ 
spective  on  the  stock  market  share  y 
few  people.  In  an  interview  with 
NESS  WEEK,  Neuberger  provided  a 
creasingly  rare  exposition  on  his  in 
ment  philosophy. 

"VERY  NAIURAI."  When  it  comes  to 
ing  the  market,  Roy  Neuberger 
quick  on  the  trigger  as  a  spri^ 
young  lad  of  65.  He  is  an  active  s 
term  trader.  It  is  a  philosophy  tha 
partners  take  pains  to  point  out,  is 
matically  different  from  the  long 
credo  of  the  conservative,  $30  b 
money-management  firm  that  h( 
founded.  Indeed,  Neuberger's  relish 
good  trade  is  palpable.  A  visitor  t 
office  hears  him  bemoan  the  fact  th; 
didn't  sell  a  stock  that  had  risen  5°/ 
past  day— it  was  now  up  only  2.5%, 
he  still  likes  short-selling— another 
ing  technique  eschewed  by  his  firn 
Most  investors  can't  afford  the 
that  Neuberger  gets  from  short 
trading,  and  Neuberger  doesn't  re 
mend  the  strategy  unless  "it's  very 
ural  for  someone."  He  thinks  most 
vidual  investors  should  invest  foi 
long  term— but  not  mindlessly.  Sel. 


or 
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:e,  often  neglected  by  small  inves- 
is  vitally  important,  he  argues, 
■uberger  pays  close  attention  to  an- 
nuts-and-bolts  factor— the  strength 
company's  management.  There  is 
much  arrogance  in  management" 
',  he  says.  He  cites  Microsoft  Corp. 
1  example  of  good  management; 

recent,  unspecified  Wall  Street 
lals  as  instances  of  bad.  Neuberger 
'in't  buy  Microsoft  at  its  current 
tion  but  adds  that  "it's  such  a  fan- 
;  stock  that  it  can't  be  classed  with 
■  technology  stocks." 
Neuberger  making  money  in  the 
et,  or  is  his  rapid-fire  trading  an 
isive  hobby?  When  asked  if  he  has 
money  year-to-date,  he  dodges  the 
ion,  claiming  that  "over  the  years 
fared  well  more  than  90%  of  the 
I've  been  lucky."  The  best  years: 
1950s.  The  worst?  The  late  1960s, 
the  market  "refused  to  value  stocks 
vere  persistently  strong."  Neuberger 
1994  has  been  more  difficult  than 
)ther.  The  stocks  of  well-managed 
anies  are  moving  in  a  nan"ow  range, 
ig  trading  gains  harder  to  come  by. 
Corp.,  for  instance,  "is  an  extraordi- 
r  well-managed  company,"  he  says, 
it  hasn't  gone  up  or  down  much, 
t's  been  tough  to  do  anything  but 
e  it  as  a  good  company." 
GAFFE.  Neuberger  seems  frustrated 
le  irrationality  in  today's  market, 
lames  some  of  the  dislocation  on  the 
le  influence"  given  to  "the  host  of 
le  at  research  firms  that  give  re- 
of  upgrades  and  downgrades."  Says 
lerger:  "I  think  it's  ridiculous  that 
3ns  are  taken  that  seriously."  He  is 
;ritical  of  the  leverage  that  has  flood- 
le  financial  markets.  "Certain  mar- 
are  too  influenced  by  people  who 
themselves  speculators,  but  they 
t  be  called  gamblers,"  he  says.  The 
•income  markets  "have  become  more 
»ling  mediums  than  they  used  to  be," 
"bonds . . .  pretty  much  as  specula- 
is  stocks." 

mberger's  outspoken  views  are 
y  heard  nowadays.  That's  because 
artners  prefer  it  that  way.  Calls  to 
3cretary  of  30  years  are  routed  to  a 
ler  who  greets  a  request  for  an 
view  with  a  flat  "No."  Further  calls 
1  the  Arm's  managing  partner,  Law- 
3  Zicklin,  and  culminate  in  an  hour- 
talk  about  how,  while  Neuberger  is 
irm's  "conscience,"  he  has  not  man- 
any  client  assets  for  many  years, 
itually,  reluctantly,  Zicklin  relent- 
3ut  asked  that  he  be  present.  In 
3nd,  a  compromise  was  reached— 
merger  would  be  accompanied  by 
ione  from  an  outside  public  rela- 
firm. 

hy  the  nervousness?  The  apparent 
)n  is  what  Neuberger  describes  as 


"boners"  in  talking  to  the  press.  In  1992, 
he  told  a  reporter  that  the  stock  of 
Coca-Cola  Co.  "is  so  overvalued  right 
now  that  anybody  who  owns  it  is  a  mor- 
on." As  it  turned  out,  some  of  his  firm's 
fund  managers  owned  Coca-Cola.  A 
somewhat  chagrined  Neuberger  now  de- 
scribes the  chairman  of  Coca-Cola  as  a 
"brilliant  manager." 

"LOUSY  ARTIST."  Neuberger's  indepen- 
dence is  deeply  ingrained.  Orphaned  at 
12,  Neuberger  inherited  money  from  his 
father,  a  successful  Wall  Street  trader. 
He  dropped  out  of  New  York  Univer- 
sity: "I  wasn't  learning  anything,"  he  re- 
calls. For  a  time,  he  worked  as  an  uphol- 
stery and  fabrics  buyer  for  the 
now-defunct  B.  Altman.  He  also  stud- 
ied art,  which  convinced  him  that  he  is  a 
"lousy  artist."  But  he  is  a  longtime  pa- 
tron of  the  arts. 


Neuberger  has  had  to  slow  down  in 
recent  years.  A  run-in  with  a  bicycle 
messenger  at  age  85  resulted  in  a  pin  in 
his  hip  and  put  an  end  to  the  daily  walk 
from  his  apartment  on  82nd  Street  and 
Fifth  Avenue  to  the  firm's  offlces  2/4 
miles  away.  Now,  a  driver  takes  him 
trom  his  apartment  in  the  swank  Pierre 
Hotel  to  the  firm's  offices.  He  still  swims 
and  works  out  with  a  personal  trainer 
three  times  a  week. 

Neuberger  enjoys  retreating  to  his 
home  in  bucolic  Peekskill,  N.Y.,  and 
spending  time  with  his  family.  He  has 
been  married  to  his  wife,  Marie,  for 
about  60  years,  and  they  have  three 
children,  eight  grandchildren,  and  four 
great-grandchildren.  But  his  mistress, 
the  market,  will  always  be  beckoning 
from  the  big  city. 

By  Suzanne  Woolley  in  Ne  w  York 


LIKE  FOUNDER,  LIKE  FIRM? 
NOT  QUITE 


Walking  into  the  offlces  of  old- 
line  money-management  firm 
Neuberger  &  Berman  can 
give  visitors  a  shock.  Instead  of  the 
usual  tasteful  antiques,  you  see  a  chan- 
delier created  from  what  looks  like  drip- 
ping wax,  a  wall  assemblage  involving 
criss-crossed  wood  and  eggs,  and  gold- 
fl'amed  paintings  in  Day-Glo  colors. 
Don't  let  the  art  fool  you.  "Neuber- 


NEUBERGER  &  BERMAN'S  EQUITY 
FUNDS:  HOW  THEY'VE  PERFORMED 


Fund 

Annual  return 

1994* 

One  year 

Five  years 

GENESIS 

-4.7% 

3.7% 

8.3% 

GUARDIAN 

-1.5 

6.7 

12.9 

MANHATTAN 

-8.6 

-1.7 

9.4 

PARTNERS 

-5.3 

3.5 

10.2 

SEL.  SECTORS 

-1.5 

8.0 

12.8 

S&P  500 

-3.4 

1.4 

10.3 

'Through  June  30 

DATA;  MORNINGSTAR  INC 

gei-  &  Berman  is  not  a  story  of  new 
things,"  says  Lawrence  Zicklin,  the 
firm's  managing  partner.  While  the 
founder',  Roy  R.  Neuberger,  has  cov- 
ered the  walls  with  contemporary  art, 
Neuberger  &  Bennan  is  a  place  where 
a  tried-and-true  value  approach  reigns 
supreme.  The  firm  manages  some  $30 
billion  in  client  assets,  including  $8  bil- 
lion for  wealthy  individuals  and  $7  bil- 
lion in  mutual  funds. 

The  55-year-old  firm's  philosophy  has 
yielded  solid,  but  less  than  stellar,  re- 
sults in  its  no-load  mutual  funds  (ta- 


ble). The  funds'  below-average  expense 
ratios  are  what  helps  them  stand  out 
from  the  crowd.  Tlie  $611  million  Select- 
ed Sectors  Fund,  for  example,  boasts  a 
ratio  of  0.92%,  compared  with  an  aver- 
age 1.34%  for  similar  funds. 
FRENCH  ALLIANCE.  The  firm's  conser- 
vative bent  runs  deep,  influencing 
even  the  partners'  risk  arbitrage  fund, 
created  in  1972  as  a  way  to  use  the 
firm's  capital  without  com- 
ing into  competition  with 
clients.  The  fund  has  done 
"reasonably  well,"  says 
Zicklin.  "We'd  never  take 
enough  risk  to  make  it  an 
enormous  loser  or  a  big 
winner." 

Neuberger  &  Berman  is 
broadening  its  scope  to 
compete  in  the  global  mar- 
ket. One  of  its  most  sig- 
nificant moves  was  the  for- 
mation in  1992  of  a  joint 
venture  with  Banque  Na- 
tionale  de  Paris  (BNP), 
France's  largest  commercial  bank,  to 
create  a  firm  that  provides  global  in- 
vestment-management services.  The 
alliance  gives  Neuberger  a  global  pres- 
ence—BNP  has  offices  in  84  countries— 
and  access  to  bnp's  analysts. 

But  the  expanded  global  presence 
won't  detract  from  the  firm's  main  mis- 
sion: to  invest,  conservatively.  The  av- 
erage age  of  portfolio  managers,  Zicklin 
observes,  is  56.  Of  course,  as  Roy  Neu- 
berger demonstrates,  age  and  conserva- 
tism are  not  always  synonymous. 

By  Suzanne  Woolley  in  New  York 
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UNHOOKING  CABLE 
MAY  PERK  UP 
MEDIA  GENERAL 


edia  General  is  a  major 
newspaper  publisher,  but 
lately  the  stock  is  being  driv- 
en by  its  cable-TV  operations.  The  price 
dropped  to  22  in  May,  down  from  28  in 
February,  when  the  Street  suddenly 
lost  its  ardor  for  the  cable  group.  But 
Media  General  has  since  rebounded  to 
28.  What's  firing  it  up? 

Some  big  investors  are  betting  the 
company  will  soon  be  forced  to  spin 
off  its  cable  business,  estimated  to  be 
worth  about  $700  million,  or  $27  a 
share.  These  pros  argue  that  Media 
General  is  much  undervalued:  In  addi- 
tion to  cable  properties,  it  owns  several 
broadcast-TV  stations  and  a  sheaf  of 
newspapers. 

The  intrinsic  value  of  all  its  assets, 
including  cable  properties,  is  $65  to 
$80  a  share,  according  to  investor  Ma- 
rio Gabelli.  His  companies— gamco  In- 
vestors and  Gabelli  Fimds— recently  in- 
creased their  stake  in  Media  General  to 
more  than  30%,  up  from  25%  in  1992. 

Gabelli  says  investors  have  been 
frustrated  and  disappointed  ever  since 
they  supported  management  six  years 
ago  against  raiders  Burt  Sugarman  and 
Harold  Simmons,  who  had  launched  a 
hostile  takeover  bid.  Shares  were  then 
trading  at  30.  People  close  to  Gabelli 
say  he's  eager  to  force  management 
to  spin  off  cable  operations.  They  note 
that  demand  for  cable  assets  has  re- 
surged,  judging  from  recent  deals  done 
by  Southwestern  Bell  and  U  S  West.  A 
"real  consolidation"  in  cable  is  happen- 
ing, says  Salvatore  Muoio,  an  analyst 
for  Gabelli,  "and  the  appetite  for  cable 
systems  is  definitely  on  the  rise." 
HOT  PROPERTY.  Media  analyst  Kendrick 
Noble  recalls  that  Media  General's  ca- 
ble holdings  were  what  attracted  raid- 
ers Itack  in  the  1980s.  Says  analyst 
Paul  Sweeney  of  Wheat  First  Butcher 
Singer:  "Media  General's  cable  opera- 
tions in  the  prime  Washington  (D.C.) 
area  are  among  the  best  in  the  coun- 
try, period."  He  has  upgraded  his  rat- 
ing from  "hold"  to  "buy"  since  ad  reve- 
nues and  earnings  have  ramped  up. 

But  even  if  Media  General  holds  on 
to  its  cable,  "the  stock  is  still  a  good 
buy,"  says  Sweeney.  Media  General 
owns  four  cable  systems,  with  more 
than  200,000  subscribers.  The  compa- 
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ny's  broadcast  operations  include  an 
NBC  affiliate  in  Tampa  and  two  ABC  af- 
filiates—in Charleston,  S.  C.,  and  Jack- 
sonville, Fla.  In  print,  Media  General 
has  daily  and  Sunday  newspapers  in 
Tampa,  Richmond,  Va.,  and  Winston- 
Salem,  N.  C.,  plus  14  weekly  and  twice- 
a-week  papers  in  Florida.  The  company 
is  also  a  major  newsprint  recycler. 


SCOTT  PAPER  COULD 
KEEP  ON  ROLLING 


Among  this  year's  heavyweights 
is  Scott  Paper,  which  zoomed 
from  42  in  mid-May  to  61  on 
Aug.  3.  Some  investors,  fearful  the 
stock  may  be  peaking,  have  bailed  out. 
But  diehard  fans  are  not  giving  up. 
"Scott  remains  our  single  best  pick  in 
the  paper  group"  despite  its  rise,  says 
Linda  Lieberman  of  Bear  Stearns.  She 
thinks  it  will  hit  75  to  80  in  a  year. 

Much  of  this  optimism  is  due  to  new 
Chairman  and  CEO  Albert  Dunlap,  who 
has  launched  an  aggressive  restmctur- 
ing  since  his  appointment  in  April.  The 
move  has  included  asset  sales,  cost- 
cutting,  and  layoffs  of  a  total  of  10,500 
employees  by  the  end  of  1994. 

The  world's  largest  producer  of  pa- 
per tissues  and  napkins,  Scott  is  also  a 
major  maker  of  coated  printing  paper 
and  the  owner  of  2.8  million  acres  of 
timberland.  Adding  to  the  fire  in  the 
stock  is  the  growing  speculation  that 
Scott  has  found  a  buyer  for  its  coated- 
paper  business.  Dunlap  has  hired  Gold- 
man Sachs  to  evaluate  Scott's  S.  D. 
Warren  unit,  which  produces  commer- 
cial-printing and  specialty  paper. 
Rumors  are  flying  that  several  U.  S. 


and  foreign  companies,  including  Ini 
national  Paper,  Weyerhaeuser,  Mi 
Paper,  and  Union  Camp,  have  ente 
a  second  round  of  talks  to  buy 
unit.  S.  D.  Warren  is  said  to  be  Wi 
$1.5  billion.  CEO  Dunlap  says  he's  "v| 
pleased  with  the  way  the  talks  are 
ing."  There's  "a  multiplicity  of  in 
est  in  S.  D.  Warren,"  he  adds. 

Analysts  give  Dunlap  high  ma| 
for  his  moves.  "Scott's  restructui 
is  one  of  the  most  dramatic  in 
industry,"  says  Kathryn  McAuley. 
analyst  at  Brown  Brothers  Harri 
Lieberman  of  Bear  Stearns  has  rai; 
her  1995  earnings  estimate  from  $ 
a  share  to  $4.25,  a  big  jump  f; 
1994's  estimated  $2.65  and  1993's  $l! 
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y  the  time  President  and  ( 
^  Jack  Phillips  gets  done  revai 
ing  Actava,  it  will  bear  little  j 
semblance  to  the  Fuqua  Industrie^ 
was  when  he  and  his  group  acquired 
in  April.  Whispers  are  that  Phill 
has  lined  up  several  deals  for  an  acd 
sition  in  telecommunications  and  ini 
mation  systems. 

The  purchase  will  be  preceded] 
the  closing  of  an  agreement  in 
August  to  sell  to  Eastman  Kodak 
50%  Actava  stake  in  Qualex, 
wholesale  photofinishing  giant  that 
two  own  jointly.  People  familiar 
the  deal  say  Kodak  will  pay  Act; 
$150  million  for  its  share.  Talk  of  si 
a  purchase  has  spurred  Actava  sti 
to  jump  from  IVi  to  10  in  recent  da 
Some  big  investors  think  the  st( 
could  double  in  a  year  if  Phillips'  o\  HHS 
all  scheme  goes  through. 

Once  the  Qualex  deal  is  done, 
these  pros,  Phillips  will  proceed  w 
selling  off  Actava's  remaining  busim 
Snapper  Power  Equipment,  wh 
iTiakes  lawn  mowers,  tractors,  garc 
tillers,  and  snowblowers.  A  couple 
companies  have  expressed  interest 
Snapper,  and  insiders  say  a  deal 
be  signed  soon.  In  May,  Phillips 
Actava's  four  sporting-goods  com 
nies  to  Roadmaster  Industries  for 
million  in  stock.  The  deal  gave  Act; 
a  40%  stake  in  Roadmaster,  which  i 
major  producer  of  bicycles  and  fitn 
equipment. 

Financier  John  Kluge,  who  own; 
big  chunk  of  Actava,  is  expected 
become  chairman  upon  completion 
Phillips'  plan  to  transform  Actava  \ 
a  communications  company. 


F 


Rockwell  cuts  costs 

for  NASA's  frequent  flyers 

by  more  than  20  percent. 


Continuous  Process 
Improvement  saves  millions 
on  Space  Shuttle  operations 
and  main  engines. 


whether  it's  helping  NASA 
prepare  the  Rockwell-built  Space 
Shuttle  for  flight,  or  producing  its 
main  engines,  it  takes  innovative 
management  to  reduce  costs 
while  maintaining  quality.  From 
factory  to  launch  pad,  Rockwell 
gives  NASA  more  for  its  money 
through  Continuous  Process 
Improvement. 

A  restless  dissatisfaction  with 
the  status  quo  drives  Rockwell 
people  to  seek  better  ways  to 


help  all  our  customers  succeed. 
Whether  it's  cutting  an  avionics 
production  cycle  by  68  percent. 
Giving  commercial  printers  a  pin- 
less  folding  system  that  reduces 
paper  waste.  Or  employing  simul- 
taneous engineering  to  produce 
a  complex  truck-hood  assembly 
in  half  the  time. 

Rockwell  continuously  seeks 
better  ways  to  perform  for  our  cus 
tomers.  Boosting  our  leadership 
in  the  diverse  markets  we  serve. 


4^  RockweH 
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A  NEW  HIGH-TECH 
DYHASTY? 


Taiwan's  Wang  family  aims  to  be  a  global  leader  in  computing 


B 


eing  the  daughter  of  Taiwan's 
leading  industrialist  has  a  few  dis- 
advantages. Charlene  Wang,  45, 
president  of  First  International  Comput- 
er Inc.,  has  spent  decades  trying  to 
maintain  autonomy  from  her  father,  Y.  C. 
Wang.  The  87-year-old  chairman  of  the 
Formosa  Plastics  Group  has  a  passion 
for  controlling  every  facet  of  his  busi- 
ness. Indeed,  Charlene  founded  FIC  in 
the  early  1980s  in  large  part  because  it 
wouldn't  interest  her  father.  "The  safest 
thing  was  to  go  into  something  he  knew 
nothing  about,"  she  says. 

But  a  decade  later,  her  company  has 
snowballed  into  a  $600  million  producer 
of  personal  computers  and  their  mother- 
boards. Not  surprisingly,  the  old  man  is 
taking  an  active  interest.  Facing  increas- 
ing environmental  constraints  in  the  pet- 
rochemical field,  the  Wang  family  is  now 
determined  to  become  a  global  leader 
in  information  processing.  FlC  is  taking 
the  lead,  backed  by  the  $6.7  Ijillion  For- 
mosa Plastics  Group,  which  is  risking 
nearly  $1  billion  on  memory  chips,  liq- 
uid-crystal display  panels,  and  a  mam- 
moth computer  factory  in  China. 
MUSCLE.  The  moves  are  being  spear- 
headed by  a  new  generation  of  Wangs 
(no  relation  to  the  family  behind  ill-fated 
Wang  Laboratories).  Educated  in  top 
Western  universities,  Charlene  and  sib- 
lings Winston  and  Cher  preside  over 
some  of  the  family's  fastest-growing 
businesses.  Winston,  vice-president  of 
Nan  Ya  Plastics  Corp.,  has  advanced 
into  electronics  materials  and  printed- 
circuit  boards.  Cher,  president  of  PC 
maker  Everex  Systems  Inc.,  is  pushing 
into  the  U.  S.  market.  In  the  process, 
they  have  converted  their  father  to  the 
virtues  of  electronics.  "He's  seen  what 
we've  accomplished,"  boasts  Winston. 

By  the  time  all  the  pieces  come  to- 
gether five  years  from  now,  the  Wang 
family  companies  could  have  combined 
electronics  sales  of  $4  billion.  "They  will 
be  one  of  the  most  integrated  computer 
companies  in  Asia,"  predicts  Daniel  A. 
Heyler,  a  Taiwan-based  analyst  for  Data- 
quest  Inc. 


Many  analysts  are  betting  that  the 
Wangs  will  succeed  because  of  their  fi- 
nancial muscle.  Formosa  Plastics'  stated 
$12.3  billion  in  assets  includes  vast  real 
estate  holdings  that  haven't  been  reval- 
ued in  decades.  Formosa  Plastics  Corp., 
the  group's  flagship,  is  laying  out  $9.5 
billion  for  a  petrochemical  complex  ex- 
pected to  generate  revenues  of  more 
than  $7  billion  annually  by  1998.  It  re- 


China  forced  Y.  C.  Wang  to  call 
planned  $7  billion  petrochemical  zo 
the  mainland  two  years  ago.  Com 
revenues  have  stayed  stagnant 
around  $1.2  billion,  since  1991. 

That's  why  electronics  is  seen 
new  avenue  of  growth.  Formosa  e: 
fives  believe  their  corporate  culture 
prepared  them  to  survive  the  indus 
intense  competition.  Y.  C.  Wang  hai 
tered  a  fanatical  devotion  to  cosfisi)! 
ting,  and  his  10  children— all  of 
executives  in  family  businesses- 
maintained  many  of  his  fi'ugal  ways, 
of  deference  to  their  father,  who 
in  his  80s  before  he  agi-eed  to  fly 
ness  class  on  transpacific  flights 
children  avoid  being  chauffeured  e}|'6 
when  on  business. 

Those  lessons  in  cost-cutting 
come  in  handy.  In  1980,  Charlene 
her  husband,  Ming  J.  Chien,  establi  - 
FIC,  which  produced  IBM  clones  u 
its  Leo  brand.  Business  took  off  in 


itoi 


lb 
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cently  opened  a  $1.6  billion  project  in 
Point  Comfort,  Tex.,  and  wants  to  in- 
vest billions  more  in  China. 

Yet  the  Wangs  realize  that  there  are 
limits  to  petrochemical  expansion.  In 
Texas,  Formosa  was  fined  a  record  $4.3 
million  three  years  ago  for  mishandling 
hazardous  waste  and  has  been  cited  for 
dozens  of  worker-safety  violations.  The 
company  has  canceled  plans  for  a  contro- 
versial $700  million  rayon  plant  in  Loui- 
siana. Meanwhile,  widespread  criticism 
in  Taiwan  and  bureaucratic  delays  in 


when  FIC  moved  into  motherboards' 
main  circuit  cards  at  the  heart  of  e 
PC.  After  the  PC  price  war  in  1991 
drove  out  smaller  competitors.  FIC 
the  money  for  economies  of  scale  v' 
others  were  hurting,"  says  Robert 
Intel  Corp.'s  Taiwan  manager. 

Still,  the  motherboard  sector  has 
its.  Even  though  Taiwan's  sales  of  n 
erboards  soared  54%  last  yeai',  the  ; 
age  price  plunged  from  $176  to  ' 
Fic's  profit  margins  are  just  3.5%, 
analysts  predict  earnings  from  mot 


90  BUSINESSWEEK/AUGUST  15,  1994 


THE  CORPC 


Is  will  be  flat  this  year  at  around 
million.  "They  need  to  put  their 
asis  on  more  high-growth  areas," 
Andrew  Hubert  of  Masterlink  Se- 
es Taiwan. 

e  such  area  is  notebook  PCs,  now  a 
)illion  industry  in  Taiwan  that  is  ex- 
d  to  grow  by  70%  over  the  next 
years.  By  yearend,  Fic  hopes  to 
ice  20,000  notebooks  per  month  and 
ne  a  top  supplier  to  original-equip- 
manufacturers. 

e  Wangs'  game  plan  is  to  be  more 
a  supplier  of  assembled  systems. 

also  want  to  be  a  mass-volume 
icer  of  modules  for  dozens  of  com- 

brands.  The  goal,  says 
Chairman  Chien,  is  to 
ine  of  the  most  impor- 
subsystem  suppliers  in 
vorld."  This  helps  ex- 

the  company's  buildup 
nina.  fic  makes  color 
tors  and  motherboards 
jangdong  province.  By 
year,  it  will  be  produc- 
ip  to  150,000  mother- 


HE  WANGS' 
ORKS 

lily  and  corporafe  con- 
chiidren  of  Taiwanese 
Y.C.  Wang  are  building 
ley  hope  will  become  o 
igrated  electronics  power. 

\NG  CHAIRMAN 


of  other  Taiwanese  computer  makers, 
who  last  year  imported  $500  million 
worth  of  LCDs  and  $3  billion  worth  of 
DRAMS— mainly  from  Japan.  The  strategy 
is  risky.  The  burden  of  maintaining  ver- 
tical integration  could  force  them  to 
charge  a  premium  for  their  DRAMs  and 
PCS.  Moreover,  vertical  integration  didn't 
help  Japanese  companies  withstand  com- 
petition from  more  focused  rivals. 

But  none  of  those  concerns  are  hold- 
ing the  Wangs  back.  In  November,  they 
paid  $2.3  million  to  rescue  Fremont 
(Calif.)  computer  maker  Everex  Systems 
from  Chapter  11.  Everex,  which  had  an- 
nual sales  of  $433  million  at  its  peak  in 
1992,  was  regarded  as  an  in- 
novator in  high-end,  multi- 
ple-user PCs.  It  also  had 
more  than  $2  billion  in  con- 
tracts to  supply  the  U.  S. 
government  and  the  Army. 
But  Everex'  heavy  spending 
on  research  and  develop- 
ment and  high  overhead 
proved  fatal. 

The  acquisition  presents 


BY  FAMILY,  10%  BY  GROUP  COMPANIES 
ION 

•e  founder  and  family  patriarch  Y.C. 
tains  his  control  over  the  Formosa 
up's  petrochemical  business. 

IG  PRESIDENT 
JjSNAIIJJU:ljl:lj:» 

%  BY  FAMILY,  29%  BY  GROUP  COMPANIES 


]n's  75-year-old  brother  runs 
;r  of  rayon,  nylon,  and  other 
ithY.C.'sson  William,  48. 


CHARLENE  WANG  &  MING  CHIEN  PRESIDENT  &  CHAIRMAN 


FIRST  INTERNATIONAL  COMPUTER 


OWNERSHIP  55%  BY  WANG  AND  CHIEN  FAMILIES  SAiE  v  S600  MILLION 

Y.C.'s  daughter  and  son-in-law  are  steering  the  world's  largest  maker  of 
motherboards  into  new  areas  such  as  notebook  PCs. 
FORMOSA  INDUSTRIAL  COMPUTER 

A  subsidiary  of  First  International  Computer,  Formosa  Industrial  Computer 
makes  multimedia  products  as  well  as  high-end  PCs  for  industrial  uses. 

CHER  WANG  PRESIDENT 


EVEREX  SYSTEMS 


OWNERSHIP:  100%  CONTROLLED  BY  FAMILY  AND  FIC  SALES:  $150  MILLION 

Cher  Wang,  Y.C.'s  36-year-old  daughter,  recently  took  the  helm  at 
California  company. 

WINSTON  WANG  SENIOR  VICE-PRESIDENT 


NAN  YA  PLASTICS 


OWNERSHIP:  21.%  CONTROLLED  BY  FAMILY,  15%  BY  GROUP  COMPANIES       SALES:  S3.I  BILLION 

Y.C.'s  43-year-old  son,  Winston,  has  planned  Nan  Ya's  expansion  in 
electronics,  from  printed-circuit  boards  to  semiconductors  and  liquid- 
crystal-display  screens. 

DATA;  FORMOSA  PLASTICS  GROUP,  FIRST  INTERNATIONAL  COMPUTER  INC.,  BUSINESS  WEEK 


ds  and  up  to  70,000  PCs  per  month 
sprawling  site  near  Shanghai, 
le  Wang  approach  to  PCs  follows 
pattern  Y.  C.  Wang  established  in 
licals— vertical  integration,  high  pro- 
ion  volume,  and  state-of-the-art  auto- 
on.  With  their  own  supply  of  LCD 
lis  and  dynamic  random-access  mem- 
chips  (drams),  the  Wangs  won't  be 
ed  by  the  chronic  shortages  and 
len  price  hikes  that  have  hampered 
/an's  notebook  industry.  They  also 
ict  to  supply  the  voracious  demand 


a  test  of  the  new  generation's  business 
acumen.  Instead  of  steamrolling  the  com- 
petition in  a  commodity  business,  the 
Wangs  will  have  to  prove  they  can  com- 
pete in  marketing  savvy  and  customer 
service.  Asks  Stan  Shih,  chairman  of  ri- 
val Acer  Corp.:  "Do  they  have  the  cor- 
porate culture  to  respond  to  rapid 
changes  in  technology  and  for  manag- 
ing people  in  a  dynamic  way?" 

The  answer  will  largely  depend  on 
what  kind  of  imprint  the  children  can 
make  on  the  group's  businesses.  Y.  C. 


Wang  likes  to  grill  group  managers  on 
the  prices  of  everything  from  refresh- 
ments at  company  functions  to  toilet  pa- 
per used  at  a  company-owned  hospital. 
"Every  day,  he  finds  some  problem," 
Winston  says.  "Interference  is  the  word." 

Yet  Winston  has  had  some  success  in 
winning  his  father's  confidence.  Last 
year,  he  convinced  Y.  C.  that  products 
such  as  PCBs,  chips,  and  LCDs  have  a  lot 
in  common  with  Formosa's  traditional 
commodities  businesses,  where  the  win- 
ners are  determined  by  efficiency  and 
raw-material  costs.  The  electronics  busi- 
ness accounted  for  9%  of  Nan  Ya's  1993 
sales  of  $2.36  billion  and  profits  of  $250 
million.  Over  the  next  two  years,  sales 
in  the  electronics  businesses  should  grow 
by  about  45%  and  pi-ofits  by  38%. 
"STRANGLEHOLD."  Under  Winston's  di- 
rection, Nan  Ya  has  begun  producing 
monochrome  LCD  screens  and  wants  to 
license  the  technology  to  make  more  ad- 
vanced thin-film  transistor  (TFT)  color 
panels.  It  has  budgeted  some  $500  mil- 
lion for  a  wafer  fab  and  signed  a  tech- 
nology-transfer agreement  with  Japan's 
Oki  Electric  Industry 
Co.  The  two  will  pro- 
duce eight-inch  wa- 
fers for  16-megabit 
DRAMS  by  1996  and 
collaborate  on  the 
development  of  next- 
generation  chips. 

Future  plans  de- 
pend on  the  succes- 
sion to  Y.  C.  Wang. 
"No  matter  who 
takes  over,  no  one 
will  have  the  same 
stranglehold,"  says  a 
Western  chemical  ex- 
ec in  Taipei.  Still,  the 
family  has  control  of 
most  group  compa- 
nies via  a  maze  of 
cross-holdings.  So 
most  analysts  as- 
sume a  Wang— prob- 
ably Winston— will 
be  in  charge. 

As  a  result,  Y.  C.'s 
legacy  should  be  felt 
for  decades  to  come. 
While  his  children 
were  studying  in  the  West,  he  wrote 
them  long  letters  filled  with  advice  on 
everything  from  lifestyles  to  managing  a 
chemical  plant.  As  the  children  plunge 
into  industries  where  small  mistakes  can 
mean  huge  losses,  those  lessons  will  be 
moi"e  valuable  than  ever.  Whether  they 
translate  from  smoke-ljelching  chemical 
plants  to  computer  clean  rooms  could 
determine  whether  the  Wangs  will  build 
Asia's  next  high-tech  dynasty. 

By  Pete  Engardio,  with  Margaret 
Dawson,  in  Taipei  and  bureau  reports 
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Commentary/by  Paul  Magnusson 


THE  DRAG  ON  THE  DOLIAR  IS  MADE  IN  JAPAH 


It  should  be  the  best  of  times.  Infla- 
tion is  quiescent,  employment  is 
rising,  and  the  U.  S.  economy  is 
chugging  smartly  along.  Yet  the  cur- 
rency markets  have  the  jitters:  Since 
the  beginning  of  the  year,  the  dollar 
has  fallen  by  some  12%  against  the 
yen.  Could  it  be  the  embarrassing 
Whitewater  hearings?  The  latest  fail- 
ure of  trade  talks  with  Japan?  Or  the 
rising  odds  of  an  invasion  of  Haiti? 

On  a  day-to-day  basis,  any  of  these 
could  push  the  dollar  up  or  down,  mak- 
ing the  short-run  fluctuations  of  the 
currency  markets  hard  to  predict  or 
understand.  "There  is  a  temptation  to 
attribute  dollar  swings  to  whatever  is 
going  on  that  week,"  says  Mauince  Obst- 
feld,  an  economist  at  the  University  of 
California  at  Berkeley,  "but  when  the 
dollar  suddenly  recovers,  what  can  we 
make  of  that?  Whitewater  and  Haiti 
didn't  just  go  away  overnight." 

But  the  long-run  decline  of  the  dollar 
against  the  yen— 35%  over  the  past 
four  years— does  have  a  clear-cut  expla- 
nation. The  key  is  the  massive  and 
persistent  U.  S.  trade  deficit  with  Ja- 
pan, which  has  pushed  the  dollar  down 
relentlessly  against  the  yen.  Mean- 
while, with  the  U.  S.  running  trade 
surpluses  with  Europe  and  Latin 
America,  the  dollar  has  risen  against 
an  average  of  the  currencies  of  its 
trading  partners  (chart). 
BEST  STRATEGY.  Because  the  value  of 
the  dollar  against  the  yen  is  so  closely 
tied  to  the  $60  billion  U.  S.-Japan  trade 
gap,  there's  little  the  Federal  Reserve 
can  do  to  prop  it  up.  Without  major 
changes  in  the  trade  relationship  be- 
tween the  two  countries,  currency 
interventions  or  even  interest-rate 
hikes,  measures  that  Fed  Chairman 
Alan  Greenspan  has  alluded  to  in  his 
recent  testimony  before  Congress,  are 
doomed  to  fail. 

To  keep  the  dollar  from  falling  fur- 
ther against  the  yen,  Washington's  best 
strategy  is  to  attack  the  fundamental 
causes  behind  Japan's  staggering  trade 
surpluses:  tax  and  regulatory  policies 
in  that  country  that  encourage  abnor- 
mally high  savings  rates,  tolerance  of 
private-sector  collusion  to  exclude  for- 
eigners, ridiculously  high  hurdles  for 
foreign  investors,  and  a  trade  policy 
that  favors  producers  over  consumers. 


Meanwhile,  the  drag  on  the  dollar  is 
increasing.  America's  sustained  cur- 
rent-account deficits  helped  drive  it  to 
world-class  debtor  status  and  trans- 
feired  more  than  $600  billion  abroad  in 
the  1980s,  much  of  it  to  Tokyo.  So  long 
as  the  Japanese  were  recycling  their 
dollars  into  U.  S.  office  buildings,  golf 
courses,  and  cattle  ranches,  that  wasn't 
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much  of  a  pi'oblem.  But  Japan's  rec 
sion  and  the  collapse  of  real  esU 
worldwide  forced  Japanese  invest(  m 
to  sell  U.  S.  assets  to  improve  th 
balance  sheets.  And  an  estimated  $3 
billion  loss  for  Japanese  investors  a  iia 
central  bankers  in  U.  S.  currency  a  ae 
assets  has  soured  them  on  further  pi 
chases.  Now,  the  dollars  that  Japane  sji; 
exporters  earn  are  being  tossed  iiifi 
the  cuiTency  markets  rather  than  re 
vested  in  U.  S.  assets,  further  deprei  oi 
ing  the  dollar.  "That's  why  the  or  lik 
solution  [for  a  weakening  dollar]  is  tai 
bring  down  the  U.  S.  trade  imbalanc 
says  Lawrence  Chimerine.  an  ecor 
mist  at  the  Washington-based  Econoi  m 
ic  Strategy  Institute.  ai 
MAGNIFIED  EFFECT.  To  be  Sure,  trai  sai 
is  not  the  only  force  driving  curren(  itt 
values.  Only  about  a  quarter  of  tl  m 
more  than  $1  trillion  in  daily  currenc  i 
trades  can  be  attributed  directly  ai  m 
indirectly  to  trade  in  goods  and  serv;  m 
es.  Speculation,  hedging,  and  inves  ioi 
ment  account  for  the  rest,  which  e  ied 
plains  why  the  dollar  can  gyrate  i  [c 
wildly  in  the  short  run.  ij 

Moreover,  with  corporations  ai  sri 
countries  around  the  world  using  tl 
dollar  as  their  main  trading  currenc  i« 
any  downward  pressure  on  the  dolk  a 
is  magnified.  "Everyone  is  worric  e- 
about  the  dollar's  value  because  the  ji 
are  using  dollars  for  invoicing  and  f(  t 
reserves,  and  that  just  makes  it  moi  jte 
sensitive  and  volatile,"  says  Michael  1  j*; 
Bordo,  an  economist  at  the  Intern;  i, 
tional  Monetary  Fund. 

The  dollar  has  also  been  weakene 
by  the  behavior  of  U.  S.  mutual  fund; 
which  are  going  global  in  a  big  wa; 
Spurred  by  the  lure  of  foreign  invesi 
inent  opportunities,  capital  is  flowinlfei 
out  of  the  country  at  an  estimated  $1  ifv 
billion  to  $12  billion  a  month,  makin 
the  U.  S.  the  world's  biggest  capiU 
exporter— a  sui-prise  for  a  country  ths 
has  not  been  able  to  increase  its  sa\ 
ings  rate.  This  requires  that  mountaink, 
of  dollars  be  swapped  for  Europea:|( 
and  Asian  currencies,  putting  evei 
more  downward  pressure  on  the  doUaii 
says  Kemper  Financial  Services  Chie 
Economist  David  Hale. 

If  the  yawning  trade  gap  with  Japai 
clearly  explains  the  dollar's  declin 
against  the  yen,  what  about  the  dol 
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10%  drop  vs.  the  German  mark 
3  January  or  its  8%  gain  against 
Mexican  peso?  Beyond  the  impact 
•ade  imbalances,  economists  also 
t  to  relative  inflation  rates,  money 
/th,  and  interest-rate  differentials, 
example,  the  strength  of  the  Ger- 

mark  comes  from  a  stronger- 
-expected  economic  recovery  as 

as  the  markets'  belief  that  the 
lesbank  will  do  whatever  is  neces- 

to  keep  inflation  in  check, 
oreover,  in  the  short  run,  cuiren- 
raders  often  respond  to  expecta- 
3  about  future  economic  trends 
er  than  present  conditions.  Along 

the  Federal  Reserve,  currency 
ers  are  searching  the  horizon  for 
signs  of  impending  U.  S.  inflation, 
I  with  month  after  month  of  rela- 
price  stability. 

Of  STEP.  The  Federal  Reserve 

other  central  banks  believe  that 
'  can  influence  exchange  rates 
1  though  the  size  of  their  currency 
rvention  is  minuscule  relative  to 

market.  "The  foreign  exchange 
ket  is  a  herd  of  steers,  and  central 
<s  are  herd  dogs.  They  bark  and 
at  the  heels  of  the  steers,  with 

aim  of  moving  the  herd  in  the 
red  direction,"  explains  Harvard 
/ersity  economist  Kathryn  M.  Do- 
5uez.  It  seldom  has  the  desired 
;t  over  time,  however.  After  all,  a 
.-led  $3  billion  greenback  purchase 
17  central  banks  on  June  24  did 
ling  to  halt  the  dollar's  slow  sur- 
ler  to  the  yen. 

Ihen  an  exchange  rate  is  not  be- 
moved  by  an  overwhelming  trade 
,  central  banks  can  indeed  affect 
■les— but  only  by  backing  up  cur- 
:y  intervention  with  substantial 
lomic-pohcy  moves,  such  as  inter- 
rate  hikes.  In  1992,  for  example, 
opean  governments  weren't  willing 
nake  the  economic-policy  changes 
3ssary  to  hold  the  European  sys- 
of  managed  exchange  rates  to- 
ler.  Central  bankers  in  Britain, 
nee,  and  Italy  stoutly  defended 
r  currencies  with  forceful  inter- 
tions,  but  the  currencies  plummet- 
nevertheless  since  the  countries' 
lomic  policies  were  out  of  sync. 

0  far,  Washington  has  avoided 
ding  the  basic  economic  forces 
'ing  up  the  trade  imbalance  with 
an.  Ti'ue,  holding  trade  talks  may 

1  some  marginal  concessions  that 
)  specific  industries.  But  the  Clin- 
Administration  can't  let  Japan  off 
hook  for  the  broader  economic  re- 
ns  needed  to  close  the  trade  gap. 

^aul  Magnusson  covers  economic 
cy  from  Washingtoti. 


NASA  I 


2002,  A  SPACE  ODYSSEY— 
OR  JUST  PORK  PIE  IN  THE  SKY? 


NASA  has  squandered  billions — and  still  no  space  station 


In  1984,  President  Ronald  Reagan 
promised  a  new  era  in  space.  Within 
10  years,  he  pledged,  the  U.  S.  would 
build  an  orbiting  space  station,  capable 
of  everything  from  servicing  satellites  to 
providing  a  staging  base  for  missions  to 
Mars.  Freedom— the  station's  name- 
would  also  allow  America  to  west  brag- 
ging r-ights  from  the  Soviet  Union,  then 
the  world's  space-station  leader. 

Since  then,  about  the  only  thing 
that's  off  the  launch  pad  is  the  price. 
Washington  has  spent  nearly  $12  billion 
of  a  projected  $27.5  billion  on  the  proj- 
ect, but  only  a  small  fraction  of  the 
500,000  pounds  of  U.  S.  hardware  has 
been  built.  Even  if  all 
goes  well,  the  first  of 
many  launches  needed  to 
loft  into  orbit  the  pieces 
of  a  redesigned  station, 
renamed  Alpha,  won't  go 
until  late  1997. 

What's  more,  an  analy- 
sis by  BUSINESS  WEEK  of 
the  money  spent  so  far, 
shows  that  less  than  half 
of  it  has  bought  anything 
of  value  for  the  current 
design.  The  rest,  say  ex- 
perts inside  and  outside 
the  National  Aeronautics  &  Space  Ad- 
ministration, has  been  frittered  away  on 
a  series  of  wheel-spinning  redesigns  or 
as  a  result  of  a  management  structure 
so  convoluted  that  "they  ought  to  send  it 
up  to  Harvard  business  school  to  give 
them  a  good  laugh,"  says  a  former  NASA 
official. 

Some  say  that  even  the  ill-spent  mon- 
ey hasn't  been  wasted.  Supporters  in 
Congress  argue  that  those  dollars  pre- 
served crucial  skills  and  some  10,000 
jobs  in  the  declining  aerospace  indus- 
try. To  critics,  though,  that's  just  pork 
by  another  name.  "By  and  large,  the 
money  went  to  welfare  for  the  aero- 
space industry,"  charges  physicist  Robert 
L.  Park  of  the  University  of  Maryland. 

Beyond  the  misspent  billions,  the 
space  station  offers  a  sobering  lesson 
about  how  difficult  it  is  for  the  govern- 
ment to  pull  off  major  long-term  proj- 
ects. To  broaden  support  for  the  pro- 


NASA  spread  the 
'wealth  over 
many  districts, 

doling  out 
pieces  of  the 
project  to 
four  installations 


gram  on  Capitol  Hill,  NASA  spread  the 
wealth  in  as  many  congressional  dis- 
tricts as  possible.  That  meant  doling 
out  responsibility  for  pieces  of  the  proj- 
ect to  four  installations:  Lyndon  B. 
Johnson  Space  Center  in  Houston,  John 
F.  Kennedy  at  Cape  Canaveral,  Fla., 
George  C.  Marshall  in  Huntsville,  Ala., 
and  Goddard  in  Greenbelt,  Md.  The  re- 
sulting arrangement  was  cumbersome 
and  ineffective. 

Making  matters  worse.  Congress  re- 
peatedly cut  funding  and  asked  for  ma- 
jor capability  changes,  forcing  costly  de- 
lays and  redesigns.  "The  overwhelming 
problem  with  the  space  station  has  been 
the  vacillation  of  our  na- 
tion's leadership,"  says 
James  E.  VanLaak,  man- 
ager of  integrated  risk 
management  at  Johnson. 
The  delays  cost  NASA  up 
to  $1.6  billion,  estimates 
a  top  budget  officer  for 
the  project. 

muss  FUNDS.  Trouble  has 
dogged  the  ambitious 
Freedom  project  from  the 
start.  The  agency  realized 
belatedly  that  there  was 
no  demand  for  a  satellite- 
service  facility  and  that  a  Mars  mission 
was  still  pie  in  the  sky.  NASA  also  clung 
to  a  design  in  which  the  labs,  crew  quar- 
ters, and  solar  panels  were  attached  to 
an  enoiTnous  560-foot  girder.  This  "truss" 
would  have  to  be  assembled  in  space,  a 
fiendishly  difficult  and  costly  task.  Not 
until  1991,  under  cost-cutting  pressure 
from  Congress,  did  the  agency  switch 
to  a  smaller  truss  that  could  be  built  in 
sections  on  the  ground.  The  move  saved 
billions  in  the  long  run  but  ran  up  the 
short-term  redesign  tab. 

Not  all  problems  were  fixed  so  easily, 
thanks  to  a  byzantine  management  struc- 
ture. Above  the  field  centers,  NASA  add- 
ed layers  of  management— 2,300  people 
in  all— in  what  experts  say  was  a  wrong- 
headed  attempt  to  cut  risk  after  the 
1986  Challenger  space  shuttle  disaster. 
The  price  tag  just  for  the  extra  bodies 
was  $100  million  a  year,  and  they  re- 
sulted in  monumental  inefficiencies.  To 
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j^et  a  decision  made,  "we  had  to  go 
through  a  bureaucratic  maze,"  observes 
John  B.  Winch,  a  Boeing  vice-president 
in  Huntsville. 

Program  leadei-s  in  Washington  didn't 
have  full  authority  over  the  centers,  ei- 
ther. Thus,  important  decisions  were 
never  made,  and  "a  year  of  money  might 
be  spent  on  hardware  no  one  wanted," 
observes  VanLaak.  Take  the  complex 
data-management  system  put  together 
by  McDonnell  Douglas'  subcontractor, 
IBM.  It  never  worked  the  way  it  was 
supposed  to.  But  not  until  NASA's  switch 
to  the  new  Alpha  design  did  the  agency 
pull  the  plug.  The  cost  of  the  discarded 
system:  $500  milhon. 

Nor  did  NASA  managers  tackle  hun- 
dreds of  other  key  issues.  Performing 
experiments  on  materials  in  the  near- 


many  of  the  problems.  In  addition  to 
making  extensive  use  of  proven  Russian 
space  technology,  the  agency  has 
switched  from  three  prime  contractors 
to  one— Boeing— and  moved  the  NASA 
management  team  to  Johnson. 
BYE  BYE  BILLIONS.  The  number  of  NASA 
engineers  and  managers  has  been 
slashed  from  2,300  to  1,000,  and  they're 
actually  making  significant  decisions, 
such  as  throwing  out  balky  software  and 
deciding  to  isolate  experiments  from 
gravity  with  an  active  suspension  sys- 
tem. "I've  never  seen  government 
change  so  rapidly,"  says  Charles  M.  Vest, 
president  of  Massachusetts  Institute  of 
Technology,  who  headed  a  panel  that 
scrutinized  the  program.  Once  the 
changes  were  made,  "it's  amazing  how 
quickly  the  project  has  shaped  up,"  says 


Representative  Tim  Roemer  (D- 
Will  the  future  be  any  different?! 
NASA  and  the  Clinton  Administrati(| 
sist  yes.  They  vow  to  complete  Alplj 
2002-for  another  $17.4  billion  (of  \l 
about  $1  billion  has  already  Vjeen  sj] 
If  everything  should  go  perfectly, 
"doable,"  says  Jay  W.  Chabrow, 
mer  TRW  Inc.  executive  and  a  mei 
of  the  Vest  panel. 

But  many  within  NASA,  especiall| 
Freedom  hands,  remain  skeptical, 
point  out  that  the  Alpha  program  id 
ing  a  big  risk— by  cutting  cornersl 
stead  of  building  prototypes,  te; 
them  exhaustively,  and  then  constru 
final  flight  hardware,  for  instance 
Alpha  team  plans  to  fly  many  of  t 
first  test  pieces.  In  addition,  the  sc 
ule  calls  for  a  complex  choreograpl  ^\ 


LOST  IN  PURSUIT  OF  SPACE 


Of  $11  billion  spent  on  the  space  station,  half  may  have 
been  ill-spent.  Here's  where  some  of  the  money  went: 


►  At  least  24  months  of  delays  due 
to  congressional  budget-trimming 
and  frequent  redesigns 


$1.6  BILLIOt 


►  Hefty  extra  layer  of  management       $1.1  BILLIOMI 


►  Discarded  propulsion  and 
guidance  unit 


$900  MILLIOl 


►  Failed  data  management  system 


$500  MILLIOl 


►  Redesigning  everything  from  the 
fire-suppression  system  to  vacuum 
hoses  in  the  labs  and  crew  quarters 


$400  MILLiO 


i 


►  Deleting  unnecessary  orbiting 
platforms  and  robot  capability 


$200  MILLIO 


THE  NEW  ALPHA  DESIGN  MAKES  USE  OF  RUSSIAN  TECHNOLOGY 


DATA:  NASA,  BUSINESSWEEK 


weightlessness  of  space,  for  example, 
requires  that  the  station  be  virtually  vi- 
bration fi-ee.  Freedom's  team  had  plans 
to  keep  the  hardware  "quiet,"  but  "ig- 
nored the  fact  that  the  crew  was  run- 
ning around,"  says  Boeing's  Douglas  C. 
Stone,  head  of  integration  for  the  Al- 
pha station. 

NASA  did  acknowledge  this  and  other 
problems,  but  "solving  them  would  have 
required  i)eople  to  admit  they  were 
wi-ong,"  says  Stone.  It  was  so  bad  that, 
if  Fi'eedom  had  proceeded,  "we  wouldn't 
even  be  rearranging  the  deck  chairs  on 
the  Titanic,"  says  VanLaak,  one  of  the 
few  top  Freedom  officials  to  move  to 
Alpha.  "We  would  be  showing  view- 
graphs  [overhead  slides]  of  where  to 
put  the  chairs." 

Since  last  summer,  NASA  Administra- 
tor Daniel  S.  Goldin  and  the  Clintonites 
have  overhauled  the  program,  fixing 


Boeing  manufacturing  chief  James  D. 
Waterman  in  Huntsville. 

But  the  changes,  which  have  helped 
to  bolster  weakening  support  in  Con- 
gress, also  mean  that  even  more  of  the 
money  spent  to  date  has  been  lost.  The 
Alpha  design,  for  instance,  will  replace 
with  Russian  equipment  or  with  new 
systems  the  previous  propulsion  and 
guidance  systems.  The  money  spent  so 
far  just  on  these  discarded  systems? 
Nearly  $1  billion. 

Some  75%  of  the  old  hardware  will 
be  used  in  Alpha.  But  the  pieces  are 
being  assembled  in  new  ways.  As  a  re- 
sult, only  about  62%  of  the  money  spent 
on  Freedom  applies  to  Alpha.  Add  to- 
gether Freedom's  problems  and  the 
switch  to  Alpha,  and  more  than  $5  Ijil- 
lion  has  gone  toward  needless  salaries, 
equipment,  and  blueprints.  "I  don't  think 
we've  gotten  much  for  our  money,"  says 


i 


launches  involving  space  shuttles, 
sian  rockets,  and  Europe's  still-unfl 
Ariane  5  to  carry  up  parts  for  the 
tion.  "We  don't  have  all  the  answt 
admits  William  M.  Shepherd,  def 
space-station  manager  at  Johnson 
is  a  tremendous  challenge  for  the  w 
team." 

Recent  changes  have  given  the 
gram  a  shot  in  the  arm.  But  if  techr 
glitches  again  hamper  the  program, 
political  consensus,  which  is  now  as  g 
as  it  has  ever  been,  could  quickly  ero 
frets  a  top  Capitol  Hill  aide.  That  c( 
lead  to  more  of  the  budget-trimn; 
and  congressional  meddling  that  hel 
cripple  the  Freedom  program.  An( 
would  prove,  once  again,  that  mat 
good  use  of  taxpayer  dollars  in  h 
government  projects  is  tougher  tha 
trip  to  the  stars. 

By  John  Carey  in  Ham 
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tAB  YOUR  PARTNERS 
IR  THE  WIRELESS  BALL 


Baby  Bells  are  choosing  allies  to  compete  nationwide 


isn't  just  politics  that  makes  for 
'ange  bedfellows.  The  race  to  build 
national  cellular  network  is  also 
pting  some  unexpected  alliances, 
look  at  the  previously  fractious 
Bells.  They're  suddenly  doing  deals 
each  other  at  a  furious  pace— in 
ast  two  months  there  have  been 
3rs  between  the  cellular  operations 
cific  Telesis  Group  and  U  S  West 
nd  between  those  of  Bell  At- 
■  Corp.  and  Nynex  Corp. 
■itech,  meanwhile,  is  talking 
3ryone  from  other  Bells  to 
iistance  carriers  in  an  ef- 

0  expand  its  cellular  network 
ly  the  sudden  change?  Be- 

the  long-balkanized  cellular 
try  is  about  to  face  two  tough 

competitors.   AT&T's  pend 
akeover  of  McCaw  Cel- 
Communications  Inc. 
ICI  Communications 
's  17%  investment 
jxtel  Communications 
vill  create  the  one  thing  wire- 
customers  want  most— seam- 
ationwide  coverage.  And  those 
orks  will  have  brand  names 
already  are  household  words. 
Y  QUILT.  Suddenly,  wireless  is 
nger  a  sure  cash  cow  for  the 

1  Baby  Bells.  Each  was  handed 
)f  two  cellular  hcenses  in  its 
n  in  1984  by  the  Federal  Com- 
cations  Commission  and  hasn't 
ied  much  about  cooperation 
'.  They  bought  up  licenses 
meal  outside  their  territories, 
crazy  quilt  of  networks  devel- 

across  the  country  with  no 
ill  identities  or  standards.  The 
t:  The  Bells  charge  some  $2  a 
te  if  a  rival  operator  connects  a  call 
eir  territory.  And  the  same  phone 
t  always  work  in  every  region, 
ich  an  approach  won't  pass  muster 
le  face  of  AT&T/McCaw's  and  MCI/ 
Lei's  national  wireless  networks. 
ih  is  why  the  deals  are  coming  to- 
er  now.  PacTel  and  U  S  West  had 
t  two  futile  years  haggling  over  a 

to  combine  their  abutting  cellular 
ations.  "Just  because  it  made  stra- 


tegic sense  didn't  mean  we  could  get 
the  deal  done,"  says  Samuel  Ginn,  for- 
mer PacTel  chairman. 

All  that  changed  in  the  face  of  com- 
petition. In  early  July,  U  S  West  and 
AirTouch  Communications,  PacTel's  new- 
ly spun-off  wireless  business,  announced 
merger  plans  that  would  create  the  na- 
tion's fourth-largest  cellular  network, 
with  1.7  million  subscribers.  A  month 

CALLING  ALL  WIRELESS  DEALS 


AT&T  to  buy  McCaw 
Cellular  Communications, 
giving  the  phone  giant 
2.2  million  cellular 
customers  in  100  cities 


MCI  to  pay  $  1.3  billion 
for  a  1 7%  stake  in  Nextel 
Communications,  giving  it 
licenses  in  21  states 


earlier.  Bell  Atlantic  and  Nynex  signed 
a  similar  deal  to  form  a  cellular  behe- 
moth serving  1.8  million  customers. 

Expect  more  shotgun  marriages  soon. 
Doing  the  deals  now  will  tell  the  Bells 
where  the  gaps  in  their  networks  are— 
and  thus  where  to  bid  for  some  2,000  li- 
censes for  new  wireless  systems  called 
personal  communications  services  (PCS). 
The  licenses  will  be  auctioned  off  by  the 
FCC  in  December. 


So  who's  going  to  dance  with  whom? 
To  figure  it  out,  check  a  map  for  the 
holes  in  coverage.  Using  that  approach, 
Nynex/Bell  Atlantic's  lucrative  Maine-to- 
Virginia  network  is  the  belle  of  this  ball. 
If  BellSouth  joined  them,  coverage  would 
extend  deep  into  the  South.  U  S 
West/AirTouch,  which  has  no  eastern 
presence  except  in  Atlanta,  could  also 
use  East  Coast  access,  while  Bell  Atlantic 
would  like  to  get  into  California.  "We 
will  be  talking  to  Sprint  and  U  S 
West/AirTouch  over  the  next  30  to  60 
days,"  says  Lawrence  T.  Babbio,  execu- 
tive vice-president  of  Bell  Atlantic. 
STRATOSPHERIC.  In  theory,  the  Bells  could 
all  link  up  in  one  seven-way  national  net- 
work and  challenge  AT&T  head-on.  In 
practice,  they  aren't  that  much  in  sync. 
Many  of  the  Bells  already  have  overlap- 
ping cellular  properties,  so  a  merger 
would  make  little  strategic  sense.  Take 
Chicago-based  Ameritech  Corp.  "It 
would  be  much  more  difficult  to  do 
something  with  the  AirTouch/U  S 
West  gi"oup  than  it  would  be  with 
Bell  Atlantic/Nynex,"  says  Ameri- 
tech Chairman  Richard  C.  Note- 
baert.  Ameritech  and  U  S  West/Air- 
Touch both  have  cellular  operations 
in  Michigan  and  Ohio.  Has  he  had 
discussions  with  Bell  Atlan- 
tic/Nynex? "Maybe,"  he  says,  adding 
that  the  company  is  talking  to  a 
number  of  potential  partners.  Note- 
baert,  for  instance,  is  keen  on  an 
accord  with  AT&T/McCaw.  "There 
s  no  overlap  there,"  he  says. 

No   matter   how  many 
pacts  are  inked,  most  part- 
nerships will  still  have 
coverage  gaps.  The  Bells 
see  PCS  as  the  solution, 
and  alliances  are  being  made 
to  snap  up  the  licenses.  But 
relying  on  the  new  service 
could  he  dicey.  The  bidding  is 
^  sure  to  be  supercompetitive. 

And  if  the  FCC's  first  auction 
Fuly  is  any  indication— PCS  pag- 
ing licenses  raked  in  $617  million, 
more  than  double  the  expected 
take— bids  will  be  stratospheric. 

What's  more,  it  could  cost  $100 
million  and  up  to  build  PCS  systems 
in  a  major  city.  That  ex^^lains  why  MCI  of- 
ficials are  considering  something  close  to 
blasphemy:  joining  with  AT&T  to  build 
the  networks.  "That  would  not  be  a  far- 
fetched kind  of  aiTangement,"  says  MCI 
President  Gerald  H.  Taylor.  While  the 
two  have  not  talked  directly,  neither  is 
dismissing  the  idea.  And  if  AT&T  and  MCI 
can  do  such  a  deal,  any  marriage  is  pos- 
sible in  the  wireless  world. 

By  Mark  Lewyn  in  Washingtan 
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THE  POWERPC  CHIP  IS  FAST. 
ITS  TAKEOFF  ISN'T 


So  far,  PC  software  and  hardware  makers  are  slow  to  get  on  board 


When  IBM,  Apple,  and  Motorola 
joined  forces  in  1991  to  break 
Intel's  lucrative  hold  on  the 
microprocessor  market,  it  seemed  they 
could  get  the  job  done.  Leveraging  the 
design  and  manufacturing  prowess  of 
Motorola  and  IBM  and  the 
volume  purchases  that 
Apple  and  IBM  could 
guarantee,  the  triumvi- 
rate produced  a  speedy 
chip  called  the  PowerPC 
that  they  could  use 
themselves  and  sell  to 
lure  other  PC  and  soft- 
ware companies  fi'om  In- 
tel Corp.'s  camp. 

For  a  while  it  looked 
like  they  might  succeed 
in  record  time.  At  a  com- 
bined cost  of  $1  billion, 
the  troika  has  cranked 
out  three  blazingly  fast 
chips  in  the  past  year, 
and  right  on  schedule. 
Last  July,  IBM  created  a  division  to  make 
PCs  based  on  the  chips  and  in  November 
teased  customers  with  futuristic  proto- 
types. Apple  Computer  Inc.  boldly  prom- 
ised to  transfer  its  entire  line  to  the 
new  devices,  a  process  that  started  with 
its  Power  Mac  line  in  March.  And  Moto- 
rola Inc.  launched  a  massive  ad  cam- 
paign and  loosed  swarms  of  PowerPC 
"evangelists"  on  would-be  customers 
around  the  world.  "We  had  to  stir  the 
pot  and  get  people  excited,"  says  Motor- 
ola Corporate  Vice-President  Thomas  A. 
Beaver.  "That  mission's  accomplished." 
KICKING  IN.  Excited,  maybe.  Sold— not 
yet.  So  far,  the  PowerPC  is  barely  mak- 
ing a  dent  in  the  PC  l)usiness— and  prob- 
ably won't  until  popular  software 
abounds.  Chip  volumes  have  not  yet  en- 
croached on  Intel's  market  share.  And 
the  conditions  for  making  that  happen 
have  not  yet  materialized.  Apple  and 
IBM  haven't  yet  agreed  on  a  common 
technical  design  for  building  desktop 
computers  that  could  be  cranked  out  in 
volume.  And  IBM  has  yet  to  unveil  its 
new  i'Cs:  After  hinting  at  delivery  in 
June,  Big  Blue  has  delayed  the  intro- 
duction to  the  fall.  And  Apple  hasn't 
kept  its  vow  to  license  its  Power  Mac 
design,  although  insiders  say  deals  will 
be  announced  by  October.  So  the  Pow- 
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erPC  chip  has  sparked  little  interest 
among  high-volume  PC  makei's.  Says 
Rod  W.  Schrock,  director  of  marketing 
for  Compaq  Computer  Corp.'s  PC  divi- 
sion: "The  migration  to  PowerPC  looks 
too  slow  for  us  to  be  interested." 

Not  that  the  PowerPC 
chip  is  bombing.  Apple 
expects  to  ship  1  million 
Power  Macs  by  March. 
And  supporters  say  com- 
petition from  the  Pow- 
erPC has  helped  force  In- 
tel to  slash  Pentium  chip 
prices  by  40%.  PowerPC 
is  v/ell-suited  for  a  range 
of  promising  markets, 
from  engine  control  to 
set-top  TV  boxes  to  hand- 
held communicators.  So 
customers  such  as  Ford 
Motoi',  Scientific-Atlanta, 
and  Canon  have  estab- 
lished it  as  a  clear— if 
distant— second  to  Intel. 
In  the  PC  market,  however,  the  al- 
liance is  making  slower  progress.  Aside 
from  Apple  and  IBM,  only  a  handful  of 
second-tier  PC  makers  have  committed 
to  create  PowerPC  desktop  systems. 


is 


Like  Compaq,  Dell  Computer  Corp 
no  thanks  so  far.  Six  members  of 
company  consortium  in  Taiwan 
models  ready  to  go.  But  all  are  wa 
for  customer  interest  to  rise  b( 
starting  production. 

Wlien  will  that  happen?  It's  a  chi 
and-egg  dilemma.  Customers  war 
standards  and  an  abundant  supp 
hai'dware  and  applications.  Software 
hardware  developers,  meanwhile, 
t£>  be  sure  there  is  momentum— volu 
behind  a  technology  before  adoptir 
And  one  common  spec  that  would 
ensure  that  is  missing.  Right  now 
example,  Apple  and  IBM  each  use  si 
ferent  methods  to  deal  with  peripl  ?ie 
devices,  such  as  keyboards  and  fl( 
drives.  Says  Dataquest  Inc.  analyst 
ball  Brown:  "I  think  it  [one  design] 
huge  significance,  absolutely  essentEtfe 

Yet  even  with  so  much  at  stake, 
and  Apple  have  been  unable  to  for 
common  hardware  standard.  It's  a 
nical  problem,  according  to  Apple, 
would  be  a  "significant  task"  to 
Now,  both  companies  are  downpla 
the  need  for  a  single  design.  Says  j£ 
J.  Buckley,  president  of  Apple  US^ 
don't  think  it's  an  absolute  facto 
making  PowerPC  a  success." 

There  may  be  more  to  this 
meets  the  eye,  though.  Insiders  say 
have  stalled  because  Apple  cannot 
the  advantage  in  adopting  a  com: 
design  that  would  require  it  to  chs 
its  operating  software  again— and  | 
valuable  time  in  the  market.  "It's  m 
technical  decision,"  says  an  IBM  ex| 
tive.  "The  question  is  what  do  they  || 
pie]  want  to  do."  After  all,  sales  | 
looking  good.  Apple's  third-quarter  ff 
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(■  1(1  a  sur'i)risin<j;'  inillidn,  \s. 
•-ago  loss  of  $188  million— mostly 
?  sale  of  200,000  higher-margin 
Macs.  Those  sales  still  fell  short 
)le's  goal  of  300,000  units  but  went 
way  to  helping  the  bottom  line, 
now,  Apple  isn't  planning  on  one 
)n  hardware  design,  although  both 
i  insist  they  continue  to  talk.  Ap- 
ocus  is  on  trying  to  license  its 
idmired  software  to  companies  in- 
^  IBM,  Motorola,  Toshiba,  and  Oli- 
-with  restrictions.  That  would 
revenues  and  let  Apple  control 
ells  clones  and  where.  But  ana- 
ay  Apple  continues  to  haggle  over 
ng  terms.  And  with  the  new  ver- 
f  Microsoft  Corp.'s  Windows  oper- 
system— code-named  Chicago— ex- 
1  early  next  year,  "the  window 
e  closing,"  says  the  CEO  of  a  major 
ker  that  negotiated  unsuccessfully 
3nsing  rights  for  more  than  a  year 
losing  interest. 

TED.  Of  course,  IBM  could  generate 
lip  sales  by  shipping  gobs  of  its 
'owerPC  machines.  But  that  seems 
ly  any  time  soon.  And  what  soft- 
would  they  run?  Observers  say 
irdware  is  ready.  But  IBM  may  be 
ig  until  its  ambitious  Workplace 
)ftware  is  ready,  sometime  next 
I  In  theory,  Workplace  would  en- 
\ :  com^puter  to  run  progi-ams  writ- 
hr  IBM's  OS/2  and  UNIX  operating 
t'  ns  on  the  same  machine.  But  so 
^  l^orkplace  only  emulates— not  di- 
runs— popular  Windows  software, 
ipect  that  turns  off  customers, 
this  adds  up  to  a  case  of  arrested 
)pment  when  it  comes  to  software. 
250  programs  written  for  Power 
are  available,  but  there's  little  PC 
are  in  the  works  for  IBM-based 
rPC  computers.  With  programmers 
;ling  to  keep  up  with  demand  for 
based  software,  "the  PowerPC  is 
ot  relevant  to  the  software  mar'ket, 
's  not  something  we  need  to  spend 
/  on,"  says  J.  Paul  Grayson,  CEO  of 
'grafx  Inc.  in  Dallas, 
it's  no  surprise,  say  the  PowerPC's 
inted  backers.  "This  isn't  a  one-year 
says  Motorola  Senior  Vice-Presi- 
Barry  Waite,  who  says  the  Pow- 
.'an  captm-e  at  least  20%  of  a  $30  bil- 
hip  market  by  1998.  Things  could 
to  turn  around  earlier— especially  if 
new  computers  have  pizzazz.  Ana- 
say  IBM  plans  to  announce  two  desk- 
Cs  and  a  laptop— possibly  running 
"Soft's  Windows  NT  operating  soft- 
and  with  30  programs— in  Novem- 
Jut  unless  more  softwai-e  is  available 
the  PowerPC  chip  may  turn  up 
•  in  cars  than  in  desktop  PCs. 

Peter  Burroivs  in  Dallas,  ivith 
'  I  Rebello  in  San  Francisco  ayid  Ir  a 
-  in  New  York 


SEMICONDUCTORS! 


HUH?  CHIPMAKERS 
COPYING  STEELMAKERS? 


To  cut  costs,  they're  going  in  for  nimble,  automated  "minifabs" 


The  semiconductor  industry  is  taking 
a  page  from  the  steel  industry  of 
the  1970s?  Incredible  as  it  sounds, 
it  may  be  true.  Like  integrated  steel 
plants,  chip  factories  tend  to  be  huge 
and  expensive— the  $1  billion  wafer-fab- 
rication plant  Intel  Corp.  is  building  near 
Albuquerque  is  an  example.  In  a  bid 
to  cut  costs,  a  new 
breed  of  smaller  "wa- 
fer fab"  has  been  quiet- 
ly emerging  in  the 
1990s,  with  dramatic 
implications.  "It's  ex- 
actly like  what  hap- 
pened with  steel  mills," 
declares  Paul  P.  Cas- 
trucci,  a  consultant 
who  headed  IBM's  chip- 
making  operations  in 
Burlington,  Vt.,  until 
1987.  "The  big  steel 
producers  tried  to  buy 
econonmies  of  scale. 
But  minimills  were  the 
way  to  go."  The  future 
of  chips,  he  adds,  is  in 
minifabs. 

Like  their  cousins  in 
steel,  minifabs  are 
smaller,  more  automat- 
ed, more  nimble  ver- 
sions of  much  larger 
plants.  What  they  lack 
in  scale,  they  make  up 
for  in  speed.  Today, 
just  14  of  the  world's 
400-odd  chip  plants  are 
classed  as  minifabs. 
But  the  concept  has 
strong  backing  within  Sematech  Inc., 
the  U.  S.  chip-equipment  consortium,  and 
its  European  coimterpart,  the  Joint  Eu- 
ropean Submicron  Silicon  Initiative,  as 
well  as  within  Semiconductor  Equipment 
&  Materials  International,  a  trade  gi'oup 
of  suppliers.  All  three  are  working  on 
minifab  standards,  so  look  for  many 
more  such  plants  to  sprout  soon. 

Next  February,  for  instance,  Zilog  Inc. 
will  open  a  $200  million  minifab  near 
Boise,  Idaho,  that  Chairman  Edgar  A. 
Sack  says  will  "be  just  as  efficient  as 
anything  Intel  has."  Even  Jack  L.  Sal- 


WHAT'S  WRONG  WITH 
THIS  PICTURE:  THERE'S 
NO  NEED  FOR 
WORKERS  TO  WEAR 
BUNNY  SUITS,  MINIFAB 
DESIGNERS  CONTEND 


tich,  manager  of  the  $900  million  plant 
that  Advanced  Micro  Devices  Inc.  is 
building  in  Austin,  Tex.,  figures  the  cur- 
rent archetype  is  past  its  prime.  "This 
round  of  wafer  fabs  will  be  the  last  of 
the  'ballroom'  generation,"  he  says, 
where  workers  dress  in  bunny  suits  to 
waltz  silicon  wafers  around  vast,  air- 
tight clean  rooms. 

The  reason  is  cost. 
Financial  analyses  sug- 
gest that  when  the 
price  of  a  wafer  fab 
hits  $2  billion,  probably 
by  1998,  even  Intel, 
the  world's  most  prof- 
itable chipmaker,  will 
have  trouble  recouping 
the  investment,  says 
G.  Dan  Hutcheson, 
president  of  market  re- 
searcher VLSI  Research 
Inc.  That  would  trig- 
ger- a  break  in  the  chip 
industry's  35-year  tra- 
dition of  offering  ever- 
more-powerful chips  at 
no  increase  in  price. 
DRESS  DOWN.  Design- 
ers of  minifaljs  hope  to 
avoid  that  with  a  radi- 
cally new  approach.  In 
their  plants,  the  pro- 
duction steps  that  tui-n 
silicon  disks  into  hun- 
di-eds  of  fingernail-size 
chips  take  place  inside 
so-called  minienviron- 
ments— clean  rooms 
within  clean  rooms. 
The  idea  is  to  prevent  damage  to  the 
wafers  from  tiny  airborne  particles  by 
isolating  just  the  wafers,  not  the  work- 
ers who  produce  them.  "That  makes 
sense,"  notes  Sack.  "Wafers  are  a  lot 
smaller  than  people."  Air-quality  stan- 
dards elsewhere  can  be  relaxed,  so  it's 
good-bye  to  bunny  suits. 

Just  getting  rid  of  these  cumbersome 
clothes  can  save  $1.7  million  (table,  page 
98),  according  to  a  six-month  study  spon- 
sored by  Fluor  Daniel  Inc.,  a  Greenville 
(S.  C.)  construction  engineering  firm.  It 
brought  together  23  leading  suppliers, 
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Run  with  it 


3M  is  the  brand  business  demands. 
Rated  number  one  in  reliability,  it's 
no  surprise  31VI  diskettes  and 
quarter-inch  cartridges  are  pre- 
ferred over  other  brands.  Now  our 
new  go-anywhere  diskettes  give 
you  enhanced  performance  so  you 
can  take  your  work  anywhere. 
Another  reason  why  more  busi- 
nesses protect  important  informa- 
tion on  3M  brand  storage  products 
than  any  other  brand  in  the  world. 
You  should,  too.  Find  out  more. 
Call  1-800-888-1889,  ext.  1703. 

3M  Reliability 

?iM  diskettes  require  eoinpaiible  drives.  Preference  und 
rcliahihiy  rjiin^s  based  on  independent  research.  "V  3M  1*^94 


including  Advanced  Materials,  kla  In- 
struments, and  Silicon  Valley  Group.  Led 
by  Castrucci,  they  were  to  map  a  blue- 
print for  an  optimum-size  minifab.  The 
$419  million  "strategic  future  fab"  they 
came  up  with  would  produce  15,000  wa- 
fers a  month,  vs.  25,000  for  the  latest 
megafabs— and  1,000  to  5,000  wafers  a 
month  in  many  existing  minifabs.  But  in 
most  other  respects,  this  future  fab  would 
outdo  even  a  megafab,  Castrucci  claims. 

Rethinking  the  plant  floor  and  group- 
ing equipment  in  clusters  should  cut  the 
time  required  for  wafers  to  jump 
through  some  200  processing  hoops  from 
the  present  60-90  days  to  just  7.  That's 


ogy  development  at  Fluor  Daniel,  i 
cedes  that  many  of  these  concept;;;!- 
semble  innovations  developed  by  Ta 
Instruments  Inc.  for  its  microelectrj 
manufacturing  science  and  technc 
(MMST)  prototype  fab  (BW— July  4). 
Tl  custom-built  many  of  its  MMST 
We  wanted  to  use  commercial  eti 
ment."  Chief  among  these  are  the  w| 
handling  systems  developed  by 
Technologies  Inc.  in  Milpitas,  Calil 
minifab  pioneer.  For  instance,  one  [ 
of  Asyst's  standard  mechanical  inteJ 
(SMIF)  system  is  a  so-called  pod  that| 
ries  wafers  between  processing  ste^ 
a  superclean  environment. 


IPU^IJI^^  The  cost  of  chip  fabrication  plants— or  "fobs"— is  climbing  so  fast  thattha 
_  _  _  may  soon  be  unaffordoble.  A  task  force  of  23  companies  has  designe[ 

rAD  a  fob  that's  cheaper  to  build  and  run. 


THE  NEW  DESIGN  TRIMS  INVESTMENT. 


COMPONENT 

FUTURE  FAB 

CONVENTIOKAL 

BUILDING 

$46 

$75 

SPECIAL  UTILITIES 
AND  EQUIPMENT 

94 

250 

PRODUCTION 
EQUIPMENT 

293 

675 

TOTAL  (MILLIONS) 

$433 

$1,000 

MONTHS  TO 

RECAPTURE  INVESTMENT  10 

22-30 

...AND  OPERATING  EXPENSES 

COMPONENT  FUTURE  FAB  CONVENTKU 


MONTHLY 

PRODUCTION  RUNS  15,000 


25,C8 


WORKER  UNIFORMS 

(MILLIONS/YEAR) 

$0.5 

PRODUCTION  TIME  (DArt) 

7 

6o| 

WORK-IN-PROGRESS 

INVENTORY  (MIUIONS) 

$0.2 

$1.24 

DATA:  FlUOR  DANIEL  INC ,  Ml  CASTRUCCI  S.  ASSOOAIES  INC 


because  wafers  wouldn't  spend  90%  or 
more  of  their  shop-floor  time  being  shuf- 
fled between  operations  and  sitting  in 
queues.  "You  can  get  new  parts  to  mar- 
ket sooner,"  says  Castrucci,  "while  pric- 
es are  at  their  peak."  Studies  have 
shown  that  in  hotly  competitive  chip 
markets,  getting  to  market  a  few 
months  earlier  can  produce  as  much  as 
$1  billion  in  additional  revenues. 
BUG  SQUASHER.  Couple  the  new  layout 
with  a  real-tiiTie  control  system— oddly 
enough,  now  a  rarity  in  chip  plants— 
and  wafers  can  be  processed  individual- 
ly instead  of  in  batches  of  25  or  more. 
This  would  give  the  minifab  gi'eater  flex- 
ibility for  handling  small  orders  or  a 
larger  stable  of  chip  designs.  Moreover, 
the  control  system  would  have  sensors 
that  keep  close  watch  over  processing 
conditions  to  minimize  variations,  and 
this  should  help  the  fab  wring  out  the 
inevitable  bugs  in  new  equipment  faster. 
In  fact,  the  Fluor  Daniel  team  estimates 
that  its  minifab  could  reach  full  com- 
tnercial  production  in  one  year— half  the 
normal  time.  "The  bottom  line,"  says 
Castrucci,  "is  that  this  fab  would  turn 
out  60%  more  shippable  chips  in  the 
first  two  years— and  earn  back  its  in- 
vestment in  10  months,"  instead  of  the 
usual  two  years  or  more. 

William  J.  Bamett,  director  of  technol- 


As  a  pod  moves  to  the  next  piec 
equipment,  it  signals  the  plant's  cer 
computer,  which  automatically  progr 
the  next  tool  with  the  "recipe"  for 
wafers  in  that  pod.  "There's  no  ni 
job-floor  knob  twiddling,"  says  Sacl 
Zilog,  which  will  use  SMIF  in  its  I 
minifab.  Asyst  introduced  its  systerl 
1984,  and  IBM  has  been  a  major  b(M)s| 
Four  IBM  fabs  use  it,  as  do  ones  at 
Corp.  and  Taiwan  Semiconductor  Mi] 
facturing  Co. 

Intel's  manufacturing  head,  SeitM 
Vice-President  Gerhard  H.  Parker,  s| 
he's  familiar  with  the  minifab  idea 
doesn't  buy  it.  The  real  key  to  cl 
making  efficiency,  he  insists,  remi 
high-volume  output  from  megafi 
"Companies  like  Intel,"  says  Timothj 
Vogel,  engineering  project  leader  fc 
planned  $150  million  minifab  at  N(  Sfi 
Microelectronics  Div.  in  Fort  Coll 
Colo.,  "are  driven  by  profit  margins  i 
shield  them  from  having  to  look  at 
technology."  But  that  may  not  be  t 
much  longer.  When  circuit  lines  shi 
below  0.25  microns,  or  Vm  the  width 
human  hair,  says  AMD's  Saltich,  min 
vironments  probably  will  be  the  cl 
feasible  way  of  keeping  the  wafers  cl( 
And  such  wispy  circuits  may  show  up 
advanced  chips  by  2000. 

By  Otis  Port  in  New  Itta 
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ivelopments  to  Watc 


BY  EMILY  T.  SMITH 


IN,  THE  PRINTER'S  PALEHE 
L  HAVE  SIX  INKS 


Four-color  printing  is 
far  from  perfect.  Cei-- 
tain  hues— shades  of  or- 
ange and  green,  for  in- 
stance—are impossible  to 
match  using  the  limited 
palette  of  inks:  cyan,  ma- 
genta, yellow,  and  black. 
Commercial  printers  of 
annual  reports  and  other 
high-quality  documents 
want  something  truer-  to 
life.  Enter  Pantone  Inc. 
This  fall,  the  Carlstadt 
(N.J.)  company  plans  to 
1  a  six-color  process  that  creates  colors  with  much  high- 
elity  without  special  tinkering. 

ir  of  the  six  colors  are  adjustments  of  the  standard 
Pantone  won't  reveal  the  other  two  until  the  announce- 
Some  presses  can't  handle  six  colors,  and  those  that  can 
jmes  reserve  the  extra  inkwells  for  special  effects  such 
itallic  inks.  But  for  printers  that  can  use  Pantone's  sys- 
"it  gives  you  a  much  broader  reproducible  gamut  of  col- 
says  Hapet  A.  Berberian,  a  senior  director  at  Eastman 
<  Co.'s  Color  Manag'ement  Systems  unit. 


:  BUCKYBALLS  AND  GAS— 
}  PRESTO!  DIAMOND  EILM 


3ter  M.  Gruen  is  practicing  his  own  kind  of  alchemy: 
ransforming  soot  quickly  into  diamond  films.  Today, 
tough  diamond  films  are  used  sparingly:  mainly  to  coat 
ine  tools  that  cut  aluminum-silicon  alloys— the  strong, 
veight  materials  used  in  cars.  That's  because  a  diamond 
a  lattice  of  carbon  atoms,  is  usually  produced  by  a  time- 
3nergy-intensive  process  of  stripping  hydrogen  atoms 
carbon-containing  methane  gas.  Inevitably,  hydrogen 
up  in  the  film,  leading  to  defects. 

make  his  films,  Gruen,  a  scientist  at  Argonne  National 
ratory,  uses  pure  soot:  buckyballs,  which  contain  60  car- 
itoms  arranged  in  a  hollow  sphere.  Microwaves  excite  a 
ire  of  vaporized  argon  gas  containing  buckyballs.  The  lil> 
d  carbon  atoms  are  then  deposited  in  a  thin,  hydrogen- 
film.  The  new  process  can  produce  films  two  to  four 
i  as  fast  as  earlier  methods,  slashing  production  costs  up 
%,  says  Gruen.  That  could  open  up  new  uses  for  diamond 
-to  absorb  heat  fi-om  computer  chips  or  serve  as  coatings 
Dmputer  hard  drives,  for  instance.  Gruen  says  two  elec- 
cs  companies  are  negotiating  research  deals  with  Ar- 
e  to  develop  the  films. 


iS  SWITCH 

N'T  POISON  THE  PIANET 


I  ost  appliances,  thermostats,  and  other  gizmos  that  turn 
Ion  and  off  automatically  use  a  switch  containing  mer- 
But  such  technology  is  fast  becoming  a  pariah:  Mercury 
>cic  when  released  into  the  environment,  so  some  states, 
ding  California,  Florida,  and  Minnesota,  have  banned 


new  products  that  contain  it,  while  New  Jersey  prohibits  the 
disposal  of  such  products. 

In  timely  fashion,  Virginia  Polytechnic  Institute  and  State 
University  chemistry  professors  James  Rancourt  and  Larry  T. 
Taylor  have  developed  an  environmentally  safe  replacement 
switch  using  a  new  licjuid-gallium-based  alloy  they  invented. 
The  device  can  even  be  produced  by  the  same  facilities  that 
now  manufacture  mercury  switches.  Since  the  new  material  is 
20  times  as  conductive  as  mercury,  Rancourt  expects  to  be 
able  to  produce  switches  that  perform  as  well  as  mercury  for 
about  the  same  price.  The  Virginia  Center  for  Innovative 
Technology  has  licensed  the  technology  to  NonMerc,  a  new 
company  formed  to  exploit  it. 


FIRST  THE  SPADE,  THEN  THE  BACKHOE, 
NOW  THE  'SOFT  TRENCHER' 


Digging  up  streets  to  bury  wires  and  cal:)les  is  getting 
more  hazardous  and  expensive.  Beneath  most  cities  lies  a 
maze  of  gas,  electric,  telephone,  water,  and  sewer  lines  that  of- 
ten get  broken  in  the  process,  disrupting  services  and  threat- 
ening workers'  lives. 

Battelle  Memorial  Institute  in  Columbus,  Ohio,  and  Concept 
Engineering  Group  Inc.  in  Pittsburgh  have  found  a  safer 
way:  They've  designed  a  trench  digger  that  clears  away  dirt 
and  rock  with  supersonic  blasts  of  air.  Commissioned  by  the 
Electric  Power  Research  Institute,  the  Soft  Ti-encher  blasts 
ditches  up  to  6  feet  wide  and  10  feet  deep.  Pressurized  air  jets 
break  up  soil  into  particles  that  can  be  sucked  up  by  a  high- 
volume  vacuum  system.  Air  is  filtered  and  released,  and  dirt 
is  carried  by  conveyor  belt  to  waiting  dump  trucks.  The  pro- 
totyi^e  system  can  dig  faster,  with  fewer  disruptions,  than  the 
backhoe  it's  designed  to  replace.  EPRI  is  looking  for  manufac- 
turing partners  to  market  the  machine  to  utilities. 


A  VIRTUAL  GAUNTLET 
OF  HIGHWAY  HAZARDS 


To  answer  thorny 
questions  about  driv- 
ing safely,  the  University 
of  Iowa's  Center  for 
Computer-aided  Design 
has  developed  a  souped- 
up  virtual  highway.  Get 
behind  the  wheel  on  this 
strip  of  tar",  and  you  face 
a  variety  of  road  dan- 
gers from  ice  patches  to 
rear-end  collisions,  com- 
plete with  squealing 
tires  and  roaring  en- 
gines. The  system  is 
more  realistic  than  others  because  the  software  incorporates 
more  variables— including  staged  collisions,  different  vehicle 
models,  and  varying  weather.  Since  the  system  r'uns  on  a 
Night  Hawk  real-time  computer  made  by  Han-is  Computer 
Systems'  Fori  Lauderdale  (Fla.)  division,  it  reacts  instantly  to 
the  dr-iver's  moves. 

The  roadway  will  be  well  traveled:  The  Centers  for  Disease 
Control  is  funding  a  study  of  the  driving  behavior  of  Alz- 
heimer-'s  patients.  Allergan  Medical  Optics  in  Irvine,  Calif., 
wants  to  know  how  well  patients  drive  when  they  are  wearing 
its  intraocular  lens.  And  the  Federal  Highway  Administration 
is  evaluating  a  design  for  an  automated  highway. 
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UTILITIES  I 


PLUGGING  INTO 

THE  POWER  SURGE  ABROAD 


For  U.S.  utilities,  emerging  markets  are  where  the  growth  is 


In  1992,  when  Argentina  decided  to 
sell  state-owned  electric  generating 
plants  to  raise  cash,  U.  S.  utility  ex- 
ecutives rushed  to  Buenos  Aires  to  get 
in  on  the  deal.  CMS  Energy  Corp.  even- 
tually nabbed  part-ownership  of  a  1,320- 
megawatt  hydroelectric  operation  on  the 
Liniay  River  for  $65  million.  The  Dear- 
born (Mich.)  utility  also  plans  to  begin 
building  coal-  and  gas-fired  plants  in  Ar- 
gentina, India,  and  the  Philippines  by 
yearend.  "The  growth  opportunities  in 
these  areas  are  phenomenal,"  says  Chair- 
man William  T.  McCormick  Jr. 

Faced  with  tougher  competition  and 
slow  growth  at  home,  CMS  and  other 
big  U.  S.  utilities  are  suddenly  invest- 
ing billions  of  dollars  in  international 
markets.  Electricity  demand  in  North 
America  will  increase  at  a  low-voltage 
1%  annually  from  now  until  2020,  pre- 
dicts the  World  Energy  Council  (chart). 
By  comparison,  the  apjjetite  for  electric- 
ity is  surging  in  Asia,  Latin  America, 
and  Eastern  Europe.  In  parts  of  Asia 
and  Latin  America,  it  could  grow  .5%  or 
more  a  year.  And  because  competition  is 


limited  so  far,  investment  returns  can  be 
double  those  in  the  U.  S. 

The  drawback  is  that  risks  can  be 
higher,  too.  For  decades,  U.  S.  utilities 
have  operated  in  stable,  heavily  regulat- 
ed markets.  As  they  move  overseas, 
they  could  get  burned  by  political  uphea- 
val or  economic  crisis,  warns  Nathan  I. 
Partain,  director  of  ecjuity  research  at 
Duff  &  Phelps  in  Chicago.  "It's  just  a 
matter  of  time,"  he  says. 

Utilities  won't  abandon  domestic  mar- 
kets, of  course,  but  deregulation  is  mak- 
ing life  tougher  at  home.  Under  a  1992 
federal  law,  utilities  must  transmit  pow- 
er generated  by  other  companies.  Now, 
proposed  rules  in  Cal- 
ifornia and  Michigan 
would  let  industrial 
customers  buy  the 
cheapest  power  and 
have  it  delivered  to 
their  factories.  As  a 
result,  utilities  are 
scurrying  to  cut 
costs— or  find  merger 
partners. 


WHERE  ELECTRICITY 
DEMAND  IS  SOARING 


AVERAGE  ANNUAL 
INCREASE, 
1990-2020 


MISSION  ENERGY  IN  AUSTRALIA:  DESPITE  A  SETBACK  IN  MEXICO,  IT'S  STILL  GOING  GLOBAL 


In  stark  contrast,  many  emerging 
tions  can't  build  new  plants  fast  en^ 
to  meet  demand.  India  is  routi 
plagued  by  brownouts  and  black( 
China  also  can't  keep  pace  with  its  H' 
er  needs:  To  do  so  would  reciuire  a™ 
the  equivalent  of  the  U.  S.'s  entire  ||: 
erating  capacity  every  two  years,  ji 
Thomas  G.  Boren,  president  of  Sout  ) 
Electric  International,  a  subsidiar  s 
Atlanta-based  Southern  Co.  Sout  ? 
Electric  has  invested  $300  million  in  ;< 
erating  projects  in  Latin  America*! 
expects  to  spend  nearly  $1  billion  rk: 
worldwide  by  the  end  of  the  decadtf: 
DEEP  POCKETS.  As  in  Argentina,  lea!; 
in  many  developing  countries  are  i  tii 
ing  that  they  can't  afford  to  expand 
run  their  own  generating  systems] 
they're  looking  to  deep-pocketed 
European,  and  Asian  partners— and 
haps  laying  the  groundwork  for  g! 
competition  in  the  utility  business. 

In  July,  Ohio-based  American  Ele 
Power  Co.  said  it  intended  to  for 
joint  ventui'e  with  Northeast  China 
trie  Power  Group  to  build  two  1,300 
coal-fired  plants.  Britain's  Power 
PLC  and  Hong  Ko 
Hopewell  Hold 
Ltd.    are  pursi 
projects  in  China, 
Philippines,  and 
Stan.  Overall,  tl 
are  578  genera 
projects  under 
struction  or  plan 
in  Latin  America 
Asia  alone,  estim 
RCG/Hagler,  Ba 
Inc.,    an  Arlinj 
(Va.)  consulting  fiiLi 
Investors  are  livfi 
up  to  finance  th 
plants.  Scudder, 
vens  &  Clark  Ind 
New  York-  and  Boston-based  investn 
firm,  has  set  up  a  $400  million  pov 
project  investment  fund  bankrolled|! 
utilities  and  the  International  Fiim 
Corp.  (IFC),  a  World  Bank  subsidi; 
Similar  funds  have  been  launched  byi 
vestor  George  Soros,  GE  Capital,  < 
Hong  Kong-based  Peregrine  Investnii' 
Holdings  Ltd. 

To  lure  foreign  investors,  governnfit 
officials  in  such  countries  as  India 
negotiating  contracts  that  guarantee)^ 
turns  on  investment  of  16%.  Elsewh(t 
jjotential  retui-ns  on  riskier  projects  n 
reach  25%,  say  utility  executives.  Tli 
compares  with  i-ates  below  10%  on  n^i 
independent  power  projects  in  the  L'- 
and  about  11%  from  utilities'  ongog 
<  )perations. 

Still,  at  least  one  company  has  bn 


DATA:  WORLD  ENERGY  COUNCIL 
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AMERICA'S  UMBRELLA 


Wc  all  share  the  same  goals  in 
business  and  in  life.  Security... 
protection . . .  trust.  What  every 
man,  woman  and  child  seeks  from 
birtJi.  What  we  at  The  Travelers 
have  been  dedicated  to  providing 
for  130  years. 

Wliether  it's  through  the 
personal  care  of  one  of  America's 
largest  health  care  netzvorks,  or 
the  innovation  of  a  property 
casualty  program  that  has  helped 
save  Ainerican  business  over 
$300  mdlion;  or  through  a 
pension  and  retirement  plan  that 
is  safeguarding  the  dreams  of  10 
mdlion  workers,  retirees  and  their 
families,  we  make  a  difference  in 
people's  lives. 


Even  with  50%  of  the  Fortune  500®as  our  customers, 
we  know  that  business  is  still  personal. 


A  difference  backed  by  billions 
of  dollars  in  assets  and  the  knowl- 
edge that  every  custofuer  under 
America's  undvella  is  our  most 


'4  Hie  Travelers  Insurance  Company  and  its  Affiliales,  Harlford,  CT  061X3 


important  one. 


IheRavelersj 

Insurance  Companies 


burned  l)y  rushing  into  an  international 
project.  Mission  Energy,  a  division  of 
scE  Corp.  in  Los  Angeles,  last  year 
wrote  off  $28  million  after  canceling 
plans  to  acquire  from  Mexico's  national 
utility  part  of  a  coal-fired  plant  being 
liuilt  in  Piedras  Negras,  Mexico.  Mis- 
sion did  extensive  engineering  work  be- 
fore contract  negotiations  fell  apart  over 
environmental  and  other  concerns.  Con- 
cedes Mission  President  Edward  R. 
MuUer:  "You  can  spill  a  lot  of  money 
fast  and  get  nothing  for  it." 

Such  troubles  may  take  a  while  to 
show  up.  Industry  analysts  say  Hous- 
ton-based Enron  Development  Corp. 
could  stumble  with  a  $2.5  billion  gas- 
fired  plant  under  consti-uction  south  of 
Bombay.  India's  municipal  utilities  have 
contracted  to  pay  more  for  Enron's  pow- 
er than  they  charge  their  customers.  If 
local  politicians— who  traditionally  cur- 
ry favor  by  subsidizing  electricity  for 
farmers  and  residential  customers— don't 
allow  rates  to  rise,  Enron  could  end  up 
holding  the  bag.  Rebecca  P.  Mark,  chair- 
man of  Enron  Development,  says  India's 
national  and  state  government  guaran- 
tees pi'otect  Enron. 

To  lower  the  risks,  most  projects  are 
being  done  by  consortiums  that  include 
prominent  local  investors  and  sometimes 
the  IFC,  which  last  year  committed  $300 
million  to  a  dozen  generating  plants. 
Companies  hedge  against  inflation  by 
negotiating  contracts  that  allow  them 
to  pass  along  higher  costs.  CMS  Energy 
also  avoids  what  it  perceives  as  very 
high-risk  markets,  such  as  China. 
CHINESE  CHILL.  Indeed,  China  embodies 
all  the  hoi:)es— and  worries— of  the  rush 
to  electrify  the  world's  developing  na- 
tions. Earlier  this  year,  Beijing  over- 
niled  a  Goldman,  Sachs  &  Co.  scheme  to 
sell  investors  stakes  in  power  plants  in 
the  province  of  Shandong.  The  govern- 
ment took  objection  to  the  20%  to  40% 
returns  investors  could  have  made,  and 
capped  returns  at  12%.  That  had  a  chill- 
ing effect.  Hopewell  Holding's  Gordon 
Y.  S.  Wu,  who  is  building  his  second 
plant  on  the  mainland,  warned  Chinese 
officials  that  he  will  sharply  scale  back 
his  plans  to  construct  12  more.  "I  can't 
jeopardize  my  investors'  and  bankers' 
money  for  12%,"  he  says. 

Despite  the  pitfalls  of  developing- 
world  investing,  other  U.  S.  utilities  may 
have  little  choice  but  to  join  the  fray. 
The  once  sleepy  electricity  business  now 
seems  to  be  rushing  headlong  toward 
freewheeling  international  competition. 
Companies  that  gain  a  headstart  in  dis- 
tant markets  now  may  become  the  pow- 
erhouses of  an  emerging  woi'kiwide  util- 
ity industry. 

By  David  Woodruff  in  Detroit,  with 
Pete  Engardio  in  Hong  Kong  and  bureau, 
reports 
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RETAILING  I 


SEARS'  TURNAROUND 
IS  FOR  REAL— FOR  NOW 


But  its  growth  pace  is  slowing,  and  many  hurdles  still  remain 


Who  was  the  hf)noree  at  the  re- 
tail industry's  annual  black- 
tie  dinner  at  the  New  York 
Hilton  in  May?  Sears,  Roebuck  &  Co. 
Merchandise  Group  Chief  Executive  Ar- 
thur C.  Martinez,  of  course.  After  all, 
since  coming  on  board  in  September 
1992,  Martinez  has  put  the  long-trou- 
bled retail  giant  back  in  the  black  by 
closing  113  poorly  performing  stores, 
abandoning  the  money-losing  catalog, 
and  rebuilding  Sears'  battered  image 


EARNINGS  HAVE 
REBOUNDED... 


1,500 


-t,50D 


-3,000 


NET  INCOME  FOR  SEARS 
MERCHANDISE  GROUP 


A  MILLIONS  OF  DOLLARS 


EST, 


...AS  SAME-STORE  SALES 
HAVE  RISEN 


PERCENTAGE  GAIN/IOSS 

SALES  FOR  SEARS  STORES 
OPEN  A  YEAR  OR  MORE 


-7 


'93 


'94 


A  PERCENT  THROUGH  JUNE 

•INCLUDES  CUMULATIVE  EEEEO  OE  ACCOUNTING  CHANGES  AND 
RESTRUCTURING  CHARGES 

DATA  COMPANY  REPORTS,  SALOMON  BROTHERS  INC. 


with  better  apjjarel  and  a  series  of  jazzy 
ads.  The  only  tough  choice  for  the  din- 
ner's organizers  was  whether  the  theme 
song  for  Martinez's  introduction  should 
be  Buster  Poindexter's  Hot,  Hot,  Hot  or 
Tony  Bennett's  The  Best  is  Yet  to  Come. 
Bennett  won  out. 

But  making  the  song  come  true  will 
be  tough.  Martinez  now  must  improve 
on  the  higher  base  of  performance  he 
helped  create  rather  than  on  the  dismal 
numbers  he  inherited.  Already  the  pace 
has  slackened  somewhat.  In  June— the 
first  month  not  buoyed  by  the  closing  of 
the  underperforming  stores— sales  at 


stores  open  a  year  or  more  were 
higher  than  they  were  the  pre 
year.  That's  an  impressive  gain,  \ 
was  below  the  double-digit  increas( 
corded  most  months  since  early 
Now,  with  the  approach  of  the  C 
mas  selling  season,  when  Sears  ; 
up  40%  of  its  revenue,  skeptics 
watching  closely.  "We'll  see  if  h( 
beat  his  own  numbers,"  says  retal 
sultant  Alan  Millstein.  "Then  we'] 
whether  it's  a  fluke  or  a  trend." 

For  the  time  being,  the  sign, 
good.  Last  year,  the  Merchandise  ( 
posted  net  income  of  $752  millio 
sales  of  $26.2  billion,  compared  w 
loss  of  $2.98  billion  in  1993  (chart) 
tail-industry  analyst  Jeffrey  M.  Fein 
Salomon  Brothers  Inc.  says  the 
chant's  earnings  are  on  course  to 
18%  this  year,  to  $888.4  million. 
PARTWAY  HOME.  Still,  even  Martinez 
convinced  Sears  has  rebounded  yel 
says  he  has  more  reforms  to  com( 
eluding  putting  more  high-margin  bi 
in  the  stores,  continuing  to  cut  c 
and  expanding  Sears"  women's  ap) 
l)usiness.  "The  turnaround  is  only 
complete,"  Martinez  says. 

It's  easy  to  see  why  he  thinks 
only  partway  home.  Just  145  store; 
of  800  have  been  renovated  so  far, 
the  remaining,  sometimes-dilapicJ 
outlets  risk  turning  off  shoppers  1 
back  by  Sears'  catchy  $40  million  ap 
ad  campaign,  "The  Softer  Side  of  S( 
Female  shoppers  may  also  be  disapf 
ed  because  the  company  is  still  si 
gling  to  sign  up  well-known  won 
apparel  makers,  such  as  Bernard  C 
Inc.  and  Koret  Inc.  And  the  rivali 
heating  up  in  the  middle  market  Ses 
aiming  for:  Such  discounters  as  Tc 
Stores  are  upgrading  apparel  offer 
while  such  upscale  department  s< 
as  Marshall  Field  &  Co.  are  slas 
prices. 

Martinez  must  also  battle  S' 
stodgy  culture.  The  company's  bu; 
he  says,  remain  too  friendly  with  ' 
time  suppliers,  allowing  them  to  ch' 
high  prices  that  Sears  can't  pass  ale 
a  sharp  contrast  to  Wal-Mart  St 
Inc.'s  supplier-crunching  buying  i' 
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i7sUALLY  THERE'S 
ONLY  ONE  THING  YOU 
NEED  to  GET  A  SMALL 
BUSINESS  LOAN. 

A  BIG  BUSINESS. 


At  First  Interstate  Bank,  we're  careful  who  we  loan  our 
money  to,  but  we're  hardly  impossible.  We  have  a  variety  of 
loans  and  lines  of  credit  to  help  your  business  grow,  so  come  to 
First  Interstate  Bank.  Because  with  us,  a  big  business  isn  V  a 
prerequisite  for  a  loan.  It  may,  however,  be  the  result. 

^'mall  business  loans  >r  temporarily  small  businesses. 


©  1994  Firsl  Inlerslale  Bancorp 

First  Interstate  Bank 


More  than  160  corporations  have  invested  over  $5  milHon  in  regional  theatre  through  the 
National  Corporate  Theatre  Fund.  Together,  they  help  support'one  of  America's  most  vital  and 
valued  cultural  resources  —  nonprofit  professional  theatre. 

Learn  how  your  corporation  can  help  insure  the  continued  vitality  of  the  regional  theatre  movement. 
You'll  be  in  good  company.  Two  million  theatregoers  support  these  theatres  and  recognize  the  corporate 
sponsors  who  have  demonstrated  their  commitment  to  our  nonprofit  professional  theatres. 

Contact  Michael  Wall,  Executive  Director,  National  Corporate  Theatre  Fund, 

32  Avenue  of  the  Americas,  Suite  2000,  New  York.  NY  10013.  Telephone  (212)  3<S7-5115. 

 National  Corporate  Theatre  FIjnd  

Actors  Theatre  ot  Louisville  •  Ainerieun  Conservatory  Theater,  San  Franeiseo  •  American  Repertory  Theatre,  Cambridge  • 
The  Cleveland  Play  House  •  Cioodman  Theatre,  Chicago  •  Guthrie  Theater,  Minneapolis  •  Long  Wharf  Theatre,  New  Haven  • 
Old  Globe  Theatre,  San  Diego  •  Seattle  Repertory  Theatre  •  Trinity  Repertory  Company,  Providence 
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xrt  of  my  job  is  to  keep  a  vague  sense  of 
nease  percolating  through  the  entire  company, 
le  minute  you  say  the  job  is  done,  you're  dead. " 


-ARTHUR  MARTINEZ 


Service  in  the  stores,  while  im- 
i,  is  still  below  what  shoppers 
lome  to  expect  from  such  other 
rs  as  J.  C.  Penney  Co.,  say  indus- 
alysts.  And  Martinez  believes  suc- 
lay  have  lulled  some  employees 
false  sense  of  security.  "Part  of 
3  is  to  keep  a  vague  sense  of  un- 
ercolating  through  the  entire  com- 
he  says.  "The  minute  you  say  the 
done,  you're  dead." 
« UNIVERSITY.  Martinez  and  his  staff 
ffking  hard  to  make  sure  the  tum- 
i  takes  hold.  Buyers,  for  instance, 
3ing  sent  back  to  school  at  the 
ny-run  "Sears  University"  to  learn 
•t  of  negotiating.  And  Martinez 
the  company  to  combine  its  half- 
disparate  databases  to  find  out 
eally  was  shopping  at  Sears.  The 
sing  answer:  The  biggest  shop- 
ren't  guys  in  Craftsman  tool  belts 
omen  aged  25  to  50  who  buy 
:hing  from  blouses  to  appliances. 
:e  apparel  is  where  the  retailer 
ilmost  60%  of  operating  profits, 
n.ez  decided  to  add  30%  more 


space,  or  12  million  square  feet,  to  the 
women's  clothing  departments  over  the 
next  three  years.  He  also  decided  to  ex- 
pand offerings  and  nudge  up  prices.  In- 
stead of  promoting  $29.99  dresses.  Sears 
is  more  likely  to  push  career  outfits  that 
"go  all  the  way  up  to  $100,"  says  Robert 
L.  Mettler,  chief  of  apparel  and  home- 
fashions  merchandising.  Customers  are 
responding.  At  the  Sears  store  in  up- 
scale Bloomingdale,  111.— one  of  200 
stores  testing  women's  suits— suits  are 
now  7.8%  of  all  dress  sales,  compared 
with  1.7%  for  all  Sears  stores. 

But  Martinez  knows  that  to  get  baby 
boomers  into  the  store  their  parents  re- 
vered, he  needs  big-name  brands.  Met- 
tler says  he  has  spent  the  past  year 
trying  to  lure  manufacturers  of  14  key 
brands.  Half,  he  says,  will  be  in  Sears 
by  yearend,  including  Sperry  Topsiders 
in  shoes  and  Arrow  shirts  for  men. 

It's  been  a  tougher  sell  with  women's 
apparel.  Many  clothing  manufacturers 
aren't  convinced  of  Sears'  commitment 
to  quality  clothing.  After  all,  the  retailer 
has  changed  strategies  over  a  half-dozen 


times  in  the  past  decade.  "Sears  has 
come  a  long  way,  but  their  image  isn't 
up  to  department-store  standards,"  sniffs 
an  executive  at  a  well-known  women's 
apparel  maker.  "It  would  be  difficult  for 
us  to  sell  to  them."  Worse,  rival  retailers 
are  putting  a  hammerlock  on  key 
brands,  industry  sources  say,  threatening 
to  Ijanish  them  if  they  go  into  Sears. 
For  now,  suppliers  are  politely  listening 
to  Sears'  pitch,  but  few  contracts  have 
matei'ialized. 

COMPLETE  OVERHAUL.  Sears  isn't  the  first 
retailer  to  run  into  such  resistance.  A 
similar  cold  shoulder  spurred  Penney  to 
initiate  its  now-successful  private-label 
apparel  lines,  a  strategy  Sears  is  also 
i>ursuing.  But  it  could  easily  take  five 
\  ears  for  Sears  to  develop  the  six  pri- 
\  ate-label  lines  Martinez  envisions.  And 
he  figures  he  only  has  about  three  years 
before  the  customer  interest  stirred  up 
by  Sears'  changes  begins  to  fade. 

Martinez  isn't  relying  solely  on  cloth- 
ing to  attract  female  shoppers.  In  April, 
Sears  said  it  will  develop  a  new  cos- 
metics line,  which  will  be  featured  in 
new  cosmetics  departments  around 
the  country  by  fall  1995.  Sears  stopped 
selling  cosmetics  10  years  ago,  after  cus- 
tomers switched  to  the  flashier  cosmetics 
departments  at  rival  stores.  This  time. 
Sears'  cosmetics  department  will  fea- 
ture makeup  experts  like  those  found 
in  more  upscale  department  chains. 

Outside  events  may  also  give  Marti- 
nez a  lift.  The  merger  of  R.  H.  Macy  & 
Co.  and  Federated  Department  Stores 
Inc.  will  create  a  big  rival— but  it  could 
be  a  boon,  too,  as  Sears  scoops  up  sup- 
pliers and  store  sites  that  shake  out. 
Sears  is  interested  in  acquiring  up  to 
10  redundant  store  sites  in  the  New 
York-New  Jersey  area. 

Sears  is  also  making  forays  back  into 
the  catalog  business.  Under  the  direction 
of  John  H.  Costello,  a  PepsiCo  Inc.  mar- 
keting hotshot  Martinez  recruited  last 
year.  Sears  launched  12  narrowly  tar- 
geted catalogs  in  1993  offering  every- 
thing from  workwear  for  big  and  tall 
men  to  camping  gear.  Costello  is  also 
testing  infomercials.  Still,  Costello  ad- 
mits there's  "not  a  lot  of  money"  for 
such  frills;  the  most  important  priority  is 
Sears'  stores. 

So  far,  that's  paying  dividends.  But 
Martinez  can't  claim  all  the  credit  for 
Sears'  recent  success.  While  manage- 
ment's attention  has  been  fastened  on 
apparel,  the  appliance  and  tool  business- 
es are  going  like  gangbusters,  posting 
sales  gains  that  outstrip  apparel's  ro- 
bust 15%  growth  rate.  Those  parts  of 
the  store  were  completely  overhauled 
five  years  ago.  If  Martinez  can  replicate 
the  results  in  Sears'  softer  side,  then 
the  best  may,  indeed,  be  yet  to  come. 

By  Susan  Chandler  in  Chicago 
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YOU  RE  DOING  THE  DUAI 

GRAB  THE  EAST  COAS 
THE  PROFIT  CHART,  ANO  T 
WAIT,  010  YOd  JOST 


Pretty  amazing.  Anywhere  else, 
youU  need  extra  appendages  to  get  so 
much  done  so  quickly.  And  so  easi- 
ly. But  once  you  get  hold  of 
the  Microsoft  Office,  breezing 
through  a  complex  job  like  this 
is  just  plain  simple. 

Maybe  even  a  litde  fun. 

For  instance,  look  at 
how  that  quartedy 
report  comes 
together. 
You  start  b\ 
writing  your' 
basic  report  in 
Word,  our  intuitive  worci 


processor.  Like  all  the  best-selling       Instantly.  All  thanks  to  our  exclj 
programs  in  the  Microsoft     IntelliSense"  technology.  It  trac 


The  Microsoft  Ojju  c  family  oj  prod- 
ucts fit  together  so  elegantly,  you'll  easily 
^  do  more  in  less  time.  All  by  yourself 


Office,  its  considered  by  the  experts 
to  be  the  best  of  its  kind. 

Word  helps  you  in  lots  of  ways  - 
from  plugging  in  your  choice  of 
formats  to  fixing  common  typos. 


your  progress,  it 
ing  evcr\  day  functions  happen 
automatically.  And  making  the  n 
involved  tasks  go  swimmingly,  t(  sail 
You  want  that  report  of  youi 


■Siippcn  (otik  Mar..M.tiOlhn- 
.Ki|uiri-d«njianlvl  Fnr  mfi.mia 
•  ilM.iIim.ftC.orpordlioil 


i.ll  irlcphiini 


V  h.ir^es  .ipplv  MiLriiMifc  suppi 


ubica  KiMKiDMifrSthci 


Iv:  In  the  «)  United  Stiin>,  ljII  (SIIOI  PI)H<)(7.  I5cpt  EYF  In  Canjda,  cilflSOUl  ■;6V9U4«.  Outside  the  US.  and  Canada,  tall  youi  liual  Mitn>,„h  subsidiary  or  liUfi)  9!6-8f>6l  Cusi 


change  without  noritc.  Wo(  [j^ 


i  REPORT  AND  DECIDE  TO 
RES,  PLUG  THEM  INTO 
il  A^L  INTO  COLOR  SLIDES. 
L  THAT  DY  YOURSELF? 


;  backed  by  solid  data,  so  you 
into  our  Microsoft  Access  data- 
.  In  a  blink,  the  information 
need  is  front  and  center.  Any 
you  want  it. 

Then  you  pop  those  regional  fig- 
straight  into  Microsoft  Excel, 
preadsheet  that  makes  powerful 
/sis  easy.  Here  IntelUSense  lets 
create  an  impactful  3-D  chart  in 
■uple  of  moves. 

)rag  that  chart  into  Word  and 
ve  got  one  impressive  report, 
changes  can  be  made  right  in 
e.  Because  one  click  brings 
all  your  spreadsheet  tools 
right  to 

tto 

ent  this  to  your 
ner?  Great.  Slip  into  the 
erPoint'  presentation  graphics 
;ram  and  get  compelling  slides 
)ur  fingertips.  Immediately. 
These  four  full-featured  pro- 
I  ns  all  work  in  the  same  consis- 
I  way,  so  you're  free  to  concen- 


trate on  developing  your  = 
ideas.\bu  don't  even  have 
to  think  about  which  pro- 
gram youVe  in. 

And  all  that  built-in 
intelligence  just  means 
you  Ve  always  got  a 
helping  hand  when 
you  need  it  most. 

Our  support 
team  backs  up 
that  philosophy 
with  the  best 

assistance  you  can  get.  Fact 
is,  the  Microsoft  Office  programs 
are  the  only  products  of  their  kind 
with  unlimited  product  support 
available  for  no  service  charge.* 
Only  Microsoft  Office  pulls 
the  tools  you  need  into  such  easy 
reach.  Quickly.  Ingeniously. 

Call  us  at  (800)  370-8957,  Depart- 
ment EYF.  Then  we'll  send  you  our 
Office  Information  Kit. 

Or  go  by  your  nearest  computer 
store  and  get  your  hands  on  the 


ENCORE 


2nd  Quarter  Report 

Encore  movw  into  the  third  quarterwlth  anotheriniprMeive  period  of  gro*sfth  in  sales  wtth 
overall  revenue*  flt$<41>?00  forQ2  Although  last  year's  relatively  quiet  activity  seems  to  be 
safely  behind  us,  there  are  eeverel  key  issues  that  should  be  continually  scrutinized  in  order  to 
maintain  current  progress 

•  Technological  advance*  in 
Keyboard  sound  production 

•  I>mand  tor  classic  model  guitars 

•  Cool  down  of  saxophone  sales 


Above-the-line  returns  forQ2 reached 
«143,000  This  represent*  an  unusually 
-••«e  abo  w  our  normal 


rgin  can  be  traced  almost  dirr 


Any  tool  you  need  is  a 
iingle  click  atvay.  So  creating 
rich,  compelling  documents 

(and  slides)  is  a  cinch. 


Microsoft  Office.  You'll  find 
things  you  could  never  do  before 
are  easy  to  accomplish.  All  at  once. 


McrosoiOffice 


'ort  aher  180  days.  ©  1994  Microsoft  Corporaiion.  All  rights  reserved.  Microsoft  Office  Proftssional,  shown  here,  includes:  Microsoh  Excel,  Word,  PowerPoint,  Microsoft  Access  and  a  Mail  workstation  license  (server  and  software  must  be 
cphonc  (TT/TDD)  services  by  calling  (800}  892-5234  in  the  United  States  or  (905)  568-9641  in  Candida,  Microsoft,  Microsoft  Access,  PowerPoint  and  the  Windows  logo  are  registered  trademarks  and  IntelliSensc  and  Windows  are  trademarks 
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Investing 


DOES  YOUR  LIFESTYLE 
A  LIFESTYLE  FUND? 


,  iff 
j  niat 

1  r: 


Whether  you're 
juggling  a 
hodgepodge  of 
investments  or  just  try- 
ing to  decide  among  the 
offerings  in  your  401(k) 
plan,  structuring  a  co- 
herent portfolio  can  be  a 
burdensome  task— espe- 
cially in  today's  volatile 
markets  where  it's  easy 
to  doubt  your  every 
move.  But  the  mutual- 
fund  industry  has  come 
up  with  a  seemingly 
simple   solution:  so- 
called  lifestyle  funds. 
These  are  portfolios  of 
stocks,    bonds,  and 
cash  crafted  for  in- 
vestors with  a  specific 
investment  horizon 
and  risk  tolerance.  You 
just  choose  one  and  let 
professional  managers 
maintain  their  ideal  mix 
of  assets,  making  small 
shifts  in  response  to  thi ' 
economic  outlook,  inter 
est  rates,  and  the  finan 
cial  markets. 

"The  industry  is  offer- 
ing what  it  should  have 
sold  all  along— an  actively 
managed  product  target 
ed  toward  a  time  line, 
says  Geoffrey  Bobroff,  of 
Bobroff  Consulting  Inc.  in 
East  Greenwich,  R.  I.  Too 
few  investors  assess  risk 
based  on  how  much  time 
they  have  until  they  need 
the  money,  he  says. 

Essentially,  lifestyle  funds 
are  just  permutations  of  as- 
set allocation  funds.  They  of- 
fer simplicity  and  diversifica- 
tion, which  can  appeal  to 
time-strapped  baby  Vjoomers. 

But  some  serious  skepti- 
cism is  in  order  here.  Many 
of  the  lifestyle  funds  are  new, 
with  no  established  track 
record.  Because  of  their  ec- 
lectic   mix    of  investment 


classes,  they  are  hard  to 
compare  with  other  funds. 
And  their  performance  re- 
cently leaves  a  lot  to  be  de- 
sired. Many  were  humbled 
this  year  when  bonds  failed 
to  provide  insulation  from 
stock  market  declines. 

Investors  willing  to  put  in 
a  little  more  time  can  create  a 
portfolio  tailored  more  pre- 
cisely to  their  needs  than  this 


kind  of  one-stop  shopping  can 
provide.  And,  even  if  you  are 
the  kind  of  hands-off  investor 
these  funds  were  made  for, 
by  the  time  you  choose 
among  all  the  new  offerings, 
investing  by  life  stage  may 
not  seem  so  simple. 

It's  no  surprise  that  the 
fund  industry  has  been  ag- 
gressively pushing  the  funds 
these    days— selling  funds 


based  on  performan  m 
tough  when  almoj 
sectors  of  the  ma 
are  down.  Fund  co 
nies  have  found 
they  can  use  peo 
fears  of  being  in 
wrong  place  at 
wrong  time  as  a 
ing  tool.  "People 
t  he  diversif icaticliii(ls 
periods  of  uncer 
ty,"  says  Stephen 
son,  Putnam  In 
ments'  mutual- 
marketing  direclft 
RIGHT  MIX.  The 
ber  of  asset-alloc 
mutual  funds 
doubled  in  the 
two  years  to  ifjcie 
than  100— and  ; 
more   are  on 
way.  Putnam 
among  the  lea 
when    it  laun 
three  "Lifestage' 
(gi'owth,  balanced 
conservative) 
March.  Wells  Farg' 
panded  its  Stagec 
line  to  include  five 
Path"  portfolios  tha 
tually  change  their  5 
egy  over  time— beco;  ifin 
more  conservative  ai 
investor  approaches 
tirement  or  some 
goal.  A  new  familj^  0 
down  to  Retirement  Fi 
of  Naperville,  111.,  worl 
the  same  principle.  It  c 
two  portfolios  that  wi  jj,; 
largely  income-producinj  ^ 
the  year  2010  or  2020 

This  fall.  Vanguard  wil 
pand  its  star  asset  alloc 
fund,  composed  of  a  mi 
Vanguard  fimds,  into  four 
Strategy"  portfolios— an  in 
and  a  conservative,  mode 
and  regular  growth  ver 
Scudder,  which  offers  t 
Managed  Retirement  Ti 
for  401(k)  plans,  has  jusi 


liltl 
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.(  lengthy  applica- 
(M  C'SS  to  offer  such 
.111(1  funds  directly 
ividuals.  T.  Rowe 
is  bringing  out 
■'Personal  Strategy" 
made  up  of  individ- 
■urities. 

3ther  the  company 
mtiates  among  its 
by  risk  tolerance 
rvative  or  growth), 
/estment  strategy 
or  growth),  or  by 
ou  will  start  needing  the 
,  the  key  factor  to  con- 
s  the  target  asset  mix. 
is  quite  a  bit  of  variety, 
jxample,  among  two 
offerings,  BT  Investment 
cle  Long  Range  Fund 
or  a  mix  of  55%  stocks, 
londs,  and  10%  money 
ts,  while  IDS  Horizon 
;  Long-Term  Portfolio  is 
itocks  and  5%  bonds. 
^  the  best-known  fund 
>,  T.  Rowe  Price's  Per- 
Strategy  Income  Fund 
stocks,  40%  bonds,  and 
ash,  while  Fidelity  As- 
anager  Income  is 
tocks,  30%  bonds, 
1%  cash.  The  break- 
fluctuate  based  on 
t  conditions. 

with  lifestyle 
"you  could  end  up 
having  the  wrong 
)f  asset  allocation 
our  needs,"  says 
Arnott,  an  analyst 
^lorningstar  Inc.  If 
hoose  a  fund  too 
y  weighted  with 
ncome  investments, 
light  not  build  up 
1  capital  over  time. 
1  could  end  up  tak- 
ore  risk  than  you 
indle  and  panicking 
OSS  of  principal. 

the  target  mix 
tell  you  everything. 
Iso  have  to  look  at 
nanagement  style 
e  underlying  secur- 
tiat  can  be  included 
portfolios.  Two  vet- 
in  this  category  il- 
te  disparate  ap- 
i.es:  Vanguard  Asset 
ution  Fund  sticks 
liomestic  securities, 
all  treasuries  and 
from  the  Standard 
r's  500-stock  index. 


SERIOUS  SKEPTICISM 
is  in  order:  Many  of  these 
funds  are  new,  and  some 
results  recently  leave 
much  to  be  desired 


Fidelity  Asset  Manager  can 
employ  riskier  foreign  and 
small-capitalization  stocks,  high- 
yield  bonds,  and  derivatives. 

These  funds  rely  heavily  on 
computer  models  to  devise  the 
right  asset  mix,  but  then  may 
use  active  or  passive  strate- 
gies to  select  the  securities. 
The  new  Stagecoach  LifePath 
Funds  are  run  primarily  off  a 
model  that  allocates  assets 
among  different  indexes.  Put- 
nam's Lifestage  Funds  have 
one  money  manager  to  decide 
the  asset  allocation  and  an 
investment  committee  made 
up  of  eight  fund  managers  to 
pick  individual  securities  from 


their  areas  of  expertise. 

According  to  Tracey 
Curvey,  Fidelity  Invest- 
ments' vice-president  of 
retail  marketing  for  as- 
set allocation  products: 
"You  need  to  diversify 
across  managers"  as  well 
as  across  asset  classes. 

Although  analyzing 
track  records  of  lifestyle 
funds  isn't  easy,  you  can 
get  some  data  on  the  multi- 
fund  funds  by  looking  at  the 
past  performance  of  the 
underlying  offerings.  For  the 
ones  run  by  committee,  you 
can  see  how  the  funds  the 
members  manage  have  fared. 
WAY  OUT.  Keep  in  mind  that 
these  funds  have  not  been 
performing  that  well  this 
year:  The  group  as  a  whole 
was  down  3.04%  through  July 
22.  Owning  a  mix  of  assets 
reduces  market  volatility  over 
time.  "But  in  a  bear  market 
caused  by  the  threat  of  infla- 
tion and  higher  interest  rates, 
bonds  won't  protect  you,"  says 
Jay  Schabacker,  editor  of  the 


NEW  FUNDS  THAT  MAKE  ASSET  CHOICES  FOR  YOU 


Fund 


Investment  policy 


PUTNAM  One  manager  determines  asset  allocation. Then, 

LIFESTAGE  eight  fund  managers  choose  securities  from 

GROWTH,  their  areas  of  expertise.  New  in  March,  the  funds 

BALANCED,  each  ov/n  eight  asset  classes.  Balanced  port- 

CONSERVATIVE  folio  mix:  65%  equities,  35%  fixed-income. 

STAGECOACH        These  funds,  introduced  in  March,  become 
LIFEPATH  more  conservative  as  the  investor  approaches 

2000,  2010,  2020,     retirement  or  some  other  goal.  (The  funds  are 
2030,  2040.  named  for  the  year  you'll  need  the  money.) 

The  manager  decides  asset  allocation,  but 
uses  index  funds  for  the  underlying  invest- 
ments. The  2020  portfolio  is  now  65%  equi- 
ties, 35%  fixed-income. 

T.  ROWE  PRICE  These  three  new  funds  come  with  a  Personal 
PERSONAL  Strategy  Planner  to  help  people  define  their 

STRATEGY  goals.  Unlike  T.  Rowe  Price's  Spectrum  funds, 

INCOME,  BALANCED,   which  are  made  up  of  different  mutual 
GROWTH  funds,  these  are  actively  managed.  Target 

mix  for  the  growth  fund:  80%  stocks,  20% 

bonds. 

VANGUARD  LIFE     Available  this  fall,  offerings  are  constructed 
STRATEGY  from  10  Vanguard  mutual  funds:  seven  equity, 

INCOME  AND  two  fixed-income,  and  a  money-market  fund. 

THREE  GROWTH        The  target  for  the  moderate  growth  option  is 
60%  equities  and  40%  bonds. 

DATA;  FUND  COMPANIES 


newsletter  Mutual  Fund  In- 
vesting (301  424-3700). 

One  way  out  of  that  dilem- 
ma is  going  overseas.  Arnott 
says  that  including  interna- 
tional securities  in  your  port- 
folio is  a  good  bet.  A  study 
by  Massachusetts  Financial 
Services,  before  it  launched 
the  MFS  World  Asset  Alloca- 
tion Fund,  found  you  could 
earn  the  same  returns  as  a 
diversified  domestic  fund  with 
25%  less  risk  by  adding  inter- 
national stocks  and  bonds. 

Finally,  you  should  consider 
available  alternatives  to  life- 
style funds  that  lack  some  of 
their  disadvantages,  such  as 
"balanced"  funds,  which  usual- 
ly maintain  a  constant  mix  of 
60%  stocks,  40%  fixed-income, 
and  no  cash.  Balanced  funds 
are  relatively  easy  to  compare 
with  one  another,  and  many 
have  excellent  track  records. 
And  if  you  want  to  have  a 
large  component  of  yom'  port- 
folio in  cash,  you  can  simply 
keep  it  separate  and  enjoy 
the  liquidity  of  money-market 
funds. 

Still,  if  lifestyle  funds 
hold  true  to  their  prom- 
ise, they  could  work  well 
as  the  core  of  your  port- 
folio. You  can  add  either 
more  aggressive  or  con- 
servative funds  for  in- 
vestment goals  with  dif- 
ferent time  horizons,  or, 
as  Schabacker  recom- 
mends, "take  a  more  ec- 
lectic approach"  during 
bear  markets  when  nei- 
ther stocks  nor  bonds 
are  faring  well.  Even  the 
most  sophisticated  inves- 
tors will  enjoy  the  sim- 
plified tax  reporting  you 
get  when  small  asset-allo- 
cation shifts  are  made 
fi'om  inside  a  fund  rather 
than  by  buying  and  sell- 
ing individual  securities. 

Lifestyle  funds  will 
never  be  No.  1  in  the 
rankings,  but  for  people 
who  are  currently  in- 
vesting too  conservative- 
ly or  without  a  sensible 
strategy,  that's  not  what 
matters.  At  least  the 
new  funds  can  take 
some  of  the  guesswork 
out  of  organizing  your 
portfolio.     Amey  Stone 
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Smart  Money 

MAKING  THE 
MOST  OF 
UPBEAT  NEWS 


When  IBM  announced 
surprisingly  good 
earnings  on  July 
21— almost  double  analysts' 
expectations— the  stock  leaped 
over  six  points  in  one  day. 
Similar  upbeat  earnings  re- 
ports are  accumulating  in  in- 
dustry after  industry  for  the 
second  quarter.  Investors 
should  pay  close  attention  to 
this  trend.  Since  falling  inter- 
est rates  are  no  longer  giv- 
ing stocks  a  boost,  favorable 
news  about  earnings  increas- 
ingly is  becoming  the  main 
driver  of  future  appreciation 
in  share  price. 

Earnings  reports  are  a  cru- 
cial window  on  the  health  of  a 
company,  but  a  more  telling 
indicator  for  investors  is  how 
those  earnings  compare  with 
Wall  Street's  predictions.  If 
analysts  projected  profits  at 
Company  A  to  grow  5%,  a 
10%  gain  would  be  bullish. 
But  the  same  performance 
would  be  a  disappointment  if 
analysts  had  predicted  a  20% 
surge.  Studies  have  demon- 
strated over  the  years  that 
investing  based  on  positive 
earnings  surprises  can  sweet- 
en returns.  "It  improves  your 
odds,"  says  Melissa  Brown,  re- 
search analyst  at  Prudential 
Securities.  "There's  a  higher 
probability  of  outperforming 
the  market." 

ROACH  RALLIES.  If  earnings 
come  in  at  the  expected  rate, 
those  expectations  will  al- 
ready have  f)een  l)uilt  into  the 
share  price  and  the  stock 
shouldn't  move  much.  But 
with  earnings  surprises, 
there's  generally  a  lag  of 
three  to  six  months— some- 
times a  year— before  the  mar- 
ket factors  a  company's  en- 
hanced potential  into  the 
stock  price.  In  addition,  one 
earnings  surprise  tends  to 
lead  to  another.  (This  is 
known  as  the  "cockroach"  the- 
ory, because  you  never  see 


just  one.)  While  15%  of  com- 
panies follow  a  positive  or 
negative  earnings  surprise 
with  the  opposite  result  in  the 
next  quarter,  40%  go  on  to 
repeat  the  surprise,  says 
Brown.  That  means  even  if 
you  didn't  snap  up  the  stock 
after  the  first  surprise,  you 
can  still  capitalize  on  the  like- 
lihood of  the  next  one. 

Some  investors  don't  want 
to  wait  for  earnings  reports. 
Instead,  they  try  to  foresee 
surprises  by  tracking  how  an- 
alysts are  revising  their  esti- 
mates. If  estimates  are  stead- 
ily being  adjusted  upward,  it's 
a  signal  to  buy,  and  when 
they're  being  lowered,  it's  a 


16%  for  the  year  to  date.  That 
compares  well  with  the  figures 
for  the  S&P:  10%  and  -3.8%, 
respectively. 

Until  recently,  only  brokers 
and  institutional  investors  had 
access  to  ongoing  analyst  re- 
visions. Now  this  information 
can  be  obtained  by  individu- 
als as  well.  Zacks  publishes 
Analyst  Watch,  a  biweekly 
listing  of  regular  earnings 
estimates  and  ana- 
lysts' recommenda 
tions  ($249  a  year; 
800  399-6659).  For 
his  subscribers, 
Zacks  also  pro- 
vides a  hot 
line  for  more 


EARNINGS 
SURPRISE! 


REPORTS: 
SURPRISE! 


Expected 
2nd  0  EPS 

Actual 
EPS 

Date  of 
report 

Stock  price    Stock  price 
before  report  after  report 

POSITIVE  EARNINGS  SURPRISES 

ALCOA 

$0.29 

$0.50 

7/8 

75 

m 

APPLE 

0.35 

0.50 

7/22 

28 

31 

BANK  OF  NY 

0.82 

0.92 

7/14 

29 

m 

IBM 

0.69 

1.14 

7/21 

56 

■62 < 

MOTOROLA 

0.58 

0.63 

7/11 

45 

51  \ 

\y  ■ 

NEGATIVE  EARNINGS  SURPRISES 

BETHLEHEM 
STEEL 

0.30 

0.14 

7/27 

22 

20'/4  r 

BORDEN 

0.14 

0.08 

7/27 

12/4 

\VA 

KEMPER 

0.89 

0.81 

7/26 

61 

60 

DATA:  I/8/E/5  INTERNATIONAL  INC. 


good  idea  to  sell,  says  Ben 
Zacks  of  Zacks  Investment 
Research  in  Chicago.  "In  gen- 
eral, you're  going  to  be  in  the 
right  stocks  early  and  out  of 
the  bad  ones  early." 

That  strategy  has  worked 
well  for  Zacks.  His  model  port- 
folio—which is  based  on  chang- 
es in  the  earnings  outlook- 
has  retuiTied  more  than  ;38.5% 
a  year  for  the  past  15  years, 
vs.  14.5%  for  the  Standard  & 
Poor's  5(X)-stock  index.  He  has 
gotten  even  better  results 
with  the  $20  million  he  manag- 
es for  high-net-worth  individu- 
als and  institutions.  His  re- 
turns after  management  fees 
were  76%  for  1993,  and  are 


frequent  updates.  Working  in 
conjunction  with  the  CNBC  ca- 
ble-TV network,  i/b/E/s  Inter- 
national, a  financial  informa- 
tion company,  provides  a 
phone  number  (900  255-2622) 
you  can  call  for  current  revi- 
sions and  earnings  informa- 
tion about  any  stock.  The 
charge  is  $2  per  minute. 

Of  course,  like  any  indica- 
tor, earnings  surprises  have 
to  be  read  in  context.  You 
want  to  know  the  story  be- 
hind the  surprise:  whether  it's 
a  one-time-only  factor,  such 
as  the  sale  of  an  asset,  or  a 
fundamental  change  in  the 
business,  such  as  a  corporate 
restructuring,  says  Ed  Keon, 


vice-president  of  marketil 
l/B/E/s.  For  example,  onl 
27,  Biogen  announced  se| 
quarter  earnings  of  2<J 
share,  less  than  the  12<tJ 
lysts  had  expected.  An(j 
the  stock  rose  15/4,  to  I 
What  accounted  for  gai™ 
the  same  day,  the  coma 
announced  a  new  druf 
treat  multiple  sclerosis, 
BIG  PICTURE.  Watch  the 
price  movement  in  the 
before  the  earrff 
are  due  t(il 
announcecfi 
vestoi's  \\ 
are  anli(j£ 

news  h 
run  up  a 
early,  then 
out  right  at'tc , 
actual  nuiii 
are  released, 
results  miiy 
be  a  sur])i  i; 
most  in\'cs 
but    be  V 
of  quick-i 
artists  ta; 
profits  and  dr  i-n 
the    stock  J 
down. 
You  also  hav 
pay  attentioi 
he  larger 
ture. 
recent  s 
in  inte 
rates  is 
damp 
some  s 
prices  dei 
earnings 
prises.  Ai 
positive 
prise  may  not  buoy  a  coi 
ny's  stock  price  again; 
floundering  industry.  You 
need  to  know  something  a 
the  stock's  history.  Is  it  i 
down  from  its  high,  or  I 
near  the  top?  "A  stock  eye 
like  a  gi-eat  party,"  says  J 
than  Schoolar,  manager  ol 
AIM  Weingarten  fund.  "Pe 
aiTive,  have  a  few  drinks, 
start  having  fun.  More 
arrive,  but  at  some  point 
look  at  your  watch  becij 
the  pain  of  tomorrow  i: 
longer  worth  the  fun  oili 
day."  When  analysts  stopi 
grading  their  estimatespl 
says,  the  party  is  probi 
over.  Pam  m 
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We've  been  known  to  send  some  people's  garbage 
right  back  to  their  house. 

It  may  come  back  to  light  a  room,  cook  your  food,  or  even  heat  your  home.  Because  all 
that  garbage  you  threw  out  actually  had  a  lot  ot  energy  m  it. 

Energy  that,  once  the  garbage  is  m  a  landfill,  is  released  as  methane.  Methane  is  just  like 
natural  gas.  It's  a  clean-burning  fuel.  Good  enough  to  fuel  turbmes  that  run  power  generators. 
Like  the  4,000-kilowatt  generators  that  supply  13,000  people  m  Geneva,  Illmois  with  electric- 
ity. All  from  the  local  landfill.  Or  the  generators  at  the  29  other  sites  around  the  country  where 
we  capture  methane  to  generate  power. 

Last  year  alone,  we  produced  enough  energy  from  methane  to  save  1.9  million  barrels  of 
oil.  Not  only  as  electricity,  but  also  as  an  alternative  fuel  to  actually  replace  gas,  oil,  or  coal  for 
industry.  In  1993,  we  sold  it  to  customers  like  a  carmaker  and  a  chemical  company.  All  of 
which  makes  good  use  of  landfill  gas. 

It  comes  from  garbage,  but  it's  nice  to  know  it's  not  going  to  waste. 

What  Inisiness  do  we  have  saying  we  help  the  environment^  That  is  our  business. 


Waste  Management 

A  WMX  Technologies  Company 


Ik 
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0  one  really  knows 
how  many  kinds  of 
beer  Belgians  make. 
Estimates  range  as  high  as 
800,  but  even  conservative 
guesses  of  400  are  impressive 
for  a  country  of  just  10  mil- 
lion people.  Raspberry  beer, 
wheat  beer,  red  beer,  golden 
beer,  12%-alcohol  beer,  beer 
made  with  grapes,  beer  made 
in  abbeys,  beer  laced  with 
spices,  dark  Christmas  beer— 
you  name  it,  and  Belgium 
seems  to  brew  it.  As  English- 
man Michael  Jackson,  who 
has  written  extensively  on 
Belgian  beer,  puts  it:  "The 
reverence  reserved  for  wine 
in  most  countries  is  in 
Belgium  accorded  to 
beer." 

Some  of  that  rever- 
ence is  now  being  im- 
ported to  the  U.  S.,  the 
new  boom  market  for 
Belgium's  100  brewer- 
ies. But  in  America, 
don't  look  for  common 
pilsners,  such  as  Stella 
Artois  or  Jupiler,  the 
leading  brands  in  Bel- 
gium, where  pilsners 
account  for  70%  of  the 
sales.  Belgian  brewers 
don't  like  to  go  head- 
to-head  with  such  es- 
tablished pilsners  as 
Heineken.  But  the 
main  reason  is  that  the 
real  hot  sellers  in  New 
York,    Chicago,  San 


Potables 


A  RICH  BOUQUET 
OF  BEIGIAN  BREWS 


gian  beers  has  been  sparked 
in  part  by  the  rise  of  U.  S. 
microbreweries  and  the  grow- 
ing popularity  of  quality  do- 
mestic beers  such  as  Samuel 
Adams,  says  Don  Feinberg, 
who  runs  Vanberg  &  DeWolf 
in  Cooperstown,  N.Y.,  one  of 
a  growing  number  of  import- 
ers of  Belgian  beer.  Feinberg 
says  his  job  of  selling  to  dis- 


the  wheat  mash  through  the 
roof  slats,  promoting  sponta- 
neous fermentation.  Straight 
Iambic  beers,  sold  under  such 
names  as  Belle-Vue,  have  little 
or  no  carbonation  and  are 
very  dry. 

Gueuze,  such  as  Alken- 
Maes'  Mort  Subite  brand,  is  a 
blend  of  young  and  old  Iam- 
bics made  with  two  or  more 


Diego,  San  Fi-ancisco,  and  oth- 
er U.  S.  cities  are  "specialty" 
Belgian  beers— typically  $10  a 
six-pack. 

ALE  AND  HEARTY.  If  you're 
happy  with  Budweiser,  Mill- 
er, or  other  watery,  mass-pro- 
duced U.  S.  pilsners,  Belgium's 
specialty  beers  may  not  be 
for  you.  But  if  you  see  beer 
as  an  aperitif,  an  accompani- 
ment to  dessert,  an  alterna- 
tive to  brandy,  or  a  tasty  in- 
gredient in  such  dishes  as 
steamed  mussels  and  braised 
beef,  Belgium  has  the  brews. 
America's  appetite  for  Bel- 


PILSNER,  FOOEY: 
MOST  BELGIAN 
EXPORTS  ARE 
SPECIALTY  BEERS 


tributors  has 
gotten  easier,  as 
Americans  have 
become  less  rigid 
in  their  taste. 

If  you  want  to 
take  the  plunge, 
a  primer  on  Bel- 
gium's leading  beer  types 
may  help.  Lambic  is  wheat 
l:)eer,  rather  than  one  made 
from  the  traditional  hops-and- 
barley  recipe.  It  is  ferment- 
ed in  small  breweries  in  the 
Sonne  valley  just  south  of 
Brussels,  where  airborne  wild 
yeast  is  allowed  to  float  into 


fermentations. 
Kriek,  made  by 
breweries  such  as 
Liefmans,  is  a 
blended  lambic 
that  has  had 
cherries,  straw- 
berries, or  rasp- 
berries added.  It's  often 
served  in  champagne  flutes 
as  a  before-dinner  drink.  In 
fact,  each  brand  uses  a  special 
glass,  which  Belgian  bartend- 
ers can  supply.  Rodenbach's 
Grand  Cru  red  beer  takes  a 
stemmed  glass  like  that  used 
for  Burgundy.  Orval's  abbey- 


style  Ti'appiste  is  serve 
chunky-style  goblet,  simi  lycTI 
those  used  by  monks  i 
Middle  Ages. 

Faro  beer  contains 
or  caramel  for  a  "swee 
sour"  taste.  White  beer 
as  Interbrew's  Hoegai 
has  an  aroma  like  hone 
rived  from  its  combinat 
wheat,  oats,  Curasao  o 
peels,  and  coriander, 
beer  like  that  made  by 
mans  is  close  to  an  old 
lish  ale.  Saisons  are  low 
hoi,  orangy  beers  made 
Wallonia  region  of  Belgi' 
the  summer  or  harvest 
sons.  Golden  ales  such  aff«i« 
vel  have  an  8.2% 
hoi  content  by  vo 
so  don't  be  fooW 
the  pale-gold  coIo: 
thinking  you're  t 
just  a  standard 
pilsner. 

RAFT   OF  DRAFT. 

beer  lovers  who 
Belgium,  a  must 
is  the  museum  a 
Brewer's  House,  f 
on   Brussels'  fa|||[ 
Grand  Place.  Les: 
mal    and  more 
might  be  a  visit 
typical  Belgian?!^ 
where  you'll  find 
ens  of  brews  orp'"*' 
and  sometimes 
than   100  in  boH 
Brussels'  Moeder 
bic  (68,  rue  de  Sa 


531  fa 


'!3|( 


has  28  draft  pumps. 

For  more  information, 
some  books  by  Michael 
son.  Importer  Feinberg, 
would  like  consimiers  to 
the  connection  betweei  I 
sophistication  of  wine  and 
of  beer,  sells  about  5,000  IPBO 
ies  a  year  of  Jackson's  «of» 
Great  Beets  of  Belgium 
Coda,  Antwerp).  Also  I 
Jackson's   The  Neio 
Guide  to  Beer  ($23;  Rui 
Press,  Philadelphia).  As 
berg  says  about  Belgian 
"The  more  you  know,  the 
ter  it  tastes."     Patrick  ( Ills 


"a 


Worth  Noting 


■  FURRY  FUTURES.  What  will 
Rover  do  without  you?  A 
free  pamphlet.  Providing  for 
Your  Pets  in  the  Event  of 


Ymir  Death  or  Hospitalization, 
offers  animal  lovers  advice 
on  designating  caretakers  and 
on  providing  money  for  pet 
care  in  their  wills.  Call  the 
New  York  City  Bar  Assn. 
(212  382-6695). 


■  CHINA  PLAYS.  People  hoping 
to  cash  in  on  China's  amazing 
growth  can  get  an  overview 
from  Investment  Opportu- 
nities in  China,  free  from 
Guinness  Flight,  a  London 
global-funds  manager.  The  re- 


port includes  a  general 
cussion  of  the  limited  di 
investment  possibilitie 
Chinese  shares  as  we 
equity  plays  on  the  I 
Kong  Stock  Exchange 
800  915-6565. 


liiH, 
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PERSONAL  B: 


OUCTION 

from  last  week:  -0.1% 
1^  Tom  last  year:  3.3% 


Nov 
1993 


1967=100  (four-week  moving  average 


Mar 
:994 


July  23 
196  3 


July  16 
196.5 


July 
1994 


LEADING 

change  from  lost  week:  0.5% 
Change  from  lost  year;  7.7% 
242   


236. 


230. 


224. 


218J 


July 
1993 


Nov 
1993 


Mor 
1994 


July  23 
240.0 


mill! 


July  16 
238.8r 


July 
1994 


oduction  index  was  little  changed  during  the  week  ended  July  23, 
outo-plant  closings  in  previous  weeks  are  dragging  down  the  smoothed 
or  the  latest  week,  increases  in  output  levels  of  autos,  trucks,  and  electric 
alus  rising  rail-freight  traffic  offset  declines  in  steel,  crude-oil  refining,  coal, 
ard,  paper,  end  lumber  output.  As  a  result,  before  calculation  of  the  four- 
jving  averoge,  the  index  rose  to  196,3,  from  194. 

BW  production  .ndex  copyright  1994  by  McGrow-Hill  Inc 


The  leading  index  increased  during  the  week  ended  July  23  on  the  heels  of  a 
stock  and  bond  rally  that  ended  after  Federal  Reserve  Chairman  Alan  Greenspan's 
congressional  testimony.  In  addition  to  higher  stock  and  bond  prices,  the  growth 
rates  for  M2  and  moterials  prices  rose.  Grov/th  in  real  estate  loans  was  unchanged, 
and  data  on  business  failures  were  unavailable  Before  calculation  of  the  four-week 
moving  overage,  the  index  rose  to  241-9,  from  240,5  revised. 

Leading  inde»  copyright  1  994  by  Center  for  Infernarional  Business  Cycle  Research 


IfUaiON  INDICATORS  r 

IM:!.]!'HII!.  '/W.l;;^ 

Latest 

Week 

%  Change 

Latest 

Week 

%  Change 

week 

ago 

year  ago 

week 

ago 

year  ago 

30)  thous.  of  net  tons 

1,769 

1,820# 

-3.5 

STOCK  PRICES  (7/29)  S&P  500 

454.53 

453.28 

1.3 

730)  units 

109,371 

108,648r# 

54.2 

CORPORATE  BOND  YIELD,  Aaa  (7/29) 

8.05% 

8.06% 

12.7 

[7/30)  units 

99,982 

96,597r# 

52.4 

INDUSTRIAL  MATERIALS  PRICES  (7/29) 

104.7 

105.0 

10.1 

POWER  (7/30)  millions  of  kilowatt-hours 

68,201 

71,671# 

-2.9 

BUSINESS  FAILURES  (7/22) 

NA 

268 

NA 

IL  REFINING  (7/30)  thous.  of  bbl./day 

14,153 

14,241# 

0.8 

REAL  ESTATE  LOANS  (7/20)  billions 

$432.8 

$432.4 

5.0 

23)  thous.  of  net  tons 


19,374#  17,546 


9  9     MONEY  SUPPLY,  M2  (7/i8)  billions 


jiARD  (7/23)  thous.  of  tons 


875.5# 


879.5r 


/23)  thous.  of  tons 


790.0# 


790.0 


0.1 


(7/23)  millions  of  ft 


457.9# 


449  5 


2  1 


jlilGHT  (7/23)  billions  of  ton-miles 


23.3# 


21.6 


10.4 


American  Iron  &  Steel  Institute,  Ward's  Automotive  Reports,  Edison  Electric  Institute, 
Petroleum  Institute,  Energy  Dept.,  American  Paper  Institute,  WWPA',  SFPA^  Association 
in  Railroads 


IGN  EXCHANGE 


Latest 
week 

Week 
ago 

Year 
ago 

E  YEN  (8/3) 

100 

98 

104 

MARK  (8/3) 

1.58 

1.58 

1.71 

POUND  (8/3) 

1.54 

1.53 

1.50 

FRANC  (8/3) 

5  41 

5.39 

5.94 

,N  DOLLAR  (8/3) 

1.39 

1.38 

1.29 

JANC  (8/3) 

1.34 

1.34 

1.50 

1  PESO  (8/3)' 

3.380 

3.405 

3.1 12 

Major  New  York  bonks.  Currencies  expressed  in  units  per  U.S.  dollar,  except  for  British 
•ressed  in  dollars 


t  ^3)  $/troy  oz. 


378.45C  388.550 


-6.0 


j  RAP  (8/2)  #1  heovy,  $/ton 


1 17.50 


1 17.50 


-0.8 


IFFS  (8/2)  index,  1967=100 


213.9 


213  9 


2.6 


(7/30)  </lb. 


115.7 


1 18.1 


26.7 


l|M  (7/30)  C/lb. 


71.0 


73.0 


26.8 


V30)  #2  hard,  $/bu. 


3.53 


3.52 


5.1 


(7/30)  strict  low  middling  l-l/16in.,  C/lb.  74.18 


71.86 


33.0 


London  Wednesday  final  setting,  Chicago  market,  Knight-Ridder  Commodity  Research 
eto/s  Week,  Kansas  City  market,  Memphis  market 


$3,561.4  $3,556.6r 


2.2 


9  2     INITIAL  CLAIMS,  UNEMPLOYMENT  (7/16)  thous 


390 


365 


11.1 


Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980=100),  Dun  &  Brad- 
street  (failures  of  large  companies).  Federal  Reserve,  Labor  Dept  CIBCR  seasonally  adjusts  doto 
on  business  failures  and  real  estate  loons 


MONTHLY  ECONOMIC  INDiaTORS 


Latest 
month 

Month 
ago 

%  Change 
year  ago 

PERSONAL  INCOME  (June)  annual  rote,  billions 

$5,663.9 

$5,659.0r 

5.6 

CONSUMER  SPENDING  (June)  billions 

$4,602  4 

$4,585. 8r 

5.4 

CONSTR.  SPENDING  (June)  annual  rote,  billions 

$508.0 

$507.2 

10.2 

11  LEADING  INDICATORS  COMPOSITE  (June)  ind 

ix  101.5 

101. 3r 

3.5 

Sources:  Commerce  Dept.,  Census  Bureau 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

MONEY  SUPPLY,  Ml  (7/18) 

$1,153.2 

$l,150.4r 

6.4 

BANKS'  BUSINESS  LOANS  (7/20) 

298.5 

296.7r 

8.5 

FREE  RESERVES  (7/20) 

273r 

922r 

-63.5 

NONFINANCIAL  COMMERCIAL  PAPER  (7/20) 

153.6 

151. 8r 

-3.6 

Sources:  Federal  Reserve  (in  billions,  except  for  free 
week  period  in  millions) 

reserves,  which 

are  expressed  for  a  two- 

MONEY  MARKET  RATES 

Latest 
week 

Week 
ago 

Year 
ago 

FEDERAL  FUNDS  (8/2) 

4.21% 

4.26% 

3.10% 

PRIME  (8/3) 

7.25 

7.25 

6  00 

COMMERCIAL  PAPER  3-MONTH  (8/2) 

4.69 

4.72 

3.22 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (8/3) 

4.67 

4.70 

3.17 

EURODOLLAR  3-MONTH  (7/29) 

4  73 

4.64 

3.19 

Sources:  Federal  Reserve,  First  Boston 


G  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipment, 
n  Wood  Products  Assn.     2  =  Southern  Forest  Products  Assn.     3  =  Free  market  value     NA=Not  available     r^ revised     NM^Not  meaningful 
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YOU'VE  JUST  MISSED  THE 
FIRST  SIGN  OF  BREAST 
CANCER  IF  YOU  DIDN'T  SEE 
THAT  SMALL  DOT  IN  THE 
UPPER  LEFT  HAND  CORNER. 
Because  it  can  start  that  small 
inside  your  breast.  That's  why  a 
yearly  mammogram  is  a  must, 
especially  if  you're  over  50. 
Doctors  agree  that  as  you  get 
older,  the  risk  of  breast  cancer  is 
higher.  But  with  early  detection, 
you  increase  your  chance  of  suc- 
cessful treatment.  Even  though 
you  may  have  missed  the  first 
sign  of  breast  cancer,  a  manmio- 
gram  won't.  For  information, 
please  call  the  American  Cancer 
Society  at  1-800-ACS-2345. 

A  MAMMOGRAM. 
EARLY  DETECTION  IS  THE 
BEST  PROTECTION. 


A  Public  Service  oi 
This  Publication 


AMBVCAN 


Index  to  Companies 

This  index  gives  the  starling  page  for  a  story  or  fea- 
ture with  a  significant  reference  to  a  company.  Most 
subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  onjy  in  tables  are  not  included. 


Acer  90 

Advanced  Micro 
Devices  97 

AirTouch 
Communications  95 

Alken-Moes  108 

Allen  76 

Allstate  48 

American  Cyanamid  29 

American  Electric 
Power  100 

American  General  37 

American  Home 
Products  29 

America  Online  15 
Ameritech  95 
Apple  Computer  48,  74, 
96 

Asyst  Technologies  97 
AT&T  10,  48,  95 
Atchison,  Topeko  &  Santa 
Fe  Railway  84 

Atlanta  Braves  26 
Autodesk  40 

B 


Baltimore  Orioles  26 
Bonque  Nationale  de 
Paris  87 
Bear  Stearns  36 
Bell  ArianHc  95 
BellSouth  78 
Bernard  Chaus  102 
Biogen  108 

Borland  International  15 

c 


Eastman  Kodak  74 

Electronic  Evidence 
Discovery  8 

Eli  Lilly  29 

Enron  100 

ESPN  74,  76 

Everex  Systems  90 

F 


Conon  96 

Capitol  CiHes/ABC  76 
CBS  76 

Chicago  Cubs  26 
Chicago  White  Sox  26 
Chrysler  37,  48 
Cleveland  Indians  26 
CMS  Energy  100 
Coco-Colo  86 
Compaq  Computer  30,  96 

D 


Dataquest  30,  90,  96 
Dean  Witter  Reynolds  22 
Dell  Computer  96 
Digital  Equipment  48 
Dreyfus  30 
Dun  &  Brodstreet  22 


Federal  Express  74 

Fidelity  Investments  30 

First  Albany  48 

First  International 
Computer  90 

Fluor  Daniel  97 

Ford  48,  96 

Formosa  Plastics  90 

Fort  Worth  Star- 
Telegram  76 

FW.  Dodge  23 
G 


GE  76 

GE  Capital  100 
Gillette  74 
GM  48 

Goldman  Sachs  100 
Guinness  Flight  Investment 
Funds  110 


Hearst  Broadcasting  76 
Heineken  108 
Hopewell  Holdings  100 

I 


J  C.  Penney  102 

Joyce  Julius  & 
Associates  74 


Kansas  City  Star  76 

Kemper  Financial 
Services  92 

Kmart  48 

Koret  102 


l/B/E/S  108 

IBM  6,  48,  90,  93,  96, 
97,  108 

Infinity  Broadcasting  6 
Intel  86,  90,  96,  97 
Interbrew  108 
International  Finance  100 


Liefmons  108 

Los  Angeles  Dodgers  1 14 

Lotus  Development  15,  40, 
96 

LTV  37 
M 


Major  League  Baseball  26 

Marshall  Field  102 

Masterlink  Securities 
Taiwan  90 

Mathematico  Policy 
Research  78 

McCaw 

Cellular  Communications 
95 

McDonald's  74 

McGraw-Hill  23,  24 

MCI  48,  95 

McKesson  29 

McKinsey  29 

Medco  Containment 
Services  29 

Media  General  88 

Merck  29 

Microgrofx  96 

Microsoft  15,  40,  86,  96 

MMS  InternaHonal  22,  24 

Moeder  Lambic  108 

Motorola  96 

N 


Rand  78,  82 
RCG/Hogler,  Bailly  M 
Rodenbach  108 


Salomon  Brothers  4 
San  Diego  Padres  ' 
Sanford  C.  Bernstein 
SCE  100 

Schering-Plough  29 

ScienHfic-AHanta  96 

Scott  Paper  37 

Scripps  Howard 
Broadcasting  76 

Scudder,  Stevens  & 
Clark  48,  100 
Sears  48,  102 
Shearson  Lehman 
Brothers  6 


feiielit 
tm  •«! 
iittOowi 
ifSOOji" 
illieinii 


lloiomi 


3  mil 

Smith  Barney  Shean  ^^\[[ 


76 


BE 


mv>\ 


Nan  Ya  PlasHcs  90 
NBC  76 
NCR  97 

Neuberger  &  Berman  86, 
87 

New  York  Yankees  26,  1 14 

Nextel  95 

Nine  West  37 

Northeast  China  Electric 
Power  Group  100 

Nynex  95 

o 


SmithKline  Beecham||||liS(l 
Sotheby's  6 
Southern  100 
Southern  Progress  3 
Southwest  Airlines  3 
Southwestern  Bell  ft 
Sprint  48,  95 
T 


\m 

mm 
mm 

(liltOI 


Target  Stores  102 
Texas  Instruments  9! 
Time  Warner  37 
Toronto  Blue  Jays 
Toshiba  96 
Travelers  37 
Tribune  26 
TRW  93 

Turner  Broadcasting 
U 


Km  IE 


HtHl 


Oki  Electric  Industry  90 
Olivetti  96 
Orvol  108 

P 


Pacific  Telesis  Group  95 

PaineWebber  22 

Peregrine  Investment 
Holdings  100 

Pittsburgh  Pirates  26 

PowerGen  100 

Prudential  Securities  108 


United  Airlines  32 
Unitrin  37 
U.S.  Shoe  37 
U  S  West  95 

V 


11' 


Vonberg  &  DeWolf 
VLSI  Research  97 

W 


Wal-Mart  Stores  48,  Wit 

11 


QVC  74,  76 


Walt  Disney  40,  76 
Warner-Lambert  29 
WEFA  Group  30 
Weirton  Steel  37 
Western  Water  84 
Whittle  Communicatii|lt|, 
WordPerfect  15 

Z 


Zacks  Investment 
Research  108 

Zilog  97 


Milt 


m 


111 

I  SI) 

1 


nun 


!I0,I 


estment  Figures  of  the  Wee 


TARY 

ed  vigorously  in  the 
?w  data  showing  the 
irowing  less  rapidly  than 
The  yield  on  30  year 
fell  to  its  lowest  level  in 
seven  weeks.  Not  sur- 
ii.tocks  staged  a  nifty  ad- 
1 1  the  Dow  industrials  up 
70  points  for  the  week 
iP  500  gaining  even 
percentage  basis.  Even 
rallied,  rising  o  bit  past 
oreign  stocks  were 
h  London  and  Tokyo 
5%. 


STOCKS 

Aug.  Feb. 


July  28-Aug. 


3 

465 


461.46 
460  1 


BONDS 

Aug.      Feb.      Aug.     July  28-Aug.  3 


1  -week  change 
+2.0% 


Lehman  Brothers 
Treasury  Index 


52-week  change 
-9.9% 


THE  DOLUR 

Aug.      Feb.      Aug.     July27-Aug.  3 
  100 


p  L  jh-  1418  ,76 

1405  90 


  1355  701 

1  -week  change  52-week  chonge 

+  2.3%  -2.4% 


1-week  change 
■t-0.3% 


ET  ANALYSIS 


CKS 


Latest 


%  change 
Week  52-week 


S  IMDUSIRIAIS  3792  7 

)MPANIES  (S&P  MidCop  Index)  1713 

KPANIES  (Russell  2000)  245  8 

NIES  (Russell  3000)  264  4 


1.9 
2.2 
1.5 
1.9 


6.8 
1.3 
3.0 
2.1 


I  STOCKS 


Latest 


>  change  (local  currency) 
Week  52-week 


INANCIAl  TIMES  100) 
KKEI  INDEX) 
TSE  COMPOSITE) 


3160.4 
20,632.7 
4206.1 


2.5 
2.5 
1.7 


7.4 
0.7 
5.5 


FUNDAMENTALS 

Latest 

Week  ago 

Year  ago 

90-DAY  TREASURY  BILL  YIELD 

4.41% 

4.54% 

3.15% 

30-YEAR  TREASURY  BOND  YIELD 

7.38% 

7.61% 

6.55% 

S&P  500  DIVIDEND  YIELD 

2.73% 

2.79% 

2.79% 

S&P  500  PRICE/EARNINGS  RATIO 

18.8 

18.7 

22.8 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

S&P  500  200-day  moving  average 
Stocks  above  200-day  moving  overage 
Speculative  sentiment.  Put/call  ratio 
Insider  sentiment:  Vickers  sell/buy  ratio 

460.5 
36.0% 
0.36 
0.98 

460.7 
32.0% 
0.43 
1.00 

Positive 
Positive 
Neutral 
Positive 

TRY  GROUPS 


BLOOMBERG  FINANCIAL  MARKETS,  BRIDGE  INFORMATION  SYSTEMS  INC, 


MTH  LEADERS 

%  change 
l-fflonth  12-fflonth 

Strongest  stock  in  group 

%  change 
1 -month  12-month 

Price 

iCTURED  HOUSING 

19.1 

13.2 

FLEETWOOD  ENTERPRISES 

22.7 

19.6 

23^8 

:ONTAINERS 

14.6 

37,0 

STONE  CONTAINER 

21.9 

130.2 

ISVa 

1 1.7 

45.2 

BETHLEHEM  STEEL 

25.2 

62.9 

23% 

/HOLESALERS 

11.1 

6.7 

McKESSON 

34.7 

1 1 1.6 

98  Va 

10.2 

15.7 

BOISE  CASCADE 

17.0 

27.5 

26V8 

MTH  LAGGARDS 

% 

1 -month 

change 

12-month 

Weakest  stock  in  group 

%  change 
1 -month  12-month 

Price 

{ANTS 

-8.6 

2.1 

McDonalds 

-9.3 

4.4 

26% 

ilNING 

-5.3 

-18.9 

AMERICAN  BARRICK 

-7.8 

-20.6 

22'/8 

ORTATION  SERVICES 

-5.0 

14.7 

FEDERAL  express 

-12  2 

24.4 

655/8 

WENT  STORES 

-2.0 

4.6 

J.C.  PENNEY 

-5.1 

8.3 

49  Va 

S 

-2.0 

-14.5 

AMR 

-2.7 

-11.3 

5  8 '/a 

lALIUNDS 

MORNINGSTAR  INC. 

otal  return 

% 

LAGGARDS 
four-week  total  return 

% 

S&P  500 
4-week  total  return 

iSi^iSi    Average  fund 
S2-week  total  return 

12 

ON  STRATEGIC  INVESTMENTS 

13,0 

MONITREND  GOLD 

-9.9 

  4 

9 
6 
3 
0 
-3 
% 

GROWTH 

12.1 

INVESCO  STRATEGIC  GOLD 

-5.1 

AM  EMERGING  MARKETS 

10.1 

EXCEL  MIDAS  GOLD 

-4.8 

 ^   ^ 

 ^   0 

lal  return 

% 

52-week  total  return 

% 

  -2 

1  EMERGING  MARKETS  INSTL. 

46.0 

MONITREND  GOLD 

-45.8 

R  LATIN  AMERICA 

N  STANLEY  INSTL.  ASIAN  EQUITY 

46.0 

KEYSTONE  AMERICAN  HARTWELL  EMERG.GR.  A-23  3 
STEADMAN  OCEANOGRAPHIC  TECHNOLOGY     -23  0 

  -4 

45.4 

IVE  PORTFOIIOS 


DRI/McG  RAW-HILL 


lounts 
the  present 
i  10,000 
>ne  year  ago 
>rtfolio 

es  indicate 
<tal  returns 


Foreign  stocks 
$11,951 
-t-1.08% 


U.S. stocks 
$10,542 

-Hi. 61% 


Money  market  fund 
$10,201 

+0.05% 


Treasury  bonds 
$9,789 

+  ].76% 


Gk)ld 
$9,437 

-1.61% 


his  page  are  os  of  market  close  Wednesday,  Aug.  3,  1  994,  unless  otherwise  indicated  Aug.  2  Mutual  fund  returns  are  as  of  July  29.  Relative  portfolios  are  volued  as  of  Aug.  2.  A  more  detailed 
ps  include  S&P  500  companies  only,  performance  ancJ  share  prices  ore  as  of  market  close        explanation  of  this  page  is  available  on  request,  r  =  revised 
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ATTACK  THE  INCOME  GAP 
AT  ITS  SOURCE 


Growing  income  inequality  in  the  U.  S.  is  an  unfortu- 
nate legacy  of  the  tumultuous  '80s  and  '90s.  Thanks 
to  a  vast  array  of  economic,  social,  and  cultural 
changes— ranging  from  the  decline  of  good-paying  unskilled 
jobs  to  the  growth  in  single-parent  families  to  changes  in  im- 
migration patterns— the  gap  between  rich  and  poor  is  the 
widest  since  the  Census  Bureau  started  keeping  such  statis- 
tics in  1947  (page  78). 

The  income  gap  has  widened  in  the  face  of  a  boom  in 
American  jobs.  In  Europe,  the  impact  of  global  competition 
and  technological  change  has  been  blunted  by  heavy  taxation, 
government  redistribution,  and  mandated  high  minimum 
wages.  The  result?  Less  income  inequality  but  more  unem- 
ployment. The  U.  S.  has  chosen  more  flexible  labor  mar- 
kets, with  lower  unemployment  but  greater  inequality. 

The  widening  income  gap  has  economists  worrying  that  it 
may  be  hurting  gi"owth.  They  argue  that  inequality  hurts  pro- 
ductivity by  slowing  educational  achievement.  Lower-income 
kids  drop  out  of  high  school  three  times  as  often  as  higher-in- 
come childi'en,  and  only  4%  graduate  from  college,  compared  to 
76%  fi'om  the  ranks  of  those  in  the  top  quarter  of  income. 

What's  to  be  done?  The  nation  already  spends  more  on 
public  education  than  Japan  or  Europe,  but  that  doesn't 
mean  the  money  is  well  spent.  Only  reform  that  makes 
classrooms  exciting  arenas  for  learning  can  work.  And  only 
parental  involvement  in  homework  and  character-building 
can  boost  the  abilities,  self-esteem,  and  grades  of  children. 

Ck)vemment  policies  that  bolster  the  family  can  also  help  re- 
duce inequality.  The  high  school  dropout  rate  for  white  12th- 
graders  in  single-parent  families  is  50%  higher  than  for  all 
12th-graders.  These  single-parent  families  earn  40%  less  than 
two-parent  families.  Serious  enforcement  of  child-support  laws 
would  shift  $80  billion  into  single-parent  families.  Economic  in- 
centives for  families  staying  together  should  be  strengthened 
as  well.  Higher  tax  exemptions  for  children  would  help  two- 
parent  families.  So  would  ending  the  maiTiage  tax  penalty. 

The  growing  inequality  has  many  sources.  The  means  to 
reverse  the  trena  are  available.  But  is  the  will? 


AIRWAVE  AUCTIONS  WORK. 
NOT  ALL  AUCTIONS  DO 


After  decades  of  handing  out  virtually  free  licenses  for 
the  nation's  airwaves,  the  federal  government  has 
wised  up  and  started  charging.  The  recent  auctions 
of  licenses  for  paging  and  interactive  television  raised  an  un- 
expected $833  million,  and  an  auction  for  personal  communi- 
cations services  could  net  over  $10  billion  (page  34). 

Airwave  auctions  are  doubly  good:  They  ensure  that  the 
value  of  a  slice  of  the  spectrum  is  captured  by  the  public  rath- 
er than  the  winner  at  a  hearing  or  lottery.  They  also  speed 


wireless  services  to  the  public  by  putting  licenses  directlji 
the  hands  of  the  companies  that  intend  to  use  them. 

Market  mechanisms  such  as  auctions  won't  work  e 
where.  Auctions,  however,  should  be  the  rule  for  all  futui 
signments  of  airwaves,  including  any  new  broadcasting 
trum.  Broadcasters  and  sympathetic  politicians  want  to  rt| 
the  system  of  assigning  free  licenses  to  insiders  and  oi.jj 
with  political  clout.  They  argue  that  choice  should  not  b«i 
lied  by  financial  considerations.  That  is  absurd:  People 
broadcast  licenses  by  purchasing  radio  and  TV  stations.''^ 

The  situation  is  more  complex  for  tangible  resouti 
Auctions  work  fine  for  oil  drilling  rights,  of  course.| 
market  mechanisms  have  been  less  successful  for  righi 
emit  sulfur  dioxide,  a  cause  of  acid  rain.  Here,  the  gam 
ment  allows  polluting  companies  to  trade  credits.  One  ]| 
lem:  People  downwind  are  not  happy  when  an  owner  clal 
es  to  buy  pollution  credits  rather  than  invest  in  a  cleai 

Entrenched  interests  also  make  it  hard  to  reallocate 
ing,  grazing,  and  limibering  rights.  Still,  market  mechan 
could  help.  They  can  hardly  do  worse  than  the  current^ 
tems  in  which  the  extractors  pay  little  for  their  rights. 

Market  mechanisms  such  as  auctions  won't  fix  every  ]oi 
lem  in  allocating  economic  rights  that  derive  from  go\T 
ment.  But  they  certainly  deserve  a  prominent  place  in  e 
policymaker's  toolbox. 

 :  ^ 


YOU'RE  UP, 
BASEBALL  OWNERS 


As  Yogi  Berra  didn't  say,  "It's  dejd  vu  all  over  aga 
With  baseball  owners  and  players  set  to  shut  (Stl 
the  game  for  the  eighth  time  in  as  many  labor  rp 
tiations,  the  temptation  is  to  say:  A  pox  on  both  your  hs 
es.  Yet  the  owners  bear  the  burden  of  explanation  forli 
central  issue  of  the  dispute. 

The  problem,  of  course,  is  money.  Large-market  Ult 
such  as  the  New  York  Yankees  and  Los  Angeles  Doom 
rake  in  tens  of  millions  of  dollars  fi'om  local  TV  and  li^ 
broadcasts.  The  owners  argue  that  this  gives  them  a  lei^tNl 
in  buying  the  best  talent  against  small-market  clubs  suc  ajj, 
Minnesota  and  Cleveland.  Their  solution:  a  uniform  ca<i: 
the  teams'  salary  pool,  making  players  more  affordablrffl*' 
the  less  well-endowed  clubs  (page  26).  ( 

The  players,  not  surprisingly,  disagree  and  prefer  to  )i 
tinue  to  let  the  market  set  their  salaries.  They  argue 
there's  another  answer.  The  league,  they  say,  currejilJIj^ 
pools  its  national  TV  revenue  and  shares  it.  Why  not  puiffl  " 
the  local  money  into  the  pot  and  divide  that  up,  too— the  a; 
the  National  Football  League  does?  That  would  gene^ti 
enough  funds  for  all  the  teams  to  buy  high-priced  talen 

Large-market  club  owners,  of  course,  hate  this  idea.  B  i 
would  solve  most  of  the  disparity  problem,  and  it  wouMx 
fairer  than  asking  players  to  pony  up  for  the  financial  p)l 
lems  of  a  half-dozen  team  owners.  The  league  is  a  busiS' 
that  depends  on  the  health  of  28  clubs  to  mount  a  game  hi 
public  wants  to  see.  If  a  few  units  of  this  business  havtli 
ficulties,  it's  up  to  the  league,  not  its  employees,  to  solvi 
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75MHZ. 


)ocf(  in  iJie  optional  Desk  .Station  IV  for 

M instant  connc'ction  to 
your  monitor,  jull-sKC 
keyboard,  printer, 
aiul  nc'lu'orL 


'lie  inte,ijTateJ  sonmi  system 
licroplione  and  speaker- 
lus  ports  for  external  .{..L 
liCTophone,  lieaji|)li(mes,  ^  1 
rspealcers,  let  you  reeord  ami 
resent  loud  and  clear. 


The  T-Plaii  service 
prof^'am  proi'icles 
l)ujri|)er-to-liKm|)er 


lilMITEPi    protection /or  wars 


OPEN  'ER  UP. 


/»  Uk%ivJM.i-J'^^^-J         ^  " — ^ — 


ll^^l^Ji^'  Fire-uf)  t/ie  )te«' 
iNiEi  »iDio  iicHNoioG,    s()/[uare  stamkrd 
for  I'ltico  pMxtck  m  \'onr  multimedia 
|)resenttitioti5 , 

Dual  PCMCIA  expansion  slots- 
Tipe  II  and  an  oivrsiretl  Type  III-  can  run 
smiiiltaneoKsK'  to 
i;nv  \()i(  almost 
limitless  /levil'iliiy 


Nmc  ynii  can  keep  (nil  midiimeJia  files 
((11  \i)i(r  poriaWe. 


Introducing  the  T4800CT.  Start  portable  nuiltimcdia  citmpiitiny  in  hi.yh  .year.  With  a  75MH:  lntell)X4 
)cessor  racing  tlm>Li,sj;h  all  your  number'Crunchin.q  and  t^raphics-intensive  applications.  See  your  work  in  256  simultaneous 
olors  tin  the  vivid  TFT-LCD  active  matrix  display.  And  create  the  most  exciting  presentations  possible,  using  full  audio 
capabilities,  VL  Lical-Birs  video,  and  the  added  thrust  ot  an  integrated  graphics  accelerator.  See  how  it  teels. 
Call  1'800'457'7777  for  the  dealer  nearest  you. 


1800CT  FEATURES: 

'AM:  lnrcll>X4'", 
i  \'oit  priicessor,  16K  cache 
"  Jia.  color  SVGA  TFT-LCD 
■  nc  matrix  display 
MBHDl) 

!l'.RAMexpandahk-to24MB 


•  Two  PCMCIA  slots  ( I  (mini  and  Siniii) 

•  VL  Local-Bus  video 

•  Integrated  i;raphics  accelerator 

•  .WAV  Audio 

•  Audio  jacks:  Headphone/Speaker 
and  Microphone 

•  6.4  Ihs. 


•  NiMH  liatter\'  tor  extended  lite 

•  1.44MB  floppy  disk  drive 

•  B.illpoint'"  Mouse  with  QuickPort'" 

•  Pre-installed  software:  PlOS,  Windows 
for  Wiirkyroups",  Windows  Sound 
System'^',  Run  Time  .ind  Video  for 
Windows,  ,ind  Indeo'^' video 


In  Touch  with  Tomorrow 

TOSHIBA 

C'  1W4  TiishiKi  Amcric;)  Intomiiituin  Systems,  Inc.  All  products  indk.iied  by  ir.idcinark  svinbuK  arc  tradenuirked  and/or  ret^istereJ  by  their  respective  cump.inie.s. 
The  Intel  Inside  ami  liiden  video  logos  ;ire  tradem;irks  ot  Intel  Corporation. 


"Mosam"  has  some 
great  stories  about  the 
Chesapeake  Bay. 


If  you  want  to  know  how  to  buikl  a 
Deaclrise  workhoat,  <jr  how  the  crabs  are  runnini;, 
or  even  about  tlie  muskrat  population  4()  years 
ago,  all  you  have  to  do  is  spend  a  few  minutes 
with  Elmer  "Mosam"  Ford. 

"Mosam"  knows  all  the  stcjries.  And  it 
he  embellishes  them  a  little,  well,  that  makes 
them  all  the  better. 

The  U.S.  Environmental  Protection 
Agency  also  has  some  things  to  say  about  the 
Bay.  And  while  these  stories  are  more  serious 
than  "Mosam's,"  they  need  to  be  told,  too. 

The  stories  use  computer  models  antl 
simtdations  to  jiredict  the  eltects  ot  human 
mteraction  with  the  Bay.  They  help  EPA  decision- 
makers determine  how  to  protect  this  national 
treasure  from  chemical  and  toxic  pollutants. 
The  same  technic|ues  are  also  being  applied  to 
safeguard  other  precious  national  resources. 

It  takes  a  lot  oi  teamwork  to  keep  the 
environment  clean.  Martm  Marietta  is  proud  to 
help  by  processing  vital  information  for  the 
EPA  using  the  most  sophisticated  computing 
resources  available.  Together,  we  all  can  help 
keep  America  beautiful. 

And  that's  a  story  "Mosam"  loves  to  tell. 
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We  tested  nearly  a  hundred 
leather  samples  from  around  the  globe 
One  of  them  won  by  a  nose. 


'O  1004  Lijiniti  Division  of  Nissan  Motor  Corporation  U.S.A. 


of  all  the  things  that  have  come  to  define  a 
luxury  car,  one  is  so  familiar  and  so  expected  that 
the  a  verage  buyer,  or  manufacturer  for  that  matter, 
doesn't  seem  to  think  much  ahout  it. 

We  refer,  of  course,  to  the  leather-appointed 
interior.  A/7  aspect  of  the  Infiniti  J30  that  our  design- 
ers have  thought  a  great  deal  ahout,  in  fact. 

For  example,  they  did  extensive  testing  on  scores 
of  samples  in  an  effort  to  determine  the  ideal  leather 
for  the  J30.  And  it  wasn  t  even  the  part  you  see  or 
sit  on.  (Tliat  required  an  additional  battery  of  tests.) 
It  was  the  part  you  smell  The  aroma  that  greets  you 
the  first  time  you  open  the  door,  and  that  stays  with 
you  for  years  down  the  road. 

Now,  if  we  spent  that  much  time  and  effort  to 
appeal  to  only  one  of  your  senses,  imagine  how  much 
went  into  appealing  to  the  other  four. 

No  need  to  imagine,  actually.  You  can  just  give 
us  a  call  at  1-800-341-4560  to  learn  more.  Or, 
even  better,  you  can  arrange  for  a  Guest  Drive  at 
your  Infiniti  showroom. 

And  experience  firsthand  the  advantages  all 
those  years  of  hard  work  have  earned  for  you.  Lrcluding 
the  sweet  smell  of  success. 

It's  everything  that's  possihiei. 
INFINITI® 
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TALK  SHOW 

Sir,  you're  worse  than  the  State  Department... 

-Representative  Christopher  Shays  (R-Conn.)  to  Federal  Resen 
Chairman  Alan  Greenspan,  who  was  trying  to  explain  his  evasr 

style  to  Congress 
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NEW  WORLD  ORDER 

RON  BROWN'S 

CHINESE  TREASURE  HUNT 


Forget  the  slow  boat  to  Chi- 
na. The  hottest  ticket  to 
the  Far  East  these  days  is 
aboard  Commerce  Secretary 
Ron  Brown's  airborne  Orient 
Express.  Ti'avehng  on  one  of 
President  CHnton's  personal 
Air  Force  jets.  Brown  plans 
to  depart  Aug.  26  for  a  week- 
long  "commercial  diplomacy" 
mission  to  Beijing,  Shanghai, 
Guangzhou,  and  Hong  Kong. 
CEOs  of  U.  S.  telecom,  infra- 
structure, and  transportation 
companies— many  competing 


for  contracts 
that  need  Chi- 
nese govern- 
ment approv- 
al—are clam- 
oring for  one 
of  the  25  avail- 
able seats. 
"It's  the  hot- 
test trip  we've 
had,"  says  a 
Commerce  Dept.  official. 
"Everybody  wants  to  go." 

The  manifest  is  a  virtual 
who's  who  of  the  deal  hun- 
gry: George  Fisher  of  Kodak, 
Chrysler's  Bob  Eaton,  Fred 
Smith  of  Federal  Express, 
TRW's  Joe  Gorman,  Bernard 
Schwartz  of  Loral,  and  Salo- 
mon Brothers'  Robert  Den- 
ham  have  nabbed  seats. 

Why?  A  similar  Brown-led 
mission  to  Latin  America 
helped  seal  Raytheon's  $L4 
billion  deal  with  Brazil  for  an 
eco-surveillance  system  for 
the  Amazon.  The  stakes  this 
time:  contracts  worth  more 
than  $6  billion  for  U.  S.  com- 
panies.      Douglas  Harbrecht 


EXTRA,  EXTRA:  MORE 
PORK  FOR  NEWSPAPERS 


A welfare  bill  for  New 
York  newspapers?  It 
may  sound  like  a  bad  joke, 
but  the  up-to-$140  million  in 
legal-notice  pork  that  could 
come  from  a  new  business  in- 
corporation law  recently 
signed  by  New  York  Govern- 
or Mario  Cuomo  should  keep 


////,  this  election  year 


the  state's  newspapers  well 
fed.  And  that  coukl  be  impor- 
tant in  an  election  year  when 
Cuomo,  facing  stiff  Republi- 
can opposition,  needs  all  the 
media  friends  he  can  get. 


Spurred  by  The  New 
Law  .Journal  and  other  ! 
newspapers,  the  law  reqi 
newly  established  limite 
ability  companies— v/hici 
ceive  the  preferential 
treatment  of  partners 
while  limiting  owners'  I 
ity,  much  like  corporation 
publish  legal  notices  in 
local  New  York  papers  fo 
weeks.  That  can  total  a 
$2,000  per  LLC  in  pricey 
York  City,  for  examiple. 
since  the  Cuomo  c 
and  local  account 
groups  expect  4C 
to  70,000  LLCS  t 
formed  statewide  ^ 
in  five  years, 
York  newspapers  c 
be  in  for  a  windfa 
Cuomo's  staff  ar 
such  extensive  n( 
is  needed  to  ini 
the  public  about 
identities  of  per 
who  form  companies 
many  New  York  lawyers 
accountants  contend  that 
rarely  read  notices  are  o 
tie  benefit— except  to 
papers.  Jeffrey  Gk 


D.C.  DENIZENS 


FOR  LEON  PANEHA,  A  MINIATURE  BUDGET  CRISIS 


Can  it  be  that  Leon  Panet- 
ta,  the  former  director  of 
the  White  House  Office  of 
Management  &  Budget,  has 
more  trouble  managing  his 
own  debts  than 
the  nation's?  Pa- 
netta,  recently 
named  as  Presi- 
rlent  Clinton's 
Chief  of  Staff, 
was  dining  with 
his  wife,  Sylvia, 
in  early  August 
at  the  popular 
Old  Ebl:.itt  Grill 
near  the  White 
House.  But  min- 
utes after  the  ex-OMB  direc- 
tor plunked  down  a  credit 
card  to  pay  for  the  meal,  an 
embarrassed  waiter  returned 
to  whisper  the  bad  news:  The 
card  had  been  rejected.  Pa- 
netta  produced  another  card 
that  went  through. 


Panetta  spokesman  Barry 
Toiv  says  the  staff  chiefs  wife 
was  told  by  the  card  company 
that  the  couple's  credit  was 
fine;  the  restaurant's  credit- 


verification  machine  was  at 
fault.  "It  was  a  screw-up,"  in- 
sists Toiv,  who  will  not  identi- 
fy the  credit  firm. 

At  least  Panetta  isn't  alone. 
Robert  Rubin,  director  of  the 
White  House  National  Eco- 
nomic Council,  had  a  similar 


plastic  mishap  last  winter. 
American  Express  Gold  ( 
was  rejected  when  he  pi 
up  the  check  for  a  dii 
with  other  members  of 
economic  team.  Rubin,  a 
timillionaire,  paid  with 
MasterCard.    Oweyi  Ullrt 


A  I.  I  I"  Y 

BILL  CLINTON  BOASTS  frequently  about 
all  the  good  economic  news  that  has  surfaced 
since  he  took  office— especially  glimmers 
of  hope  in  the  high-wage  manufactur- 
ing sector.  And  in  a  particularly  up- 

IN  RBALITY,  Bureau  of  Labor 
Statistics  data  indicate  that  the  num- 
ber of  manufacturing  jobs  has  con- 
tinued to  shrink,  from  1  8,094,000  in 
January,  1993,  when  Clinton  became 
President,  to  18,038,000  in  June,  1994, 
the  latest  month  available-a  drop  of  56,000 
jobs.  It  seems  that  Clinton  was  using  a  prelimi- 
nary estimate  for  January,  1993,  that  was  too 


(. 


1 


beat  White  House  speech  on  Aug.  2,  he  no' 
that  while  1.4  million  manufacturing  jobs  wi 
ost  during  the  Bush  years,  "Now  we  he 
104,000  more  than  we  had  on 
day  I  was  inaugurated." 


ow  and  would  indeed  indicate 
uptick.  Although  those  numbers  w 
revised  months  ago,  the  Presid 
continued  to  trumpet  the  old  statis 
"Check  your  in-box,  Mr.  Presidei 
hides  Republican  National  Commit 
Chairman  hJaley  Barbour.  Still,  the  Clinton  los 
peanuts  compared  with  the  3.2  million  manul 
turing  jobs  lost  since  1979.  Richard  S.  Dunh 
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Smart  So(utms 

NUMBER    1  1  -  PRIORITY  MAIL 


HoUY>(»00,«/ 


erson  wants  to  get  15 
screenplays  to  L.A. 


Goes  to 
Post  Office. 


Package  gets 
noticed. 


Doesn't  want  to  pay 
overnight  prices. 


Finds  out  Priority  Mail™ 
is  a  very  smart  solution. 


Person  sells 
screenplay. 


Doesn't  want  to 
worry  either. 


\  S  / 


Doesn't  cost 
nnuch. 


Starts  wearing  designer  suits 
and  putting  gel  in  his  hair. 


For  a  Priority  Mail  starter  kit,  call  1-800-THE-USPS,  ext.  967, 


—  We  Delivery^ForYoa 

UNITED  STATES 
POSTAL  SERVICE  . 


PRODUCT  PEEK 

FROM  RUSSIA 
WITH  BLESSINGS 


Does  blessed  water  really 
taste  better?  Yes,  ac- 
cording to  the  Russian  Or- 
thodox Church.  In  its  first 
private  business  deal  since 
the  Bolshevik  Revolution,  the 


WATER  FEAST:  Rtitisian  Orlliudo.r  ceremuny 


church  is  marketing  Saint 
Springs,  a  new  bottled  min- 
eral water  that  costs  about 
$1  tor  a  1.5-liter  bottle.  The 
water  project  is  a  joint  ven- 
ture among  U.  S.  businessman 
John  King,  Russian  bottler 
Rodniki,  and  the  diocese  of 


Kostroma,  where  the  spring 
is  located. 

The  water  is  clear,  sweet- 
tasting,  and  metal  fi'ee— which 
alone  would  make  it  notewor- 
thy in  Russia.  But  the  big 
selling  point  is  a  blessing  its 
spring  and  bottling  plant  have 
received  fi'om  Russian  Patri- 
arch Alexei  II.  (The  water, 
however,  is  not  used  in  litur- 
gy.) Besides  spiritual  benefits, 
the  church  enjoys  certain 
business  advantages:  It  can 
get  government  ap- 
provals faster  and 
isn't  hounded  by 
Russia's  pervasive 
organized  crime. 
While  the  church 
will  not  participate 
in  the  marketing  of 
the  product,  it  will 
get  a  cut  of  the 
profits  to  use  for 
charitable  works. 

Saint  Springs  is  a 
big  seller  among 
foreigners  and  hip,  newly  rich 
Russians.  And  King  hopes 
eventually  to  sell  the  water 
to  Russian  communities  in 
America.  Says  King,  who  re- 
tired from  the  plastics  indus- 
try: "We  aim  to  be  the  Evian 
of  Russia."     Juliette  Rossunt 


SLUGFESTS 


THESE  BREEDERS  HAVE  A  BONE  TO  PICK 


There's  a  real  dogfight 
l)rewing  among  breeders 
of  Lalirador  retrievers.  And 
it  has  gotten  nasty  enough  to 
land  in  New  York  Federal 
Court.  On  Aug.  16,  breeders 
of  championship  stock  Labs 
will  make  opening  arguments 


LABS:  A  $35,000  QUESTION 


in  a  class  action  against  the 
American  Kennel  Club  and 
the  Labrador  Reti'iever  Clulj. 
Thest  standard-setting  groups 
inaugurated  strict  height  re- 
quirements for  championship 


Labs  on  May  31,  effectively 
disqualifying  dogs  who  fall 
outside  a  height  range  of  be- 
tween 21.5  inches  and  24.5 
inches  at  the  shoulder.  Since  a 
single  chamjiionship  dog  can 
be  worth  up  to  $35,0(X),  claims 
plaintiff's  attorney  Richard 
Gross,  that  could  cost  breed- 
ers hundreds  of  thousands  of 
dollars. 

Not  so,  howls  the  American 
Kennel  Club.  As  with  39  other 
l)reeds,  there  was  always  a 
stiff  rating  penalty  for  show 
Labs  that  didn't  meet  height 
requirements,  says  AKC  spokes- 
man Wayne  Cavanaugh.  The 
new,  stricter  standards  were 
adopted  because  the  Labrador 
Retriever  Club  felt  breeders 
were  getting  sloppy.  "The  rules 
have  been  there  forever,"  says 
Cavanaugh.  "And  it  wouldn't 
be  a  Lai)  if  it  were  12  inches 
high."  Woof.  □ 


DRAWN  AND  QUARTERED 


MIGRATIONS 


SHOULD  ROUTE  128 
GO  INTO  A  MUSEUM? 


For  12  years, 
Boston's  Com- 
puter Museum 
has  been  a  testa- 
ment to  the 
prowess  of  such 
Route  128  pio- 
neers as  Digital 
Equipment  and 
Wang  Labs.  So 
it  was  only  fit- 
ting that  in 
1990,  its  signa- 
ture exhibit— the 
50-f  oot-high 
Walk-Through  Computer— was 
funded  largely  by  such  East 
Coast  institutions  as  DEC  and 
Lotus  founder  Mitch  Kapor's 
family  foundation. 


KEY  PLAYERS:  Logging  in 


But  a  recent  fund-r; 
drive  shows  how  much  t 
dustry  has  changed  since 
England's  heyday.  Most 
ing  for 
$850,000  u] 
of  the 
Through  ex 
to  be  comf 
in  1995  with 
gizmos  as  a 
tium  chip, 
work  board 

CD-ROM 

will  come 
Californian; 
rus  Logic, 
Quantum, 
3Com.  In 
the  only  Ea 
supporter   so   far  is 
wood  (Mass.)-based  Pb 
Technologies— which  is  m 
to  Santa  Clara,  Calif, 
Jan.  1.         Gary  McWil 


ml 


THE  BIG  PICTURE 


ATTENTION  SHOPPERS! 

Since  pulling  ahead  of  traditional 
department  stores  in  1 990,  discount 
retailers  have  widened  their  lead. 
Today,  their  sales  amount  to  about 
40%  more. 


130- 


70 
'? 
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▲BILLIONS  OF  DOLURS 


TRADITIONAL  DEPARTMENT  STORES 
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DATA:  COMti 


FOOTNOTiS 


Biggest  markets  for  U.  S.-made  Fi-ench  flies,  1993:  Japan,  $87  iriillion;  Korea,  $10  million;  Canada,$6  million 
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Tm  going  to  the  bathroom 
more  than  ever. 
I  wonder  what's  wrong 
with  me." 


Your  urinary  symptoms  may  be  caused  by  a  condition  called  benign  prostate 
enlargement  or  BPH.  BPH  is  not  cancer  and  does  not  lead  to  cancer,  although 
the  two  conditions  can  exist  at  the  same  time.  Remember,  only  a  doctor  can 


this  you? 

evaluate  your  symptoms  and  their 

Yes 

No 

possible  causes. 

)  you  get  up  more  than  once  or  twice  a  night  to  urinate? 

□ 

□ 

Today,  symptomatic  BPH  can 

)  you  often  have  sudden,  uncontrollable  urges  to  urinate? 

□ 

□ 

be  treated  by  your  doctor  in 

)  you  have  a  hesitant  or  slow  urine  stream? 

□ 

□ 

several  ways.  The  options  are 

)  you  have  a  frequent  need  to  urinate? 

n 

□ 

monitoring  the  condition  with 

)'ou  answered  yes  to  even  one  question,  tell  your  doctor. 

regular  checkups,  surgeiy  or  oral 
medicines.  One  oral  medicine  is 

PROSCAR,  the  only  prescription  medicine  for  the  treatment  of  symptomatic 
BPH  that  can  shrink  the  prostate. 

PROSCAR  works  by  blocking  a  hormone  that  can 
cause  the  prostate  to  enlarge.  But  it  is  important  to 
know:  PROSCAR  doesn't  work  for  everyone. 
Although  the  prostate  may  shrink,  there  may  not  be 
an  impjvvement  in  urinary  symptoms.  However,  in 
clinical  studies  with  PROSCAR,  some  men  have  seen 
an  improvement  in  their  urinary  .symptoms  after  2 
weeks.  Others  have  found  that  PROSCAR  took  up  to  several  months  to  help 
them.  Because  all  men  are  different,  you  and  your  doctor  will  need  to  deter- 
mine how  PROSCAR  is  working  for  you. 

If  you  have  any  urinary  symptoms,  see  your  family  doctor  or  a  urologist  soon, 
and  ask  about  PROSCAR.  For  free  information  to  help  you  discuss  your 
symptoms  with  your  doctor,  call  1-800-261-5563. 

For  the  treatment  of  symptomatic  BPH 


The  prostate  surrounds 
part  of  the  urethra, 
the  tube  that  carries 
urine  from  the  bladder. 
As  the  prostate  enlarges, 
it  can  squeeze  the 
urethra  and  cause 
urinary  problems. 


194,  Merck  &  Co..  Inc. 
ighk  reserved. 
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[FINASTERIDE) 

The  only  medicine  tliat  can  slirinl(  tlie  prostate. 

Please  see  patient  information  on  ttie  next  page. 


J4PO44(302)-MKP4031-5563 


PATIENT  INFORMATION  ABOUT 

PROSCAR-  (Piahs-car) 

Generic  name:  finasteride  (fin-AS-tur-eyed) 

PROSCAR  is  for  the  treatment  of 
symptomatic  benign  prostatic  hypei-plasia 
and  for  use  by  men  only. 

Your  doctor  may  prescribe  PROSCAR  if  you 
have  a  medical  condition  called  benign  prostatic 
hyperplasia  or  BPH.  This  occurs  only  in  men. 

Please  read  this  information,  as  well  as  the  leaflet 
which  accompanies  your  medication,  before  you 
start  taking  PROSCAR.  Also,  read  the  leaflet 
each  time  you  renew  your  prescription,  just  in 
case  anything  has  changed.  Remember,  this 
leaflet  does  not  take  the  place  of  careful  discus- 
sions with  yoiu'  doctor.  You  and  your  doctor- 
should  discuss  PROSC'AR  when  you  start  taking 
your  medication  and  at  I'egular  checkups. 

What  is  BPH? 

BPH  is  an  enlargement  of  the  pr'ostate  gland. 
After  age  50,  most  men  develop  enlarged 
prostates.  The  prostate  is  located  below  the 
bladder.  As  the  prostate  enlarges,  it  may  slowly 
restrict  the  flow  of  urine.  This  can  lead  to 
symptoms  such  as: 

•  a  weak  or  interrupted  urinary  stream 

•  a  feeling  that  you  cannot  empty  yoiu'  bladder 
completely 

•  a  feeling  of  delay  or  hesitation  when  you  start 
to  urinate 

•  a  need  to  urinate  often,  especially  at  night 

•  a  feeling  that  you  must  urinate  right  away. 

Treatment  options  for  BPH 

There  are  three  main  treatment  options  for  BPH: 

•  Program  of  monitoring  or  "Watchful 
Waiting".  If  a  man  has  an  enlar'ged  prostate 
gland  and  no  symptoms  or  if  his  symptoms  do 
not  bother  him,  he  and  his  doctor  rrray  decide 
on  a  pr  ogr'am  of  monrtoring  which  would 
include  r-egirlar  checkups,  instead  of  medica- 
tion or  sur^ger^y. 

•  Medication.  Your  doctor'  may  pr'escr'ibe 
PROSCAR  for  BPH.  See  "What  PROSCAR 
does"  below. 

•  Surgery.  .Some  patients  may  need  surgery. 
Your-  doctor  can  describe  several  different  sur- 
gical procedures  for  BPH.  Wliich  procedur-e  is 
best  depends  on  yoirr  symptoms  and  medical 
condition. 

What  PROSCAR  does 

PROSt'AK  lower  s  levels  of  a  key  hormone  called 
DHT  (dihydr'otestoster'onel,  which  is  a  major 
cairse  of  prostate  gi'owth.  Lowering  DHT  leads 
to  shrinkage  of  the  enlarged  prostate  gland  in 
mo.st  men.  This  can  lead  to  gi'adual  impr-ove- 
ment  in  urine  flow  and  symptoms  over  the  next 
sever'al  months.  However,  since  each  case  of 
BPH  is  different,  you  should  know  that: 

•  Even  though  the  prostate  shrinks,  you  may 
NOT  see  an  impr'ovement  in  urine  flow  or 
symptoms. 

•  You  may  need  to  take  PROSCAR  for  six  (6) 
months  or  mor'e  to  .see  whether  it  helps  you. 

•  Even  though  you  take  PROSCAR  and  it  may 
help  you,  it  is  not  known  whether  PROSCAR 
r'educcs  the  need  for-  .surgery. 

What  vou  need  to  know  while  taking 
PROSCAR 

•  You  must  see  your  doctor  regularly. 

Wliile  taking  PROSt'AR,  yon  must  have  i-egir- 
lar  checkups,  p'ollow  youi'  doctor's  advice 
about  when  to  have  these  checkups. 

•  About  side  effects.  Like  all  pr-escr-iption 
drugs,  PROSCAR  may  cause  side  effects.  Side 
effects  due  to  PROSCAR  may  include  impo- 
tence (or-  inability  to  have  an  er-ectior-r)  and  less 
desire  for  sex.  Each  of  these  side  effects 
occur-red  iii  less  than  4'/r  of  patients  in  clinical 
studies.  In  some  cases  side  effects  went  away 
while  the  patient  continued  to  take  PROSCAR. 

Some  men  taking  PROSCAR  may  have  a 
deci'ease  in  the  amount  of  semen  released  dur- 


irig  sex.  This  decr-ease  does  not  appear  to 
interfere  with  normal  sexual  function.  Rar-ely, 
some  men  have  reported  breast  swelling 
and/or  tenderness  or 'allergic  reactions  such  as 
lip  swelling  and  rash. 

You  should  discuss  side  effects  with  your  doctor 
before  taking  PROSCAR'  (Finasteride)  and  any- 
time you  think  you  ai-e  ha-ving  a  side  effect. 

•  Checking  for  prostate  cancer.  Your  doctor 
has  pr  escribed  PROSCAR  for  symptomatic 
BPH  and  not  for  cancer — but  a  man  can  have 
BPH  and  prostate  cancer  at  the  same  time. 
Doctors  usually  r-ecommend  that  men  be 
checked  for  prostate  cancer  once  a  year  when 
they  turn  50  (or  40  if  a  family  member  has  had 
prostate  cancer).  These  checks  should  contin- 
ue while  you  take  PROSCAR.  PROSCAR  is 
not  a  treatment  for  prostate  cancer. 

•  About  prostate  specific  antigen  (PSA). 

Your-  doctor  may  have  done  a  blood  test  called 
PSA.  PROSCAR  can  alter  PSA  values.  For 
more  information,  talk  to  your  doctor. 

•  A  warning  about  PROSCAR  and 
pregnancy. 

PROSCAR  rs  for  use  by  MEN  only. 

PROSCAR  is  gener-ally  well  toler'ated  in  men. 
However,  women  who  are  pregr-rar-rt,  or  women 
who  could  become  pr-egnant,  should  avoid  the 
active  ingr-edient  in  PROSCAR. 

If  the  active  ingi-edient  is  absorbed  by  a 
worrran  who  is  pregnant  with  a  rrrale  baby,  it 
may  cause  the  male  baby  to  be  born  with 
abnormalities  of  the  sex  organs.  Ther-efor-e, 
any  woman  who  is  pr'egnant  or  who  could 
become  pregiiant  must  not  come  ir-rto  direct 
contact  with  the  active  ir-rgi-edient  ir-r 
PROSCAR. 

Two  of  the  ways  in  which  a  woman  might 
absorb  the  active  ingr-edient  in  PROSCAR  ar-e: 

Sexual  contact.  Your  semen  may  coi-rtam 
a  small  amount  of  the  active  ingredient 
of  the  drirg.  If  your  partner  is  pregi-rant,  or 
if  you  and  your  pai'tner  decide  to  have 
a  baby,  you  riurst  stop  taking  PROSCAR  and 
talk  to  your  doctor-.  If  your  par-t  ner  could 
become  pr-egnant,  pi-oper  use  of  a  condom  car-r 
reduce  the  risk  of  exposing  her  to  your  semen 
(discuss  this  further  with  your  doctor). 

Handling  broken  tablets.  Women  who 

are  pregriant  or  who  could  become  pregnant 

must  not  handle  broken  tablets  of  PROSCAR. 

PROSCAR  tablets  are  coated  to  prevent  con- 
tact with  the  active  ingredient  during  normal 
handling.  If  this  coating  is  br'oken,  the  tablets 
should  riot  be  handled  by  women  who  ar-e 
pr-egnant  or  who  could  become  pr-egnant. 

If  a  woman  who  is  pr-egnant  comes  into  contact 
with  the  active  ingi-edient  in  PROSCAR,  a  doc- 
tor should  be  consulted.  Remember,  these 
wai  iiings  apply  only  if  the  woman  exposed  to 
l'K(  )S('AR  is  pr-egnant  or  could  become  pr-egnant. 

How  to  take  PROSCAR 

Follow  your  doctor's  advice  about  how  to  take 
PR(  )SCAR.  Yoir  must  take  it  eveiy  day.  You 
may  take  it  with  or  between  meals.  To  avoid 
forgetting  to  take  PROSCAR,  it  may  be  helpful 
to  take  it  the  same  time  ever-y  day. 

Do  not  shar'e  PROSCAR  with  anyone  else;  it 
was  prescribed  only  for-  you. 

Keep  PRfJSCAR  and  all  medicines  out  of  the 
r-each  of  chrldr-en. 

FOR  MORE  INFORMATION  ABOUT 
'PROSCAR'  AND  BPH.  TALK  WITH  YOUR 
DOCTOR.  IN  ADDITION,  TALK  TO  YOUR 
PHARMACIST  OR  OTHER  HEALTH  CARE 
PROVIDER. 


^  MERCK 

'fj  1994,  Merck  &  t:o.,  Im 
West  Point,  PA  19486 
.J4PO44(302)-MKP4031 
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%  VALUES: 

tIZEDOES  NOT  FITAU  

tjarding  "Managing  by  values"  (Cov- 
r  Story,  Aug.  1),  the  substance  of 
ging  is  making  decisions,  and  val- 
re  what  drive  our  preferences  for 
ling  over  another.  Hence,  by  defini- 
everyone  "manages  by  values." 
lat  makes  Bob  Haas  &  Co.  unique 
he  specific  values  they  choose  to 
asize.  They  have  decided  to  run 
,  by  values  other  than,  for  example, 
/idely  held— even  sacrosanct— val- 
increasing  stockholder  value  above 
se.  Instead,  Levi's  has  decided  to 
a  broader  perspective  and  include 
ikeholders  when  considering  how  to 
ise  value.  Thus  the  bottom  line  has 
;  as  well  as  a  dollar  sign  on  it. 
lile  I  can  see  possible  reasons  for 
5  struggles,  I  also  see  a  laudable  vi- 
ind  courage  worthy  of  emulation. 

Darrell  D.  Harmon 
Orem,  Utah 

iw  very  little  about  Levi  Strauss  & 
and  less  about  Bob  Haas,  but  he  is 
\  commended  for  his  recognition 
low  you  behave  is  the  truest  reflec- 
)f  what  you  believe.  Anyone  with 
jh  fortitude  to  be  "flaky"  like  Mr. 
is  already  further  down  the  path 
ireholder  value  than  his  detractors 
ir  to  understand. 

Brett  A.  White 
Hartford  City,  Ind. 

y  hat's  off  to  Bob  Haas.  His  ac- 
Itions  echo  the  words  of  Peter 
<er:  "Management  has  no  power— 
gement  has  only  responsibility."  In 
iew,  "responsibility"  has  no  meaning 
s  it  is  guided  by  personal  values. 
Id  stock  in  Haas's  company  become 
able  on  the  open  market,  I'd  be 
/  to  buy  some. 

Hans  M.  Eckardt 
Newport  Beach,  Calif. 

i  Strauss  &  Co,  deserves  credit  for 
tempting  to  meld  the  social  respon- 
y  of  business  with  the  corporate  re- 
;ibUity.  Haas  states  ". . .  it's  a  matter 
idership,"  which,  the  authors  add. 


will  attract  attention  and  invite  criti- 
cism. Having  recently  visited  one  of 
Levi's  facilities  in  Central  America,  I 
witnessed  [that]  conflict. 

Under  the  terms  for  working  hours, 
their  corporate  brochure  states:  "While 
we  favor  partners  who  utilize  less  than 
60-hour  workweeks,  we  will  not  use  con- 
tractors who,  on  a  regularly  scheduled 
basis,  require  in  excess  of  a  60-hour 
week.  Employees  should  be  allowed  one 
day  off  in  seven  days." 

Haas  deserves  credit  for  attempting 
the  difficult  task  of  bringing  social  re- 
sponsibility to  business,  especially  global 
business.  Is  there  an  equal  responsibility 
to  contribute  to  the  stability  of  the  com- 
munity? Does  enforcing  child  labor  laws 
really  benefit  the  local  society  when  the 
company  leaves  in  three  years? 

I  cannot  really  blame  Levi's  for  their 
decisions,  after  all,  everyone's  doing 
it . . .  just  as  Levi's  moved  the  manufac- 
ture of  Dockers  offshore  to  compete  on 
price  in  the  domestic  market  because 
that's  what  the  competition  did.  Leader- 
ship is  tough  work.  And  it  creates  many 
conflicts  along  the  way  toward  change 
and  betterment.  Maybe  corporate  val- 
ues haven't  changed  much,  they're  just 
marketed  better. 

Frank  Beurskens 
Bloomington,  111. 

■ trust  that  the  slowdown  in  earnings 
and  revenues  for  Levi  Strauss  is  due 
to  a  boycott  by  those  like  me  who  re- 
sent the  heavyhanded  imposition  of  the 
personal  nonvalues  of  Bob  Haas  on  or- 
ganizations such  as  the  Boy  Scouts  of 
America.  Through  pressure  on  the  Unit- 
ed Way  of  San  Francisco,  he  managed  to 
essentially  cut  off  the  Scouts  served  by 
it  from  contributions  through  that  agen- 
cy. Of  course,  his  nonvalue  exercise 
backfired  and  the  Boy  Scouts  collected 
increased  contributions  from  thousands 
of  individuals  and  business  people. 

William  L.  Knecht 
Sandy,  Utah 

Editor's  note:  Levi's  no  longer  funds  the 
Boy  Scouts  because  it  says  the  organiza- 
tion discriminates  on  the  basis  of  sexual 
orientation  and  religion.  But  the  company 
says  the  boycott  has  not  affected  sales. 
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THE  CLEANUP  IN  CHICAGO 

IS  MOVING  PiENTY  lAST  

embers  of  the  Chicago  Board  of 
1  Trade  take  exception  to  "Cleaning 
up  Chicago's  pits:  Don't  stop  now"  (Fi- 
nance, Aug.  1).  We  remain  strongly  com- 
mitted to  development  of  an  electronic 
trading  card  for  strengthening  our  open 
outcry  system  of  trading.  Contrary  to 
the  mistaken  impression  given  in  the 
article,  such  electronic  technology  is  not 
required  under  the  guidelines  of  the  Fu- 
tures Trading  Practices  Act  of  1992. 

Our  current  audit  trail  capability  has 
not  been  equaled  or  even  attempted  by 
the  U.  S.  securities  industry  or  by  our 
competition  in  foreign  and  OTC  markets. 
Testing  of  recent  enhancements  to  our 
computerized  trade  reconstruction  sys- 
tem reveals  a  92%  accuracy  rate  in  tim- 
ing of  trades  to  the  nearest  minute.  We 
are  working  to  improve  it  even  further. 

However,  in  our  view,  a  full  and  im- 
mediate deployment  of  the  electronic 
trading  card  presumably  would  produce 
only  a  3%  to  4%  improvement  (assuming 
that  no  audit  trail  ever  will  be  perfect), 
while  generating  a  cost  of  countless  mil- 
lions of  dollars  over  our  current  invest- 
ment of  $12  million  shared  with  the  Chi- 
cago Mercantile  Exchange.  We  believe 
that  marginal  improvements  in  market 
surveillance  should  not  come  at  a  price 
that  potentially  could  render  our  mar- 
kets unable  to  compete. 

We  plan  on  continuing  our  develop- 
ment of  the  electronic  trading  card. 
However,  by  asking  the  Commodity  Fu- 
tures Ti'ading  Commission  to  look  fa- 
vorably on  an  extension  for  the  full, 
across-the-board  implementation  of  a 
card,  we  seek  the  latitude  necessary  to 
exercise  our  business  judgment  in  deter- 
mining the  best  method  of  compliance 
under  the  requirements  of  the  1992  Act. 

Patrick  H.  Arbor,  Chairman 
Thomas  R.  Donovan,  CEO 
Chicago  Board  of  Trade 
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STOCKS  FOR  THE  LONG  RUN:  A  GUIDE  FOR  SELEaiNG  MARKETS  FOR  LONG-TERM  GROWTH 

By  Jeremy  J.  Siegel 
Irwin  •  318pp  •  $25 

THE  BEST  TICKET 

TO  RETIREMENT?  STOCKS 


There's  a  certain  twinge  of  guilt  that 
people  in  their  middle  years  know 
well.  Old  enough  to  have  savings 
but  not  ready  to  retire,  they've  been 
told  over  and  over  that  the  best  way  to 
ensure  a  prosperous  old  age  is  to  in- 
vest most  of  their  money  in  the  stock 
market.  But  few  follow  this  advice: 
When  it  comes  down  to  it,  the  stock 
market  seems  too  risky,  too  prone  to 
crashes,  just  too  speculative.  That's  why 
many  Americans  put  their  hard-earned 
funds  into  "safer"  but  less  lucrative  fixed- 
income  securities  or  even  money-mar- 
ket fimds. 

If  Jeremy  J.  Siegel's  new  book.  Stocks 
for  the  Long  Run:  A  Guide  to  Selecting 
Markets  for  Long-Term  Growth,  doesn't 
persuade  them  to  move  more  of  their 
nest  egg  into  stocks,  nothing  will.  Siegel, 
a  professor  of  finance  at  the  Wharton 


School  and  academic  director  of  the  Se- 
curities Industry  Institute,  makes  an  ut- 
terly convincing  case  that  the  stock  mar- 
ket not  only  pays  higher  returns  than 
the  bond  market  but  is  also,  contrary  to 
what  most  people  believe,  less  risky 
over  time. 

Stocks  for  the  Long  Run  is  an  uneven 
mixture  of  sober  economic  analysis,  ho- 
sanna  to  the  stock  market,  and  prosaic 
introductory  investment  guide.  What 
makes  it  stand  out  is  Siegel's  analysis  of 
the  long-range  pluses  and  minuses  of  in- 
vesting in  stocks,  a  subject  on  which  he 
is  one  of  the  world's  leading  experts. 
Siegel's  position  is  especially  credible 
because  of  his  historical  perspective. 
While  most  such  analyses  date  from  the 
1920s,  Siegel  has  compiled  data  going 
back  to  the  early  1800s. 

His  basic  argument:  Even  though  the 


stock  market  is  more  volatile  than 
bond  market  year  by  year,  over  ev 
30-year  period  since  1871,  stocks  h 
done  better  than  bonds.  Based  on  j 
perfor-mance,  a  40-year-old  who's  socli^  'l 
money  away  for  retirement  can  exjl  * 
higher  returns  from  the  stock  mail 
or  from  a  stock-index  fund  that  r^\-'^^\ 
cates  the  behavior  of  the  larger  n^  ,^'; 
ket.  Even  over  any  10-year  period,  l|t  * 
gel  reports,  stocks  have  outperfori||  '°- 
bonds  82%  of  the  time.  M_ 

Siegel  hammers  home  the  pointt"'^ 
observing  that,  adjusted  for  inflatjj^"" 
stocks  have  never  lost  money  over-® 
period  of  20  years  or  more.  By  contrife'*™ 
there  have  iieen  several  long  strelt' 
es-most  recently  from  1961  to  M*-  * 
when  an  investment  in  Treasury  bol^'''' 
was  a  losing  proposition. 

Stocks  also  have  higher  payo* 
Writes  Siegel:  "Over  the  last  centii^  ^ 
accimiulations  in  stocks  have  always  ^ 
performed  other  financial  assets  for  ie* 
patient  investor."  Assuming  that  d  ^" 
dends  and  capital  gains  were  reinvest" 
an  investment  in  the  stock  market 
tween  1966  and  1992  averaged  a  4, 
annual  return  after  inflation.  A  sim: 
investment  in  long-term  governmifs 
bonds  yielded  a  mere  1.6%.  Taking  ta 


Hor 


Best  Way  To  Mix  Business  With  Pleasure. 


GQLS 


0  lB3H5t'?6 


Best  Western. 


1994  Best  Western  International,  Inc 


There's  no  reason  to  keep  the  two  apart  any  longer.  Gold  Crown  Club  International  points 
are  now  worth  more  than  ever  before.  Best  Western  stays,  American  Airlines  tickets,  Avis  car  rentals. 
Carnival  Cruises  and  U  S.  Savings  Bonds  are  just  the  beginning.  To  show  you  we  mean  business,  we've  invested 
more  than  a  billion  dollars  in  the  past  few  years  to  upgrade  our  properties,  guaranteeing  you  the  quality  you've 
come  to  expect  from  Best  Western.  Just  call  1-800-USE-GOLD  to  join.  Your  membership  is  good  at  over  3,000 
Best  Western  locations  around  the  world.  You  take  care  of  business  now,  and  we'll  take  care  of  the  fun  later 

Call  1-800-528-1234  Or  Your  TttAVEL  Agent  For  Reservations.  Your  Best  Bet  Is  A  Best  WESTERr' 
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account  makes  the 
ast  even  more  strik- 
Siegel  calculates  that 
nvestment  in  the 
market  would  have 
;d  1.8%  annually, 
J  an  investment  in 
5  would  have  actually 
L7%  each  year, 
ven  such  calamitous 
;s  as  the  Great  1929 
i  Crash  did  not  ne- 
the  superiority  of 
;s  as  long-term  in- 
lents,"  writes  Siegel. 
xj,  he  opens  his  book 
a  fascinating  anec- 
showing  how  an  in- 
ir  who  had  the  stom- 
X)  hold  on  to  stocks 
igh  the  Great  Crash  would  have 
i  up  doing  much  better  than  some- 
ivho  invested  only  in  bonds.  And 
long-term  chart  of  stock-market 
)S,  Siegel  show-^  us,  the  crash  of 
was  nothing  but  a  blip,  erased 
n  two  years. 

hat  about  a  worker  who  doesn't 
20  or  30  years  before  retirement? 
last  chapter  of  Stocks  for  the  Long 
contains  an  extremely  useful  table 
ing  the  optimal  amount  of  stock  to 
for  different  periods  of  investment 


iegel  says  that 
stocks  not  only  deliver 
higher  payoffs  than 
bonds  but  are  less 
risky  over  time 


and  different  levels  of  risk  tolerance. 
For  example,  Siegel  calculates  that  con- 
servative investors  with  a  10-year  time 
fi'ame  should  hold  62%  of  their  portfolios 
in  stocks. 

Sometimes,  Siegel's  true-believer  tone 
weakens  the  impact  of  his  analysis.  "The 
surprising  constancy  of  the  historical 
real  return  on  eciuity  cannot  be  denied," 
he  writes  at  one  point.  "It  may  reflect 
economic  forces  far  beyond  our  usual 
concepts  of  capital  and  investment."  This 
faith  in  the  redemptive  powers  of  stocks 


leads  him  to  underesti- 
mate some  problems.  For 
example,  his  focus  on  pa- 
tient investors  ignores  the 
dilemma  of  those  who 
may  have  to  sell  holdings 
to  meet  immediate  finan- 
cial needs.  And  he  per- 
haps underplays  the  pos- 
sibility that  history  may 
not  repeat  itself. 

Moreover,  much  of  the 
second  half  of  the  book, 
an  introductory  guide  to 
short-term  investment,  is 
a  failure.  Siegel's  expla- 
nations of  the  futures 
markets  and  the  impact 
of  economic  events  on 
stocks  are  stiff  and  pedes- 
trian. Anyone  who  wants  to  learn  how 
to  pick  individual  stocks  and  move  mon- 
ey between  markets  in  the  short  run 
should  look  elsewhere. 

Anyone  saving  for  retirement,  howev- 
er—and these  days  that  should  be  al- 
most everyone— can  learn  from  Stocks 
for  the  Long  Run.  Flawed  but  ultimately 
persuasive,  the  book  belongs  on  every 
investor's  shelf. 

BY  MICHAEL  J.  MANDEL 
Economics  Editor  Mandel  promises  to 
invest  more  in  the  stock  market. 


Essential  Reading  for  Market  Wizards 


OFITING  FROM  CHAOS 

ing  Chaos  Theory  for  Market  Timing, 

Dck  Selection,  and  Option  Valuation 

nis  Vasa 

w  to  use  chaos  theory— the  discipline  Busi)wss  Weeks^ys  will 
vitalize  the  money-management  industiy"— to  master  the  financial 
rkets.  McGraw-Hill 

IE  ALCHEMY  OF  FINANCE 
::ading  the  Mind  of  the  Market 

Jorge  Soros 

questionably  the  "superstar  among  money  managers"  (New  York 
nesj,  George  Soros  reveals  the  inv  estment  strategies  that  made  him 
:  biggest  earner  on  Wall  Street.  John  Wiley  &  Sons,  Inc, 

ADER  VIC  II 

inciples  of  Professional  Speculation 

ctor  Sperandeo 

•ills  advanced  follow-up  book  to  his  wildly  successful  Trader  Vic: 
''hi'ils  of  a  Master,  Sperandeo  offers  the  complete  trading  master 
for  serious  investors.  John  Wiley  &  Sons.  Inc. 

:miniscences  of  a  stock  operator 

iwin  Lefevre 

e  latest  edition  of  the  book  that's  been  a  consistant  bestseller  for 
er  70  years.  "One  of  the  most  highly  regarded  financial  books  ever 
itten"  —lack  D.  Schwager.  John  Wiley  &  Sons.  hic. 


|>K()I  Alcill 

(  !l  VO^ 


GEORGE  r'^c\4lnr 

SOROS    f  ^JSpSl 


All  the  best  books  from  all  the  best  publishers 


Clip  or  copy  this  coupon  and  fax  or  mail  to:  BW894 
McGraw-Hill  Bookstore,  1221  Avenue  of  the  Americas,  New  York,  NY  10020,  Order  by 
phone  in  NY  at  212-512-4100;  outside  NY  call  toll  free  (800)  352-3566;  or  fax  this  coupon 
to  us  at  21 2-51 2-41 05  Fax  or  phone  orders  delivered  within  70  days' 

□  Yes!  Please  rush  me: 

 PROFITING  FROM  CHAOS,  248  pp  ,  0-07-066786-1,  $39,95 

 THE  ALCHEMY  OF  FINANCE,  367  pp  ,  0-471-04206-4,  $19  95 

 TRADER  VIC  II,  275  pp  ,  0-471  -53577-X,  $37  50 

 REMINISCENCES  OF  A  STOCK  OPERATOR,  299  pp.,  0-471-05970-6,  $16  95 

□  Check  or  money  order  please  add  applicable  fales  tax,  plus  $3.50  for  U  S  postase 
and  handlins 

Credit  cards  accepted:  □  Visa    QamEX   □  MasterCard  □Discover 
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Zip_ 
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EDITED  BY  EDWARD  C.  BAIG 


SO  YOU  HATE  RATING 
YOUR  WORKERS? 


Ask  most  bosses  to 
compile  a  list  of  what 
they  like  least  about 
their  jobs,  and  writing  per- 
formance reviews  surely 
ranks  up  there  with  handing 
out  pink  slips  and  filing  ex- 
pense reports.  Yet  good  man- 
agers recognize  the  impor- 
tance of  regular  appraisals  to 
clue  in  the  troops  on  how 
they've  been  faring  and  to 
motivate  them  to  perform 
better.  What's  more, 
written  reviews  can 
supply  documentation 
if  a  fired  employee 
brings  a  wrongful- 
dismissal  suit. 

This  explains  the 
recent  arrival  of 
three  software  pro- 
grams that  aim  to 
smooth  the  way  for 
managers  through  job- 
evaluation  duties.  Re- 
view Writer  from 
Avantos  Performance 
Systems,  Employee 
Appraiser  from  Austin- 
Hayne,  and  Performance 
Now  for  Windows  from 
KnowledgePoint  all  mesh  with 
Microsoft  Corp.'s  Windows 
and  offer  advice  on  how  to 
conduct  reviews.  Bosses  can 
also  use  the  software  to  log 
notes  on  their  people. 
JARGON-RIDDEN.  When  Super- 
visors rate  employees  on  a  se- 
ries of  performance  traits, 
each  program  generates  writ- 
ten text  that  can  be  "pasted" 
directly  onto  an  evaluation 
form  and  printed  out.  The 
programs  contain  word  pro- 
cessors that  encourage  man- 
agers to  edit  portions  of  the 
text  or  to  embellish  it  with 
examples  of  the  employee's 
track  record.  Unfortunately, 
many  of  the  writing  samples 
were  too  simple,  repetitious, 
or  bogged  down  in  human -re- 
source jargon. 

Of  the  three  programs.  Re- 
view Writer  produced  the 


most  stilted  text.  When  rating 
a  salesperson  on  the  broad 
category  of  "influencing  oth- 
ers," one  suggested  comment 
was:  "Richard  is  ineffective  at 
preventing  the  polarizing  of 
positions  during  discussions, 
so  he  does  not  ensure  that 
discussions  remain  objective." 

Review  Writer's  main  vir- 
tue is  that  it  makes  setting 


JOBEVAUIATORS 


Program/Publisher 

List  price 

EMPLOYEE  APPRAISER 

AUSTIN-HAYNE 

$129 

REVIEW  WRITER 

AVANTOS 

$129 

PERFORMANCE  NOW 

$169 

KNOWLEDGEPOINT 

up  an  appraisal  relatively 
easy.  First,  users  choose  from 
a  list  of  predefined  templates 
designed  for  different  jobs 
such  as  administrator  or  clerk. 
Managers  type  in  goals  they 
would  like  addressed  and  se- 
lect from  categories— profes- 
sionalism, leadership,  job 
knowledge— to  be  included. 
Managers  grade  employees  by 
applying  ratings  (strongly  dis- 
agree, strongly  agree)  to 
statements  that  appear. 


Employee  Appraiser  was  a 
bit  more  difficult  to  use  at 
the  start,  but  I  found  most  of 
the  program's  writing  sam- 
ples far  more  intelligible. 
Managers  can  click  on  a  list  of 
evaluation  topics— communica- 
tion, initiative,  planning— that 
they  want  to  appear  on  the 
review.  Unlike  the  other  pro- 
grams. Employee  Appraiser 
doesn't  use  a  rating  scale.  In- 
stead, statements  under  the 
various  topics  are  followed  by 
bullet  points,  each  of  which 
corresponds  to  a  different  text 
block.  Managers  pick  the  text 
they  feel  best  describes  the 
employee.  Under  the  sentence 
"Keeps  up-to-date  with  new 
developments,"  one  suggest- 
ed comment  reads:  "Cathy 
usually  keeps  up-to- 
date  on  new  develop- 
ments in  her  field 
by  reading,  attend- 
ing seminars,  and 
maintaining  contacts 
with  colleagues." 
Performance  Now 
offered  a  nice  blend 
of  the  two  programs: 
more  concise  writing 
than  Review  Writer 
and  easier  to  use  than 
Employee  Appraiser. 
As  with  the  others, 
managers  can  select 
among  predesigned 
foiTns  or  customize  their 
own.  One  feature:  If  you 
give  a  low  gi-ade,  a  warning 
box  appears  urging  you  to 
add  supporting  details  in  case 
the  ranking  is  challenged.  All 
three  programs  include 
spelling  and  language  check- 
ers that  automatically  search 
for  "inappropriate"  words  or 
phrases  that  might  cause  legal 
hassles.  The  language  checker 
in  Performance  Now  flagged 
"pretty." 

No  matter  how  successful 
any  of  the  programs  are  at 
motivating  managers  to  pre- 
pare evaluations,  bosses  can't 
hide  behind  the  computer 
when  it's  time  to  deliver  the 
results.  But  the  progi-ams  can 
help  them  think  about  how  to 
offer  face-to-face  appraisals  in 
a  more  constructive  fashion. 
Maybe  then  the  whole  pro- 
cess won't  be  so  unpleasant 
after  all.  E.  C.  B. 


BULLETIN  BOAR 


HARDWARE 

SPEEDY  ROMs  

NEC  Corp.'s  MultiSpin4X 
Pro  CD-ROM  reader  took  top 
honors  in  a  test  of  some  two 
dozen  CD-ROM  drives,  con- 
ducted by  NSTL,  a  division  o 
McGraw-Hill  Inc.,  BUSINESS 
week's  publisher.  With  so- 
called  data  transfer  rates  ol 

TOP-RAHKED 
CD-ROM  READERS 


ml 
eeli 


Models 


Ustprii 


NECMULTISPIN4XPR0  $1,121 

DECRRD44-0A  54' 

LEGACY  CD-ROM  2X  57. 

MIRROR  CD-ROM  DRIVE  25' 

PLI  CD-ROM  MS  74 

DATA.  NATIONAL  SOFTWARE  TESTING  1A80RAT0RIES 

600  kilobytes  per  second,  H 

"quad-speed"  unit  is  four  tins 

faster  than  the  single-speed 

CD-ROM  drives  that  first  hitfh 

market  and  twice  as  fast  as  Ij 

double-speed  drives  that  or 

now  common.  But  at  a  list 

price  of  $  1,1 20,  NEC's  drive 

more  costly  than  any  other  Ihe 

model  tested— and  more  tha 

four  times  the  price  of  the 

highly  rated  double-speed 

Mirror  CD-ROM  drive.  Still,  th  ' " 

fastest  drives  are  already  gi  „|f 

ting  affordable.  In  June,  Pie 

tor  unveiled  the  quad-speec  ece 

4PLEXIine,  at$549foran 

internal  drive,  $649  for  an  (, 

ternol  version.  The  new  line'  r 

•    III.         .   .  'tt 
was  not  mcluded  in  NSTL  test 

BOOKS  * 

ECO-COMPUTIMG  PRIMERS 

Wont  to  be  PC  with  your  PC? 
The  Green  PC  by  Steven  An;,- 
vin  and  6ui/c/ Your  Own  gg 
Green  PC  by  Wallace  Wong  ^ 
both  $19.95  and  published 
by  Windcrest/ McGraw-Hill 
con  help.  The  former  book 
covers  such  topics  as  poweii 
computing  with  less  electric 
and  workplace  pollution. 
Wang's  book  tells  you  how 
save  energy  by  assembling 
your  own  environmentally 
correct  system. 


Questions?  Comments?  techandu@mgh.com  on  Internet  or  fax  (202)  383-2125 
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TECHNOLOGY 


It  used  to  take  14  hours  tor  Landis& 
Gyr  engineers  in  Chicago  to  meet 
with  colleagues  in 
Zug,  Switzerland. 

Today,  thanks  to  a 
real  solution  from 
Sprint  Business,  they 
spend  those  hours 
working  together. 
Meeting  face-to-t'ace 
via  the  world  s  largest  videoconfer- 
encing network  —  Sprint  Videof 
And  we've  engineered  many  other 
technologically  advanced  solutions  for 
Landis  &  Gyr.  Including  a  wide  area 
network  that  will  soon  connect  computer 
systems  in  109  North  American  offices, 
allowing  them  to  instantly  exchange 
time-sensitive  product  development 
and  financial  data. 

The  fact  is,  no  matter  what  business 
you're  in,  we  can  turn  communications 
I  technology  into  a  powerful  business 
I  tool.  One  that  will  help  make  you  more 
successful.  And  isn't  that  why  you're 
in  business  in  the  first  place? 

Find  out  how  we  can  help  your  business 
do  more  business.  Call  1-800-598-5000. 


Cver  since 
Sprint  Business 
made  our  world  smaller, 
we've  gotten 
bigger. 


Dnle  Anderson 

Director,  Information  Systems 
Landis  &  Gvr 


REAL  BUSINESS      REAL  PROBLEM     REAL  SOLUTION     REAL  RESULTS 


Landis  is:  (iyr 
Buildiiiii  ( ^)ntr(>ls 


Enjiinecrs  dispersed  around       Keal-tinie  nieetinfis  \'ia 
tlie  world  global  videoconferencing 


Better  teamwork, 
better  ideas,  better  sales 


Sprint 

Business 


'1 994  Sprint  Communications  Company  L,P 


President 


'Source:  Lipper  Analytical  Servic^ 
Inc.  ■^Morningstar  proprietary  rati's 
reflect  historical  risk-ad|ustecl  pf| 
formance  as  of  6/30/94,  Ttie  ratiif^ 
are  subject  to  change  every  mo 
Morningstar  ratings  are  calculati 
from  the  funds'  three-,  five-  and 
ten-year  average  annual  returns 
excess  of  90-day  Treasury 
returns  with  appropriate  fee  adjusj 
ments  and  a  risk  factor  that  reflel 
fund  performance  below  90-day 
T-bill  returns.  1.052  equity  funds 
were  rated:  10%  of  the  funds  in  i 
investment  category  receive  five 
stars,  22.5%  receive  four  stars  a 
35%  earn  three  stars.  Overall  rat| 
IS  a  weighted  average  of  the  fur 
three-,  five-  and  ten-year  ratings]' 
^^Berger  Associates  assumed  rrj" 
agement  of  the  Funds  9/30/74 


pERiENCED  View  on 
URRENT  Market  Volatility. 


In  over  40  years  of  managing 
other  peoples  money,  I've 
seen  my  share  of  bull  and 
hear  markets.  And  IVe  learned 
that  a  volatile  market  can  offer 
opportunities  for  the  wise  investor. 

I  believe  one  way  to  take 
advantage  ot  these  opportunities 
is  to  invest  in  a  mutual  fund 
that  owns  shares  of  profitable, 
successful  companies  because 
they  are  most  likely  to  become 
profitable,  successful  invest- 
ments. The  Berger  Funds  have 
adhered  to  this  common-sense 
philosophy  for  over  19  years. 
The  charts  to  the  right  show 
just  how  well  it  has  served 
our  investors.  And  while  past 
performance  does  not  assure 
future  results,  we  believe  it  is 
a  good  indicator. 

Both  the  Berger  100  Fund  (a 
growth  fund)  and  the  Berger  101 
Fund  (a  growth  and  income 
fund)  have  earned  high  ratings 
from  Morningstar.'  The  Berger 
100  Fund  has  earned  five  stars 
overall  and  the  Berger  101  Fund 
has  earned  four  stars  overall. 
Both  can  help  investors  work 
toward  their  long-term  goals - 
even  in  a  changing  market. 
So  consider  the  Berger  Funds 
today.  Because  in  my  experi- 
ence, your  biggest  risk  is  not 


Results  of  a  hypothetical  $10,000  investment  in  the  Berger  100  Fund 
through  6  bull  and  5  bear  markets. 


From  September  30,1974  thru  June  30,1994 


$320,000 
$160,000 
$80,000 
$40,000 
$20,000 


$10,000 


Total  Value  (assuming  reinvestment  ol  dividends  &  capital  gains) 

$150,800 


Do  you  remember  1987? 
The  Dow  Jones  Industrial  Average  dropped 
508  points  in  one  day!  . 


Results  of  a  hypothetical  $10,000  investment  in  the  Berger  101  Fund 
through  6  bull  and  5  bear  markets. 


From  September  30,1974  thru  June  30,1994 


$160,000 


$80,000 


$40,000 


$20,000 


Total  Value  (assuming  reinvestment  of  dividends  i  capital  gains) 

$121,657 


$10,000 


s^^^       <V^^        ^u^"        <.^^  <if 


Open  an  account  with  as  little  as  $250. 

Please  call  (800)3334001 

for  a  prospectus  containing  more  complete 
information  including  management  tees,  charges  and 
expenses.  Read  it  carefully  before  investing. 


The  Berger  Funds 


Together  we  can  move  mountains.''" 


The  figures  in  tlie  charts  represent  past  performance  and  do  not  guarantee  future  results. 
These  performance  figures  include  changes  in  share  price  and  reinvestment  of  dividends 
and  capital  gains,  which  will  fluctuate  so  that  shares,  when  redeemed,  may  be  worth 
more  or  less  than  their  original  cost.  The  figures  include  the  deduction  of  12b-1  fees 
beginning  in  June  1990. 


Economic  Viewpoint 


J 


HOW  THE  FED  CAH  TAME 

THE  SAVAGE  CURREHCY  MARKETS 


BY  RUDI  DORNBUSCH 


It  should  publicly 
announce  inflation 
targets  of,  say,  1%  to 
3%,  and  tirelessly 
pursue  them.  Then 
the  chief  reason  for 
wild  currency 
swings — worry 
about  inflation  and 
the  Fed's  ability  to 
stop  it — will  vanish 


RUDI  DORNBUSCH  IS  PROFESSOR  OF 
ECONOMICS  AT  MASSACHUSEHS 
INSTITUTE  OF  TECHNOLOGY 


In  1944,  the  financial  leadership  of  the  free 
world  met  in  Bretton  Woods,  N.  H.,  to  map 
out  a  postwar  financial  system.  In  the 
1930s,  the  world  economy  had  disintegrated, 
and  the  postwar  world  needed  a  structure  to 
keep  trade  routes  open.  The  experts  sought  to 
create  new  institutions  that  would  prevent 
currency  instability,  competitive  devaluations, 
tariffs,  and  quotas.  They  wanted  to  fix  ex- 
change rates  and  realign  them  only  in  case  of 
"fundamental  disequilibrium." 

In  large  part,  they  succeeded.  After  World 
War  II,  international  trade  expanded  faster 
than  world  production.  Vanquished  Germany 
and  Japan  made  strong  economic  comebacks. 
Despite  day-to-day  trade  frictions,  the  world 
moved  fi'om  a  closed  system  to  an  open  one. 

Bretton  Woods  is  given  much  of  the  credit, 
but  in  fact  it  had  little  to  do  with  it:  Most  of 
the  credit  goes  to  the  U.S.  Starting  with  the 
Reciprocal  Ti'ade  Agreements  Act  of  1934.  the 
U.  S.  reversed  protectionism  at  home  and  fos- 
tered free  trade  abroad. 

The  Bretton  Woods  world  of  fixed  rates 
was  never  as  idyllic  as  many  would  have  us 
believe.  Many  currencies  remained  inconvert- 
ible for  years  after  the  war.  Exchange-con- 
trol laws  prevailed,  and  bureaucrats  decided  on 
specific  currency  transactions.  In  Britain,  that 
awkward  state  of  affairs  continued  right  up  till 
Margaret  Thatcher  became  Prime  Minister  in 
1979.  In  Japan,  it  lasted  into  the  1980s. 

Exchange  rates  were  never  completely 
fixed,  either.  Realignments  constantly  took 
place.  Currency  crises  were  routine,  centering 
around  a  strong  German  mark,  an  anemic 
British  pound,  a  shaky  French  franc,  and  an 
overstretched  U.  S.  dollar. 
PRAGMATIC  POLICY.  The  system  of  make-be- 
lieve fixed  rates  crashed  in  the  early  1970s, 
when  the  U.  S.  found  it  inconvenient  to  run  its 
economy  by  standards  the  Bundesbank  set 
for  Germany.  A  major  devaluation  of  the  dol- 
lar showed  the  gi'eenl)ack  had  Ijeen  overvalued 
for  years,  hurting  U.  S.  growth. 

The  floating-rate  world  since  then  has  been 
no  Camelot,  either.  This  was  especially  true  in 
the  1980s,  when  a  misguided  U.  S.  Ti-easury 
turned  dogmatic,  practicing  a  hands-off  ap- 
proach to  the  dollar  in  the  currency  markets. 
In  the  midst  of  superhigh  interest  rates  during 
the  Volcker  recession,  the  dollar  soared,  reach- 
ing a  glorious  overvaluation  of  30%  to  50%. 

Compared  with  the  1980s,  we  now  have  a 
pragmatic  policy.  There  is  plenty  of  "dirty 
floating,"  with  governments  intervening  in  the 
markets.  Whatever  the  dreams  of  the  Bretton 
Woods  romanticists,  governments  are  deter- 
mined not  to  make  the  mistake  again  of  lock- 


ing their  currencies  in  place,  only  to  h 
them  become  targets  of  speculative  attac 

It's  true  that  the  volatility  of  the  mark-' 
lar  rate  is  almost  three  times  as  high  unfr. 
current  floating  rates  as  in  the  fixed-rate 
od.  But  what  are  the  consequences?  On4 
that  flexible  rates  have  given  countries  le 
ability  to  follow  an  independent  policy  geait; 
to  domestic  needs  rather  than  to  the  demafs 
of  the  currency  markets.  ; 
NO  RETURN.  Yet  this  pro-gi'owth  policy  liv 
bring  with  it  an  inherent  inflationary  m. 
Those  who  would  return  to  a  fixed-rate  sysi' 
feel  that  linking  a  country  to  more  respi 
sible  central  banks  abroad  would  limit  tc 
tendency  and  reduce  instability  in  the  finanai 
markets.  Unfortunately,  there  can  be  no  retjr. 
to  Bretton  Woods  sytems:  The  Bundesbjk 
will  not  accept  monetary  policy  set  by  j* 
U.  S.,  and  the  U.  S.  will  not  accept  a  But- 
managed  straitjacket  on  its  economy.  So,  1; 
better  or  worse,  fixed  rates  are  a  nonstarv. 

Of  coiu-se,  there  is  the  exjierience  of  the  i) 
ropean  Monetary  System  (ems).  As  soonb 
European  countries  fixed  their  currenciesc. 
the  German  mark,  they  began  to  let  the  Bif. 
run  their  monetary  policies.  Countries  gaiiid 
on  the  inflation  front,  but  Britain,  Italy,  k 
Spain  saw  their  currencies  collapse  in  a  sp 
ulative  free-for-all.  The  only  nations  stiekii 
with  fixed  rates  were  the  true  believersii: 
Buba  policy.  Even  so,  exchange-rate  maraa 
have  since  been  widened  for  ems  countriel 

Yet  the  question  remains:  Why  not  3 
nounce  target  zones  for  major-currency  nji- 
tionships— such  as  dollar-to-mark  or  dollar|>- 
yen— to  generate  more  predictability? 
answer  is  that,  unless  there  is  tight  mop 
tary  coordination,  such  a  system  is  just 
prone  to  attack  as  a  rigidily  fixed  system. 

A  better  strategy  is  to  let  the  Federal 
serve  publicly  announce  an  inflation  tar; 
for  the  coming  years— of  1%  to  3%.  Let 
gress  monitor  it  and  have  the  Fed  vigoro 
pursue  policies  that  achieve  it.  In  time, 
target  will  be  accepted  by  markets  aroi 
the  world.  Then  the  chief  reason  for  wild 
rency  swings— worry  about  inflation  and 
Fed's  ability  to  stop  it— will  disappear. 

The  international  monetary  system  ir| 
ters.  The  best  combines  the  advantages  of 
change-rate  flexibility  with  firm  inflation 
geting.  There  are  great  benefits  to  predi 
low  inflation.  Currency  stability  is  one. 
won't  be  satisfied  because  currencies  will 
move.  But  large  and  disruptive  swings 
mostly  be  gone.  And  if,  on  occasion,  gove] 
ments  intervene  in  foreign  exchange  mar. 
to  help  cool  them  off,  so  what? 
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ECONOMIC  VIE 


first  timeigm  her  a  diamond  ring 
her  eyes  instantly  said  yesf^ 


Fit  always  remember  that  face. 
The  smile  bordering  on  a  tear. 
Eyes  as  lively  as  the  diamond 
I  nervously  slip>f^  on  her  finger. 
Artd  now  that  we  have  come 
so  far  together,  pferhap^s  ifs  time  to 
celebrate  that  love,  agfdn,  with  a 
diamond  as  exce0ional  as  our  love. 


conomic  Trends 


BY  GENE  KORETZ 


SUPPLY  GLITCHES 
ARE  STALLING 
U.S.  CAR  SALES . . . 


Judging  by  the  latest  motor-vehicle 
sales  numbers,  the  rise  in  interest 
rates  is  dampening  what  until  recently 
appeared  to  be  a  booming  U.  S.  market. 
Car  and  light-truck  sales  sank  in  July  to 
a  13.9  million-unit  annual  rate,  fi-om  14.8 
million  in  June  and  1.5.6  million  in  the 
first  quarter.  And  third-quarter  produc- 
tion schedules  have  been  scaled  back. 

Nonetheless,  a  number  of  industry 
observers  believe  the  slowdown  is  pri- 
marily the  result  of  supply-side  prob- 
lems. "Auto  sales  are  being  held  back 
by  supply  constraints,  not  by  weak  de- 
mand," says  economist  Diane  C.  Swonk 
of  First  National  Bank  of  Chicago. 

Swonk  notes  that  new-car-buying 
plans  in  the  Conference  Board's  July 
survey  hit  their  highest  level  in  several 


DEMAND  FOR  NEW  CARS 
IS  IN  HIGH  GEAR 


4.0 


CONSUMERS  PLANNING  TO  BUY 
A  NEW  AUTO  WITHIN  SIX  MONTHS 


JAN.  fEB.  MAR.  APR.  MAY  JUNE  JULY 
▲  PERCENT 

DATA:  CONFERINCE  BOARD  MONTHLY  CONSUMER  SURVEY 


years  (chart),  as  did  plans  to  l)uy  used 
cars.  At  the  same  time,  interest  rates  on 
new-car  loans  have  ri.sen  less  than  half  a 
percentage  point  since  February.  Prices 
of  domestically  produced  new  cars  are 
up  only  3!^%  or  so  over  the  past  year, 
compared  with  as  much  as  10%  for  im- 
ports. And  used-car  prices,  which  affect 
new-car  sales  via  trade-in  values,  have 
been  rising  at  a  double-digit  clip. 

Meanwhile,  the  Big  Three  auto  mak- 
ers have  had  persistent  problems  im- 
plementing the  largest  number  of  major 
model  changeovers  in  the  industry's  his- 
tory. General  Motors  Corp.  is  having 
difficulties  converting  unused  auto  ca- 
pacity to  light-truck  capacity,  as  workers 
at  idled  plants  refuse  to  relocate.  Chrys- 
ler Corp.  has  slowed  production  lines  to 


improve  quality  and  deferred  the  addi- 
tion of  third  production  shifts. 

The  upshot  has  been  inadequate  vehi- 
cle supplies.  The  Federal  Reserve  Bank 
of  Chicago,  for  example,  estimates  that  a 
lack  of  inventories  sliced  about  400,000 
vehicles  from  seasonally  adjusted  sell- 
ing rates  in  May  and  June.  And  auto 
analyst  Jack  Kinian  of  Salomon  Brothers 
Inc.  counts  40  models  of  cars  and  light 
trucks  that  had  less  than  50  days'  supply 
at  the  end  of  June.  "It's  no  coincidence 
that  almost  all  of  these  models  suffered 
sales  drops  in  July,"  he  says,  noting  that 
fleet  sales  to  auto-rental  companies  have 
also  been  unusually  depressed. 

If  Swonk  and  Kirnan  are  right,  new- 
car  sales  should  accelerate  sharply  by 
the  fourth  quarter  as  supply  problems 
are  finally  ironed  out.  And  auto  output, 
which  will  make  no  contribution  to  eco- 
nomic growth  this  quarter,  should  help 
catalyze  the  economy  again. 


...  BUT  THANKS  IN  PART 
TO  NAFTA, 

EXPORTS  RACE  AHEAD 


If  America's  auto  makers  can  solve 
their  production  problems,  it  should 
make  more  than  their  domestic  custom- 
ers happy.  Economist  William  T.  Wilson 
of  Detroit's  Comerica  Bank  points  out 
that  demand  for  U.  S.  vehicles  in  for- 
eign countries  has  been  soaring  recently. 

Motor  vehicles  and  parts,  notes  Wil- 
son, now  account  for  over  11%  of  U.  S. 
merchandise  exports  and  are  approach- 
ing 1%  of  gross  domestic  product.  This 
year,  exports  of  vehicles  built  in  the 
U.  S.  and  Canada  by  U.  S.  and  Japanese 
companies  are  expected  to  total 
529,000-up  nearly  50%  from  1993. 

Thanks  to  the  North  American  Free 
Trade  Agreement,  Mexico  has  become 
the  U.  S.  carmakers'  fastest-growing 
market.  "During  the  first  quarter  of  this 
year,"  says  Wilson,  "the  Big  Three  ex- 
ported twice  as  many  cars  and  trucks  to 
Mexico  as  they  did  in  all  of  1993." 


FREEING  UP  EUROPE'S 
RIGID  lABOR  MARKETS  IS 
A  TRICKY  BUSINESS 


The  stanflard  prescription  to  cure  the 
high  unemployment  afflicting  Europe 
is  to  loosen  its  highly  restricted  labor 
markets  by  making  it  easier  and  less 
costly  to  hire  and  fire  new  workers. 
Such  a  change  would  presumably  en- 
courage job  creation  and  weaken  the 
bargaining  power  of  entrenched  employ- 


ees— eventually  resulting  in  more  cw 
petitive  wages  that  make  possible 
greater  employment  growth. 

Sometimes,  however,  the  cure  w 
ens  the  disease.  In  the  latest  issue  of 
cmomic  Policy,  economists  Samuel  Be 
lila  and  Juan  Dolado  examine  the  im]  m 
of  a  law  passed  in  Spain  in  1984  that  ] 
nificantly  eased  regulations  on  the  hi 
of  workers  for  temporary  periods, 
law  apparently  improved  labor-mai 
flexibility  in  several  respects.  About 
third  of  all  workers  now  hold  ten 
rary  jobs.  Employment  has  bec( 
more  variable  over  the  business  cj 
and  labor-market  tui'nover  has  increa 
But  researchers  found  that  insteac 
dampening  the  wage  growth  of  the 
of  permanent  employees,  the  law  ac^^ 
ly  tended  to  enhance  it.  liici 

The  apparent  explanation  is  that 
manent  employees  felt  freer  to  barj  ^j^,  ^ 
for  wage  increases  because  they  ki  ''" 
that  any  dismissals  caused  by  their 
mands  would  affect  temporary  wori 
first.  An  analysis  showed  that  the  i: 
ests  of  highly  paid  permanent  wori  ^ij 
weighed  far  more  heavily  in  labor  i 
tracts  than  those  of  their  lower-j 
temporary  co-workers. 

Such  findings  don't  mean  that  refc 
ing  Europe's  constricted  labor  market 
a  bad  idea.  But  they  do  suggest 
reform  measures  need  careful  plani 
and  can  sometimes  backfire. 


an 


DOWNSIZING  SLOWS 
BUT  THE  SHEEPSKIN 
IS  STILL  SCRAMBLING 


SEf 


MIT 


The  economic  expansion  may  fin 
be  starting  to  provide  some  bre; 
ing  space  for  U.  S.  workers  fearfu 
being  axed  in  corporate  restructur 
but  it  hasn't  yet  improved  the  prosp 
for  new  college  graduates. 

Challenger,  Gray  &  Christmas  I  llOt 
an  outplacement  consulting  firm,  rep 
that  layoff  announcements  by  major 
porations  in  July  totaled  only  19,146  j 
45%  less  than  in  June  and  the  lowest 
ly  in  14  months. 

Meanwhile,  Michigan  State  Univ(lilli 
ty's  Collegiate  Employment  Reset 
Institute  has  updated  its  December 
vey  of  employers'  hiring  plans.  The 
est  tally  shows  that  hiring  of  new 
lege  grads  in  the  1993-94  academic  j 
just  ended  was  up  2.2%  over  1992 
While  this  is  better  than  the  1.1% 
jected  in  December,  it's  still  a  mea 
increase  after  four  years  of  decline—; 
ticularly  since  nearly  one-fifth  of  the 
est  crop  of  grads  were  hired  for  ten|ft  m 
rary  or  contractual  positions. 
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BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


BOR  MARKETS  HIT  A  SlOW  BOIL, 
IT  INFLATION  KEEPS  ITS  COOL 


IO*S  HIRING 

NDS  OF  JOBS  GAINED  IN  1994 


ACTUi^ING 

uaioN 

SALING 
TRADE 


100 
210 
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I  ig  Steel  wants  a  10%  price  increase.  Chrysler  Corp. 
.  is  marking  up  the  stickers  on  its  minivans  by  9%. 
'  Even  a  double  tall  cappuccino  at  your  favorite  cof- 
ir  is  getting  pricier.  Sounds  as  if  inflation  is  bottom- 
it  and  has  nowhere  to  go  but  up,  right? 
,  so  fast.  To  be  sure,  it's  that  time  in  the  business  cy- 
len  rising  demand  and  costs  begin  to  push  up  prices, 
trong  July  employment  report  and  another  hefty  in- 
i  in  consumer  debt  in  June  were  the  latest  signs  of 
A  little  upward  creep  in  inflation,  from  about  2.5% 
itly,  seems  likely  diiring  the  coming  year,  if  only  be- 
this  year's  40%  jump  in  oil  prices  will  lift  the  cost  of 
ig  and  heating  your  home  this  winter. 

But  this  time,  the  inflation  out- 
look requires  special  attention  to 
the  factors  that  separate  this  ex- 
pansion from  those  in  the  past. 
To  begin  with,  the  Federal  Re- 
serve began  an  early  tightening 
of  monetary  policy  while  infla- 
tion was  still  falling  in  an  at- 
tempt to  slow  demand— some- 
thing it  hasn't  done  since  the 
1950s. 

And  as  for  business  costs,  the 
exceptionally  large  contribution 
)ductivity  growth  in  this  upturn  is  keeping  unit  labor 
under  wraps,  even  though  wage  growth  is  beginning 
a;e  up.  The  result:  Inflation  may  break  above  3%  next 
but  not  by  much. 


BULLION     With  the  Fed  on  the  case  against  exces- 
W  JOBS     sive  demand,  it's  the  cost  side  of  the  infla- 
FAR  THIS  tion  equation  that  bears  a  close  watch— es- 
pecially  labor  costs.  On  that  front,  the 
r  Dept.'s  July  employment  report  shows  another 
h  of  strong  job  gains  and  a  low  unemployment  rate, 
•ally  interpreted  as  harbingers  of  wage  pressures, 
sinesses  added  259,000  workers  to  their  payrolls  in 
on  the  heels  of  an  even  larger  356,000  increase  in 
So  far  this  year,  new  hires  total  almost  2  million,  the 
st  seven-month  gain  in  6%  years.  The  advance  has 
broad,  with  especially  big  increases  in  retail  trade 
ervices  (table).  The  jobless  rate  did  tick  up  to  6.1%  in 
but  that's  not  statistically  different  from  June's  low 
fading. 

ose  numbers  clearly  describe  a  strong  labor  mar- 
3ut  are  they  inflationary?  Only  days  after  the  employ- 
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ment  data  came  out.  Labor  published  a  much  less  bally- 
hooed  report  on  productivity  and  costs  that  answered: 
maybe  not. 

Although  productivity,  measured  as  output  per  hour 
worked,  fell  at  an  annual  rate  of  1.2%  in  the  second  quar- 
ter, the  trend  over  the  past  year  shows  that  productivity 
continues  to  grow  at  a  healthy  2.6%  clip.  In  fact,  since  the 
recession  ended  in  the  first  quarter  of  1991,  productivity 
has  grown  at  an  annual  rate  of  2.2%,  accounting  for  more 
than  three-fourths  of  the  economy's  2.9%  growth  rate. 
That's  by  far  the  largest  contribution  of  productivity  to  ec- 
onomic growth  in  any  upturn  since  1960. 

The  result  is  the  slowest  pace  of  unit  labor  costs  com- 
pared with  any  similar  period  of  expansion  in  the  postwar 
era.  Unit  labor  costs,  which  consider  the  effect  of  produc- 
tivity on  wages  and  benefits,  rose  at  an  annual  rate  of  2% 
last  quarter.  But  in  the  past  year,  unit  costs  are  up  a 
scant  0.4%  (chart). 


PRODUaiVITY  GAINS 
EASE  COST  PRESSURES 


I PROFIT  That's  hardly  a  harbinger  of  inflation. 

MARGINS  Even  though  prices  are  up  only  2.5%,  al- 
GET  A  most  no  growth  in  unit  labor  costs  means 

BIG  LIFT  i-j^^i  profit  margins  have  risen  during  the 
past  year.  Sure,  there  are  scattered  signs  of  improved 
pricing  power— in  steel  and  cars,  for  example— but  fatter 
margins  in  an  improving  economy  explain  why  second- 
quarter  profits  looked  so  surprisingly  strong. 

All  this  is  true  in  spades  in 
manufacturing.  Factory  produc- 
tivity rose  at  an  annual  rate  of 
3.8%  last  quarter,  while  unit  la- 
bor costs  dropped  5.2%.  For  the 
year,  efficiency  is  up  5.2%,  with 
unit  costs  down  2.6%.  Clearly, 
factories  are  feeling  no  pain  or 
pressure  to  raise  prices. 

Any  problem  from  cost  pres- 
sures is  most  likely  to  come  fi'om 
services,  where  productivity 
gains  are  slowing.  That's  because  a  variety  of  service  in- 
dustries have  accounted  for  a  big  chunk  of  this  year's  ac- 
celeration in  hiring,  while  output  has  not  kept  pace.  Ser- 
vice-producing businesses  added  231,000  workers  in  July, 
on  top  of  the  311,000  put  on  in  June. 

But  if  the  economy  is  slowing,  as  much  of  the  recent 
data  suggest,  a  cooler  pace  of  demand  will  starve  any  cost 
pressures  before  they  can  build.  As  a  result,  the  pace  of 
hiring  seems  likely  to  slow  in  the  second  half  as  business- 


NONFARM 

II'  


'90     '91      '92      '93  '94 
1  PERCENT  CHANGE  FROM  A  YEAR  AGO 
DATA:  UBOR  DEPT.,  BUSINESS  WEEK 


BUSINESS  WEEK/AUGUST  22,  1994  21 


Business  Outloo 


WAGE  GROWTH 
DRIFTS  NORTH 


'93  JULY  '94 

▲  PERCENT  CHANGE  FROM  A  YEAR  AGO, 
THREE-MONTH  MOVING  AVERAGE 
DATA:  LABOR  DEPT.,  BUSINESS  WEEK 


es  that  cannot  raise  prices  act  to  avoid  a  squeeze  on 
profits. 

Despite  the  general  strength  in  the  July  job  report,  one 
key  labor-market  indicator  suggested  that  third-quarter  ec- 
onomic growth  was  off  to  a  tepid  start:  overall  hours 
worked,  which  combine  the  month's  big  payroll  gains 
with  the  unchanged  workweek,  at  34.6  hours. 

Although  total  hours  were  up 
fi'om  June,  they  began  this  quar- 
ter with  a  rise  of  only  1.7%  at  an 
annual  rate,  after  jumping  6.5% 
in  the  second  quarter.  Hours 
worked  in  manufacturing  began 
the  third  quarter  below  last 
quarter's  level,  a  sign  that  facto- 
ry output  is  off  to  a  weak  start. 

That  likely  reflects  slow  order- 
ing by  wholesalers  and  retailers, 
who  are  working  down  the  extra 
inventories  that  had  built  up  in  the  spring.  Wholesalers 
managed  to  cut  their  stock  levels  by  0.4%  in  June,  but 
paring  down  the  pileup  will  take  some  time  because  con- 
sumer spending  is  slowing  down. 

CONSUMERS  Indeed,  consumers  have  become  more  cau- 
ARE  SAYING  tious  even  as  their  take-home  pay  is  on 
CHARGE  IT'  the  rise.  In  July,  nonfarm  wages  increased 
0.4%,  to  $11.12  per  hour,  and  weekly  pay 
also  advanced  0.4%,  to  $;384.75.  Hourly  pay  in  construction 
and  retail  trade  posted  large  gains  in  July. 

Hourly  wage  growth  is  clearly  trending  higher  (chart). 
In  the  year  ended  in  July,  wages  had  increased  by  2.8%— 
better  than  the  2.3%  pace  in  July,  1993.  Moreover,  wages 
are  ri.sing  faster  than  inflation,  something  that  has  not 
happened  since  1986.  And  better  productivity  growth  is 
negating  the  inflationary  impact  of  the  wage  uptick. 

But  if  paychecks  are  growing,  why  the  spending  slow- 
down? One  reason:  The  recent  shopping  spree  satiated 


DEBT  burdens! 
CREEP  HIGHER  f 


pent-up  demand  that  had  developed  during  the  ea' 
sluggish  part  of  the  recovery.  Plus,  consumers  will 
ably  shift  some  of  their  new  income  into  savings, 
have  dropped  to  woefully  low  levels.  Also,  the  new 
ity  of  the  '90s  suggests  that  consumers  will  balk  at  gi 
they  think  are  too  expensive. 

Of  course,  it  isn't  just  income  that  is  bankroUini^ 
these  trips  to  the  mall.  Consumers  are  borrowing  aK 
more  in  1994.  Installment  credit  soared  by  $10.9  billioii] 
June.  That  was  the  fourth  consecutive  monthly  increif 
above  $10  billion— 41%  of  which  came  from  revolving  d  t 
which  includes  credit  cards.  Borrowing  was  not  that  fts 
zied  even  in  the  debt-manic  1980s. 

Behind  the  binge:  Consumers 
today  are  less  fearful  about  los- 
ing their  jobs— and  incomes. 
Plus,  they  may  be  using  credit 
cards  to  accumulate  such  perks 
as  rebates,  money  toward  new 
cars,  and  frequent-flier  miles. 
Also,  after  retiring  a  lot  of  debt 
in  the  early  1990s  and  refinanc- 
ing their  mortgages  last  year, 
the  average  household  has  cut 
the  portion  of  its  monthly  budget 
that  goes  to  pay  off  old  lOUs. 

So  far,  the  debt  spree  does  not  seem  to  be  a  strairjit 
consumers.  The  ratio  of  debt  outstanding  to  income  & 
back  up  to  17.2%  in  June— the  highest  reading  in  tbls 
years  (chart).  Still,  it's  below  the  peak  of  18.6%  hit  in  1", 
Consumers  can  probably  add  a  bit  more  to  debt  loads  t 
fore  borrowing  becomes  a  financial  stress.  | 

But  even  with  the  extra  debt,  the  likely  pace  of  job  \,< 
income  growth  in  the  second  half  should  support  a 
about  2/^%-to-3%  growth  in  consumer  spending.  Andji"; 
stead  of  paying  a  premium  price  for  a  morning  hip 
some  exotic  Kenyan  blend,  consumers  might  just  opt  U  > 
cup  of  java  fi'om  the  local  diner 
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THE  WEEK  AHEAD 


INDUSTRIAL  PRODUCTION 


Monday,  Aug.  15,  9:15  (Lni. 
Output  at  the  nation's  factories,  mines, 
and  utilities  probably  edged  up  just 
0.1%  in  July,  according  to  the  median 
forecast  of  economists  surveyed  by  MMS 
International,  a  division  of  McGraw-Hill 
Inc.  Output  increased  0..5%  in  June,  but 
utility  output,  which  jumped  .5.4%,  ac- 
counted for  almost  all  of  the  rise  as  ex- 
tremely hot  weather  pushed  up  electric- 
ity use.  In  July,  however,  utility  use 
fell  back,  and  the  small  gain  in  factory 
jobs  and  a  drop  in  the  workweek  sug- 
gest that  manufacturing  production 
struggled  to  increase  last  month,  after 
rising  just  0.2%  in  June.  Auto  output 


likely  fell  in  July.  As  a  result,  operating 
rates  for  all  industry  fell  to  83.8%  in 
July,  frcjm  83.9%  in  June. 

HOUSING  STARTS  ^_ 

Tuesday,  Aug.  16,  8:30  cum. 
The  median  MMS  forecast  expects  that 
housing  starts  likely  bounced  back  to  an 
annual  rate  of  1.38  million  in  July,  after 
plunging  9.8%  in  June,  to  1.35  million. 
The  rebound  is  indicated  by  the  rise  in 
jobs  and  hours  worked  in  the  construc- 
tion industry.  However,  the  July  in- 
crease may  not  be  that  large,  given  the 
rise  in  unsold  homes  that  builders  were 
carrying  at  the  end  of  June.  Plus,  mort- 
gage applications  to  buy  a  home  have 
been  trending  lower. 


FOREIGH  TRADE 


Thursday,  Aug.  18,  8:30  am. 
The  foreign  trade  deficit  of  goods  k 
services  likely  fell  to  $8.8  billion  in  Ji£ 
from  $9.2  billion  in  May.  For  gci 
alone,  the  gap  narrowed  to  $12.2  bilw 
from  $14.1  billion.  Exports,  which  )3( 
0.5%  in  May,  likely  rose  in  June,  wl< 
imports  fell,  after  rising  1.6%  in  Ma' 

FEDERAL  BUDGET  

Friday,  Aug.  19 

The  U.  S.  government  will  probablye 
port  a  $33  billion  deficit  in  July,  beei 
than  the  $39.6  billion  gap  of  July,  1'3 
Washington  could  end  fiscal  1994  wi'! 
deficit  below  $200  billion.  ii 
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s/ov/  the  card  that's  everywhere  you 
sts  you  call  once  you  get  there. 


want  to  be 


Introducing  the  VisaPhone'" 
Calling  Card  Service  fron)  Sprint® 


Now  traveling  is  even  easier  because  you  can 
consolidate  all  your  travel  expenses  onto  your  Visa® 
statement  and,  in  the  U.S.,  enjoy  a  25%*  savings 
compared  to  AT&T  calls. 

It's  the  new  VisaPhone  calling  card  service.  And 
it's  easy  to  use  because  your  VisaPhone  number  can 
be  your  phone  number  plus  a  four-digit  code. 

All  Visa  cards  have  VisaPhone.  You  can  activate 
yours  immediately  by  calling  1-800-240-VISA  today. 


Sprint 


It's  everyw/iere  you  wont  to  be! 


*Save  25%  compared  to  AT&T  per-minute  standard  interstate  calling  card  rates  when  you  select  the  Visa  billing  option. 
As  with  most  calling  cards,  a  standard  calling  card  surcharge  applies  to  all  calls  made  using  the  VisaPhone  calling  card  service.  lyVisa  U.S.A.  Inc.  1994 


When  Thomas  C.  Graham  was 
president  of  U.  S.  Steel  back 
in  the  mid-1980s,  he  spent 
most  of  his  time  ripping  out  excess 
mills— and  devastating  mill  towns  along 
the  Monongahela  and  Ohio  rivers.  Gra- 
ham blamed  the  U.  S.  steel  industry's 
woes  on  the  overvalued  dollar.  And  he 
told  friends,  he  recalls,  that  he  wouldn't 
be  happy  until  the  dollar  was  chopped 
down  to  size.  "I've  always  been  a  100- 
yen  man,"  he  said.  They  laughed. 

Today,  Graham,  now  head  of  AK  Steel 
Corp.,  based  in  Middletown,  Ohio,  and 
his  fellow  top  steel  executives  are  the 
ones  who  are  laughing.  Thanks  to  the 
dirty  work  done  in  the  1980s,  the  U.  S. 
steel  industry  is  lean,  efficient,  and 
primed  to  cash  in  on  a  newly  exuberant 
market.  What's  more,  with  Graham's 
100-yen  dream  come  true,  the  Ameri- 


cans can  jack  up  prices  without  worry- 
ing much  about  a  flood  of  imports.  In- 
deed, with  economic  recovery  moving 
ahead  in  Europe  and  Japan,  steel  prices 
are  rising  fast— and  the  world  seems  to 
be  .solidly  in  the  midst  of  a  steel  boom. 
"A  revolution  has  taken  place  here,"  says 
one  European  trader  in  New  York, 
pointing  to  demand  outstripping  supply. 
"If  you  hadn't  followed  the  steel  mar- 
ket for  the  last  three  months,  you 
wouldn't  recognize  it." 
INFLATION  JITTERS.  Feasting  on  these 
fears  of  a  global  shortage,  big  U.  S.  steel 
companies  are  hurrying  to  jack  up  pric- 
es, especially  with  their  biggest  and 
most  eager  cu.stomers,  the  steel-hungry 
auto  makers.  In  early  August,  LTV  Corp. 
says,  it  tentatively  reached  an  agree- 
ment with  Chrysler  Corp.  for  a  10% 
price  hike,  though  Chrysler  Chairman 


"hi 
<lier 

'3&I 

U] 
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Robert  J.  Eaton  denies  any  deal 
been  signed.  Reports  of  the  possible 
fueled  fears  of  inflation,  sending 
bond  market  luix-hing.  But  given  the, 
ing  appetite  for  steel  in  global  mark 
a  hike  of  only  10%  may  turn  out  to  1 
bargain  for  the  auto  makers.  The  igug 
crease,  says  LTV  Chairman  David 
Hoag,  is  "long  overdue. 

Decades  back,  steel  strikes  and  p 
hikes  brought  executive  action  fi 
Presidents  Truman  and  Kennedy, 
don't  expect  any  crackdown  this  t 
around.  "The  impact  on  the  consul 
price  index  is  minuscule,"  says  Rober 
Rubin,  the  White  House's  chief  econ 
ic  adviser,  of  steel  price  increases. 

Today,  steel  is  no  longer  at  the  h( 
of  the  U.  S.  economy.  It  is  dwarfed  by 
liaths  such  as  health  care  and  softw 
Even  Detroit,  which  now  spends  an  a^;  ^ 


'((•tS 
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i  if  StjOO  per  car  for  raw  steel,  has  lit- 

li  ar  that  steel  price  hikes  will  spread 
Mther  suppliers.  "I  still  don't  see 
'lis  of  inflation  in  the  system," 

.  1  .ird  Motor  Co.'s  president  of  auto 

1  It  ions,  Edward  E.  Hagenlocker. 

I  IVENTCD."  Steel  prices  aside,  that  is. 
\'  the  domestic  market  tight,  steel 
I-  anies  have  pushed  up  prices  7%  so 
a  lis  year,  with  5%  increases  due  on 
!  J  from  LTV,  Bethlehem  Steel,  and 

II  s.  These  hikes  have  gone  straight 
'  ('  i)ottom  line,  where  big  steel  com- 
«  s  such  as  U.  S.  Steel,  Bethlehem, 
1  ;rv  have  moved  from  losses  to  fat 
>:  ts  in  the  past  year. 

iiieWebber  Inc.  analyst  Peter  Mar- 

•  'xpects  Big  Steel  to  earn  operating 

1'  ts  of  $21  per  ton  shipped  this  year 

it  I  mind-boggling  $45  per  ton  in  '95— 

i|  'om  $6  per  ton  in  '93.  Such  rosy 
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forecasts  haven't  es- 
caped Wall  Street's  no- 
tice: Investors  bid  up 
steel  stocks  20%  in  July. 

Big  Steel's  renais- 
sance really  began  as 
long  as  a  decade  ago, 
when,  benefiting  from 
the  Reagan  Adminis- 
tration's Voluntary  Re- 
straint Arrangements 
to  limit  imports,  the 
U.  S.  industry  pumped 
$28  billion  into  modern- 
ization. At  the  same 
time,  it  reduced  its 
payroll  by  260,000 
workers,  to  just  133,000 
today.  The  result,  says 
Bethlehem  Steel  Chair- 
man Curtis  H.  Bar- 
nette,  is  an  industry 
that  has  "reinvented  it- 
self." Today,  U.  S.  steel 
companies  often  sur- 
pass European  and  Jap- 
anese competitors  in  ef- 
ficiency, and  the  cheap 
dollar  is  giving  them  an 
added  edge. 

One  sign  of  how  well 
U.  S.  steel  companies 
are  doing:  They  no 
longer  feel  foreign  ri- 
vals breathing  down 
their  necks.  Just  last 
summer.  Big  Steel  was 
angrily  suing  its  global 
competitors,  charging 
them  with  dumping 
cheap  steel  in  the  U.  S. 
The  International  Trade 
Commission  ruled 
against  the  industry  in 
most  cases.  But  the 
strong  steel  market 
eased  the  pain.  Big 
Steel  has  to  import 
massive  cjuantities  of  steel  made  by  for- 
eign rivals  just  to  meet  demand. 

Still,  big  integrated  companies— those 
that  make  iron  in  a  blast  furnace  from 
raw  materials— need  to  invest  every  dol- 
lar they  make  as  though  their  survival 
depends  upon  it.  It  does.  Over  the  past 
two  decades,  a  host  of  nimble  minimills, 
which  make  their  metal  by  melting  steel 
scrap,  have  wrested  away  Big  Steel's 
markets  in  everything  from  structural 
beams  to  rails.  Their  secret:  state-of- 
the-art  technology,  nonunion  labor,  and 
flexible  mills  near  their  markets. 

Now,  following  industry  leader  Nucor 
Corp.,  minimills  are  pushing  into  Big 
Steel's  biggest  and  most  profitable  mar- 
ket, the  flat-rolled  steel  that  goes  into 
cars,  refrigerators,  and  washing  ma- 
chines. Nucor  is  doubling  its  flat-rolled 
capacity  this  year.  Other  plants  are  go- 
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ing  up  in  Indiana  and 
Kentucky.  Eyeing  U.  S. 
rivals'  plate  steel  mar- 
ket, British  Steel  PLC 
plans  to  expand  its  Tus- 
caloosa (Ala.)  mill  into 
a  full-fledged  minimill. 
And  in  Pittsburgh,  the 
heart  of  Big  Steel  coun- 
try, fledgling  World 
Class  Steel  is  about  to 
announce  a  new  $300 
million  flat-rolled  mini- 
mill  using  new  U.  S. 
technology.  Ironically, 
the  new  mill  will  go  up 
in  one  of  the  old  U.  S. 
Steel  buildings  that 
Tom  Graham  shuttered 
in  the  1980s. 

This  wave  of  invest- 
ment portends  a  vicious 
market-share  war  when 
the  market  turns  south 
again.  "Real  blood's  go- 
ing to  be  shed  next 
time  we  have  a  down- 
turn," says  Tuscaloosa 
Steel  President  David 
J.  Tarasevich. 
THE  HUNT.  Big  Steel, 
moreover,  has  some  siz- 
able weaknesses  that 
are  being  masked  by 
the  market's  buoyancy. 
The  downsizing  of  the 
1980s  pushed  thousands 
of  workers  into  early 
retirement,  and  compa- 
nies such  as  U.  S.  Steel 
and  Bethlehem  now 
support  five  retired 
workers  for  each  active 
worker  they  employ. 
LTV  alone  bears  $3.7 
billion  in  long-term  pen- 
sion and  health-care 
liabilities. 

Moreover,  the  big  companies  are  still 
far  too  dependent  on  Detroit.  Hunting 
for  market  niches  the  minimills  aren't 
going  after.  Big  Steel  has  invested  with 
Japanese  partners  in  state-of-the-art 
mills  for  automotive  steel.  With  autos 
booming,  that's  paying  off.  But  a  drop-off 
in  Detroit  could  stop  Big  Steel's  rally 
in  its  tracks.  Says  Barnette:  "As  long 
as  our  customer's  boom  period  lasts, 
that's  how  long  our  boom  will  last." 

For  now,  the  signs  are  positive  for 
Big  Steel.  But  veterans  such  as  AK 
Steel's  Graham  know  their  companies' 
strength  results  from  harsh  measures 
taken  in  tough  times.  And  they  must 
be  ready  when  tough  times  return. 

By  Stephen  Baker  and  Keith  L.  Alex- 
ander in  Pittsburgh,  with  James  B. 
Treece  in  Detroit  and  Dmiglas  Harbrecht 
in  Washington 
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AUTOS  I 


BUG  CONTROL 
AT  CHRYSLER 


Defects  delay  a  key  launch  and 
spark  a  major  quality  campaign 


When  Robert  J.  Eaton  drove  a 
prototype  Cirrus  sedan  in 
March,  the  Chrysler  Corp. 
chairman  knew  the  car  needed  lots  of 
improvement  before  it  could  roll  into 
dealer  showrooms.  In  his  two  days  be- 
hind the  wheel  at  Chrysler's  i)rovni{^ 
ground  north  of  Phoenix, 
Eaton  noted  the  poor  fit 
of  dashboard  pieces  and 
other  plastic  interior  trim. 
And  he  winced  at  the 
raucous  clatter  made  by 
the  V-6  engine  when  he 
punched  the  accelerator. 

Eaton's  vexation  is 
proving  momentous  for 
the  No.  3  auto  makei-.  The 
chairman  quickly  launched 
a  major  campaign  to  boost  the  quality  of 
Chrysler  cars.  His  first  move:  delaying 
production  of  Cirrus  and  its  cousin,  the 
Dodge  Stratus,  until  fixes  could  be  made. 
By  Aug.  9,  as  production  began  ramping 
up— nearly  a  month  behind  schedule- 
Eaton's  troops  were  still  scrambling  to 
make  last-minute  fixes.  At  stake:  the  lu- 
crative market  for  family  sedans  that's 
dominated  by  some  of  the  world's  high- 
est-quality cars,  such  as  the  top-ranked 
Toyota  Camry.  Chrysler  "cannot  afford 
to  screw  this  one  up,"  says  William  Poch- 
iluk,  president  of  Autofacts  Inc.,  an  auto- 
motive consulting  firm. 
HELPFUL  YEN.  Chrysler  already  has  made 
some  changes  in  the  Cirrus.  To  help 
hide  unsightly  gaps,  engineers  added  a 
five-millimeter  lip  to  the  joint  where  the 
Stratus'  dashboard  meets  a  piece  of  trim 
just  under  the  windshield.  And  engi- 
neers are  testing  thicker  steel  in  the 
underbody,  hoping  that  such  a  change 
will  reduce  engine  noise  in  the  passenger 
compartment. 

The  company's  aim:  to  best— or  at 
least  match— Japan's  vaunted  quality. 
The  Cirrus  and  Stratus,  along  with  a 
yet-to-be-named  Plymouth  version  due  in 
the  1996  model  year,  are  priced  from 
$13,000  to  $19,000  and  aimed  right  at 
the  heart  of  the  2.5  million  family- 
sedan  market.  Japanese  models  domi- 
nate the  segment,  even  though  the  soar- 
ing yen  has  forced  price  hikes  that  give 
domestic  models  a  $2,000  to  $3,000  price 
advantage.  That's  because  many  young. 


CHAIRMAN 
EATON 
WASN'T 
SMILING  THE 
FIRST  TIME 
HE  DROVE 
THE  CIRRUS 


affluent  buyers  remain  extremely  skep- 
tical of  Detroit's  ability  to  build  quality 
products.  "This  is  our  toughest  market," 
concedes  Steven  Torok,  general  manag- 
er of  the  Chrysler/Plymouth  division. 

Chrysler  has  made  strides  in  stamp- 
ing out  defects  in  much  of  its  line  dm-ing 
the  past  10  years.  In  fact,  its  Town  & 
Country  minivans  are  tied  with  Toyota 
for  the  top  spot  in  J.  D.  Power  &  Asso- 
ciates Inc.'s  truck  quality  ratings.  But  its 
cars  continue  to  lag  the  rest  of  the  in- 
dustry: All  of  Chrysler's  car  brands  per- 
formed below  average  in  J.  D.  Power's 
most  recent  survey  of  problems  encoun- 
tered during  the  first  90  days  of  owner- 
ship (table).  In  fact,  of  31  brands, 
Chrysler's  cars  all  finished  in  the  lower 
third  of  the  rankings, 
with  the  worst.  Eagle, 
finishing  28th.  The  re- 
sults were  a  real  blow 
to  the  company.  "We've 
been  working  hard,  and 
I  thought  we'd  end  up 
doing  a  little  better," 
says  Eaton,  who  took 
the  helm  at  Chrysler 
two  years  ago. 

After  the  survey  re- 
.sults  appeared  in  June, 
Eaton  canceled  an  inter- 
nal preview  of  1995 
models  at  Chrysler's 
proving  ground  in 
Chelsea,  Mich.  Instead, 
he  assembled  the  com- 
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CHRYSLER'S  lAG 


QUALITY  \ 

RATINGS 

Ranking 

Store* 

1.  LEXUS 

54 

2.  TOYOTA 

69 

3.  INFINITI 

75 

4.  LINCOLN 

76 

5.  SATURN 

78 

AVERAGE 

110 

18.  PLYMOUTH 

122 

24.  DODGE 

144 

26.  CHRYSLER 

147 

28.  EAGLE 

155 

'Problems  in  first  90  dnys  per  100  cars  sold 
DAW  J  D  POWER  8  ASSOCIATES  INC 


pany's  top  600  officers  in  a  techni 
center  auditorium  to  tell  them 
"clearly,  we  need  to  put  more  focus' 
quality. 

To  help,  Chrysler  has  hired  Pro( 
Development  Corp.,  a  Taylor  (Mi 
consulting  firm.  Its  goal  is  to  help  ni 
the  company's  internal  factory  au 
more  closely  match  J.  D.  Power's 
vey.  The  company's  Neon  small-car 
says  PDC's  guidance  may  allow  then 
equal  Toyota  Corolla's  quality  numl 
in  time  for  next  year's  Power  sur 
"We've  talked  about  quality  for 
years,"  says  executive-engineer 
Fernandez.  "The  difference  this  timi 
we're  actually  doing  it." 
POOR  RADAR.  Better  audits  could 
Chrysler  fix  glitches  before  cars  get 
of  dealer  lots.  Right  now,  executives  j 
ten  aren't  alerted  to  problems  until 
tomers  are  surveyed  45  days  after  j 
ting  their  cars.  On  high-volume  mod 
that  could  mean  as  many  as  30,000 
happy  buyers. 

For  the  moment,  Chrysler's  n; 

quality  snags  an 
hurting  sales.  With 
car  industry  boomi 
Chrysler  is  sold  oui 
nearly  every  produc 
builds  and  has  a  ti 
45-day  supply  of  in\ 
tory.  Second-quar 
earnings  hit  a  recon 
nearly  $1  billion.  H 
ever,  Eaton  knows  t 
this  success  could 
short-lived.  A  few 
many  defects  co 
drive  demanding  ba 
boomer  buyers  av 
forever. 

By  David  Woodi 
in  SonomcL,  Calif. 
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I  REFORM  I 


HEDICINE  SHOW  A  MINUTE 
WASHINGTON 


h-care  lobbying  "is  white-hot  now,  but  it's  only  going  to  get  hotter" 


it-ins  in  the  House  cafeteria.  An 
800-pound  "Trojan  horse"  loaded 
with  "hidden  taxes"  circHng  the 
)1.  Paid  two-minute  speeches  by 
lent  Chnton  on  Cable  News  Net- 
Newspaper  ads  linking  outspoken 
on  General  M.  Joycelyn  Elders  to 
overnment"  control  of  medicine, 
lust  be  time  for  Congress  to  vote 
ilth-care  reform, 
a  capital  burned  out  by  a 
md  a  half  of  fierce  debate, 
month  when  most  people 
rather  be  anywhere  but 
la-on-the-Potomac,  interest 
3  are  flooding  into  Washing- 
ith  pleas  for  action— or  inac- 
m  remaking  the  American 
)f  health.  Lawmakers  are 
id  in  a  Capitol  besieged  by 
yers,  labor  unions,  and  con- 
groups— and  the  $1  trillion 
al  industry— as  they  begin 
lebate  on  competing  reform 
The  action  is  white-hot  now, 
s  only  going  to  get  hotter," 
ts  Alan  M.  Kranowitz,  chief 
3t  for  the  National  Associa- 
'  Wholesaler-Distributors. 
White  House  is  counting  on 
t  of  public  outrage  against 
rrent  health-care  system  to 
il  pposition  to  reform.  To  boost 

I  response,    the  President 

II  1  in  a  $1  million,  weeklong 
1  (if  nightly  ads  on  CNN,  begin- 
1  )n  Aug.  4,  in  which  he  re- 
j  ■(!  to  critics'  charges  that  his 
1  of  reform  would  be  costly, 
r  icratic,  and  dangerous  to  the 
)!  ny.  To  shape  coverage  as  the 
n  ■  launched  its  debate,  Hillary 
c  ni  Clinton  on  Aug.  9  submitted 

■are  interview  with  two  dozen 

>  tTS. 

It  E.  But  so  far,  opponents  seem  to 
'  'ing  more  success  at  rousing  the 
b  The  Health  Security  Express— 
s  nivans  of  Clinton  supporters  from 
the  country— drew  more  anti-re- 
r  )rotesters  than  backers  at  most 
>l  Conservative  groups  such  as  Cit- 
n  or  a  Sound  Economy  and  the  U.  S. 
la  ler  of  Commerce  outhustled  Clin- 
i'  dlies,  flooding  local  media  with 
Is  news  releases  and  spokespersons. 
T  most  significant  lobbying,  though, 
f(  sed  on  a  small  slice  of  Congress- 
d  \t  intended  for  the  glare  of  public- 


ity. Health  reform  will  rise  or  fall  on 
the  question  of  whether  employers  must 
bear  the  insurance  tab.  As  Corporate 
America  joins  small  business  in  uniting 
against  the  main  Democratic  reform 
plans,  every  business  lobbyist  knows 
the  list  of  a  dozen  senators  and  60  to  70 
representatives  whose  votes  will  tip  that 
balance.  The  National  Federation  of  In- 
dependent Businesses  has  swamped  65 


vocacy  of  abortion  rights,  gay  rights, 
and  drug  legalization— with  the  Presi- 
dent's health  plan.  "We're  opposed  to 
Clinton's  reform,"  says  FRC  President 
Gary  L.  Bauer,  "but  what  we'd  most 
like  to  do  is  get  rid  of  Dr.  Elders."  The 
ad's  first  appearance  in  USA  Today  drew 
more  than  3,000  calls  in  24  hours. 

So  far,  Clinton  forces  haven't  stirred 
that  kind  of  instant  response.  The  reason 
is  simple,  says  GOP  pollster  Frank  I. 
Luntz:  "The  people  who  are  against  Clin- 
ton are  far  more  intense  than  his  sup- 
porters." So,  even  though  polls  show 
Ijroad  public  support  for  such  core  Clin- 
ton themes  as  universal  coverage  paid 
by  employers,  the  voters  who  oppose 
the  Administration  package  are  more 
likely  to  contact  their  lawmakers. 

White  House  strategists  insist  that 


STOP\ 

QOVT.  RUN 
HEALTH 
CARE 


HEALTH  REFORM'S 
THREE-RING  CIRCUS 

As  debate  on  health<are  reform  moves 
to  the  floor  in  ttie  Senate  and  House,  lob- 
bying has  reached  a  frenzy: 


THE  TUBE 


President  Clinton  launches  nightly 
paid  speeches  on  CNN,  which  cost 
the  Democratic  National  Committee 
$1  million.  Republicans  counter  with  a 
health-care  "forum"  beamed  to  800 
local  Chambers  of  Commerce. 

P!ipwiiP!^'my|f''i'f'f'i'i'ipp^^ 

Cabinet  members  flack  studies  on  the 
state-by-state  impact  of  reform.  The 
National  Taxpayers  Union's  800- 
pound  "Trojan  horse"  circles  the 
Capitol  to  symbolize  "hidden  taxes." 

The  AFL-CIO  equips  locals  with 
cellular  phones  so  members  can  call 
Congress  with  pro-reform  scripts. 
National  Federation  of  Independent 
Business  mails  500,000  letters  to  stir 
up  small-business  opposition. 


House  districts  with  500,000  letters,  urg- 
ing small  companies  to  call  or  write  to 
oppose  the  mandate  on  employers.  The 
AFL-CIO  has  countered  by  equipping  loc-al 
unions  with  cellular  telephones  that 
workers  can  use  to  call  Congress  from 
work  sites.  Hill  aides  report  that  calls 
and  letters  are  running  strongly  against 
the  Democratic  bills— but  the  messages 
are  almost  all  progi-ammed  by  business 
opponents. 

The  health-care  lobbying  tide  is  big 
enough  to  carry  other  issues,  too.  The 
Family  Research  Council,  a  group  pro- 
moting conservative  social  values,  ran 
print  ads  linking  Clinton's  choice  of  Sur- 
geon General  Elders— noted  for  her  ad- 


they,  too,  can  mobilize  intense  interest. 
"If  the  debate  is  conveyed  in  under- 
standable terms  to  people,"  declares  Hil- 
lary Rodham  Clinton,  "there  will  be  in- 
creasing support ...  for  making  hard 
decisions."  But  even  Administration  allies 
admit  to  increasing  doubts.  Will  Mar- 
shall, president  of  the  Progressive  Poli- 
cy Institute,  a  centrist  Democratic  think 
tank,  believes  the  best  the  Clintons  can 
do  "is  simply  to  keep  the  public  interest- 
ed in  the  concept  of  reform."  That  may 
be  enough  to  pass  a  modest  reform  bill- 
but  nothing  like  the  ambitious  goals  the 
Clintons  have  set. 

By  Mike  McNamee  and  Richard  S. 
Dunham  in  Washingtmi 
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SIMCON  VALLEY  I 


FORTRESS 
INTEL 


Can  deep  price  cuts  protect  the 
chip  giant's  turf? 


With  a  90%  share  of  the  micro- 
processor market,  Intel  Corp. 
could  be  forgiven  for  putting 
up  its  feet  for  a  while.  Instead,  the  $8.8 
billion  chipmaker  has  startled  rivals  by 
launching  an  unprecedented  price  war: 
Over  the  next  three  months,  it  plans  to 
cut  prices  on  everything  from  main- 
stream 486  chips  to  top-of-the-line  Pen- 
tiums—leaving some  products  40% 
cheaper  than  just  four  months  ago. 

What's  with  these  people?  Chalk  it  up 
to  feisty  Chief  Executive  Andrew  S. 
Grove's  dictum:  "Only  the  paranoid  sur- 
vive." A  gr'owing  pack  of  hungi"y  rivals  is 
out  to  steal  a  chunk  of  Intel's  wildly  prof- 
itable, $7  billion,  IBM-compatible,  PC  mi- 
croprocessor business.  Already,  Pentium 
clones  from  AMD,  Cyrix,  IBM,  and  others 
are  showing  up  in  PCs  from  Compaq 
Computer  Corp.  and  AST  Research  Inc. 

Intel's  strategy:  Outrun  them  all.  By 
slashing  prices  fast,  it  hopes  to  establish 
Pentium  as  its  mainstream  chip  by  mid- 
1995— before  rivals  can  make  much  of  a 
showing.  Pentium's  key  edge:  No  other 
chip  runs  PC  applications  so  fast.  That's 
why  Pentium  shipments  doubled  from 


the  first  quarter  to 
the  second,  estimates 
Robertson,  Stephens  & 
Co.  Says  Intel  Senior 
Vice-President  G.  Carl 
Everett  Jr.:  "This  is  far 
and  away  the  fastest 
product  transition  we've 
ever  made." 

Not  everyone  appre- 
ciates the  feverish  activ- 
ity: Intel  stock,  at  about 
$59,  is  near  its  52-week 
low,  weighted  down  by 
worries  that  Intel  could 
miss  1994  profit  projec- 
tions. Investors  are  con- 
cerned that  inventories, 
which  ballooned  21% 
from  March  to  June, 
could  signal  a  glut  of  low-end  Pentiums 
and  486s. 

WAR  CHEST.  Quite  the  opposite,  insists 
Everett.  He  says  it's  a  war  chest  for 
expected  back-to-school  PC  sales.  Intel 
hopes  to  move  as  many  Pentiums  as 
possible  while  prices  are  relatively  high. 
High-end  Pentiums  carry  80%  gross 
margins  at  current  prices,  compared 
with  50%  or  less  for  most  486s.  Even  af- 
ter the  price  cuts,  Robertson  Stephens 
analyst  Daniel  L.  Klesken  figures,  the 
year-old  Pentium  will  gross  up  to  $4  bil- 
lion this  year— almost  30  times  more 
than  the  486  in  its  second  year. 

But  dropping  prices  will  be  key  to 
getting  those  sales.  Prices  used  to  fall 
gradually,  once  every  quarter,  as  pro- 
duction yields  improved.  Now,  the  Pen- 


Co 


ijat; 


tium  already  is  sel 
for  40%  less  than 
486  did  in  its  se 
year.  That's  throwJ 
some  competitors  f 
loop.  To  keep  pace, 
Gen  Inc.  must  cut  p 
up  to  35%  next  men 
before  it  has  even  s 
ed  shipping  its  prod 
Adds  John  Bourgoi 
vice-president  at 
vanced  Micro  Dev 
Inc.,  which  also  h 
Pentium  rival  in 
works:  "They've  ma 
more  difficult  foi-  us. 

There's  financial  i 
manufacturing  muijf 
behind  Intel's  tough  { 
ing.  Because  high-end  Pentiums  l"^ 
smaller  and  produced  on  larger  sili 
wafers,  they  cost  60%  less  to  make  t  ' 
the  low-end  Pentiums,  estimates  I 
der,  Peabody  &  Co.'s  Jonathan  Joscr**' 
Indeed,  despite  price  cuts  so  far,  Infffi'''' 
gross  margin  rose  in  the  second  quais^*'i 
for  the  first  time  in  a  year.  JP' 
That's  an  encouraging  sign  for  »'tosf 
biggest  battle  yet  to  come.  When  /^'ki 
and  Cyrix  Corp.  start  shipping  tl|>fl^l 
Pentium-class  chips  early  next  year ,1*1  wi 
makers  expect  Intel  to  lower  the  bo«i 
Then,  for  the  same  price  as  last  J|ii 
uary,  consumers  will  find  machines  t\^i' " 
as  fast.  Intel  may  see  its  vaunted  njJ'toii 
gins  dented;  but  rivals  rnay  face  wo#'iiit 
By  Robert  Hof  in  San  Francisco,  d-^i^ 
bureau  reports  :  Sie. 


Commentary/by  Peter  Coy 

LET  THE  TELECOM 
FREE-FOR-ALL  BEGIN 


I  ans  of  competition  were  dismayed 
last  year  when  Bell  Atlantic  Corp. 
and  Tele-Communications  Inc.  an- 
nounced plans  to  merge.  It  was  off- 
putting  to  see  arch-egos  Raymond  W. 
Smith  of  Bell  Atlantic  and  John  C.  Ma- 
lone  of  TCI  making  nice  for  the  cameras 
instead  of  doing  battle. 

So  now  that  the  biggest  phone-cable 
deal  ever  is  history— it  collapsed  in 
February— it's  great  to  hear  Malone 
shooting  from  the  lip  again.  At  a  New 
York  news  conference  on  Aug.  9,  he 
scoffed  at  asynchronous  transfer  mode 
(ATM),  a  sophisticated  communications 
system  Bell  Atlantic  and  other  phone 
companies  are  pinning  their  futures  on. 
ATM,  Malone  said,  is  overkill:  "Burning 


down  the  barn  to  get  roast  pork." 

This  is  more  than  arcane  techno-snip- 
ing.  Malone  and  leaders  of  the  other  top 
cable-TV  operators— Comcast,  Continen- 
tal Cablevision,  Cox  Cable,  Time  Warner, 
and  Viacom— are  plot- 
ting a  rival  strategy  for 
the  interactive,  high-ca- 
pacity networks  of  to- 
morrow. The  press  con- 
ference was  called  to 
announce  that  more 
than  70  companies 
have  responded  to  the 
cable  industry's  request 
for  ideas  on  designs  for 
"full-service"  networks. 
The    proposals  have 


come  not  only  from  traditionaWieo 
gear  suppliers  such  as  AT&T  anclisite 
ern  Telecom,  but  from  creative  iSisS 
ers  such  as  Intel  and  Microsoft,  i'k. 

This  kind  of  intellectual  fre(8.tpli( 
might  never  have  occurred  if 
been  submerged  into  Bell  Atlanttdi 
other  cable-phone  mergers  hf^^^Ai 
through.  Sure,  cable  networks fcpres 
have  added  phone  service,  b  Jpijl 
might  well  have  hewed  closer  'hm 
fi-om  Bellcore,  the  research-and-ifeiii 
ment  arm  of  the  Baby  Bells.  IndS 

 T 
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B  fNAL  COMPUTERS  I 


;iMPAQ:  READY 
1 1  RUMBLE 


ing  warehouses  and  fat  margins 
1  lead  to  all-out  price  cutting 


Compaq  Computer  Corp.  out  on  a 
Tih?  Its  share  of  the  personal  com- 
jter  market  has  jumped  to  14%, 
10.4%,  in  the  space  of  a  year.  In- 
it  passed  struggling  IBM  and  Ap- 
omputer  Inc.  to  cop  the  in- 
y  lead  in  unit  shipments  so 
his  year.  In  the  process, 
ch,  Compaq  has  built  up  a 
.ering  $2.2  billion  in  inven- 
That's  four  months'  worth 
es— double  the  level  of  just 
}uarters  ago. 

5torically,  Compaq  has  been 
lore  cautious  ir  managing 
iventories.  As  a  result,  it 
has  a  tradition  of  being 
'ith  chronic  product  back- 
Now,  the  personal  comput- 
)mpany  says  it  wants  to 
those  shortages— and  gear 
>r  what  it  hopes  will  be  a 


Compaq  denies  it,  but  there  are  signs 
that  its  strategy  could  touch  off  a  fierce 
fourth-quarter  price  war.  With  profit 
margins  around  26%— well  above  the  in- 
dustry norm— the  Houston  company  is 
uniquely  positioned  to  drive  drown 
prices  without  losing  its  profit  edge. 
Moreover,  after  investing  $350  million 
this  year  in  new  plant  capacity,  Compaq 
has  an  interest  in  keeping  products 
moving  fast. 

Certainly,  the  company  is  playing 
from  strength.  After  doubling  output 
in  a  year,  its  second-quarter  profits 
jumped  105%,  to  $210  million.  It  has  be- 


WAR  CHEST? 


II   III  IV 


ive  Christmas  sales  onslaught. 

DRIVE.  In  the  second  half  of  the 
Compaq  is  expected  to  ship  50% 
computers  than  in  the  first  six 
hs.  "There's  no  reason  we  can't 
a  couple  more  points  of  market 
i  on  the  board  by  the  end  of  the 
"  says  Chief  Financial  Officer  Daryl 
hite. 


I    II   III  IV   I    II  III  IV 
A  BILLIONS  OF  DOLLARS 

DATA:  mmi  mm,  bine  mm  inc. 


gun  building  restyled  versions  of  its 
Prolinea  desktop  and  Centura  laptop 
machines,  plus  new  models  of  its  Pre- 
sario  home  PC— all  of  which  are  expect- 
ed to  be  announced  in  coming  weeks. 
Compaq  also  plans  to  double  spending 
on  advertising  in  the  second  half  over 
last  year,  to  more  than  $100  million.  By 
the  end  of  1995,  says  Dataquest  Inc. 


analyst  Kimball  Brown,  Compaq  could 
"pull  away  from  the  pack." 

That's  why  Compaq  CEO  Eckhard 
Pfeiffer  downplays  the  risk  of  full  ware- 
houses. "It's  one  thing  to  be  concerned 
about  inventory,"  he  says.  "But  if  you're 
constantly  behind,  you  need  to  get  on 
top  of  it  sometime."  Analysts  agree 
there's  probably  no  better  time  for 
Compaq  to  make  that  move.  Sales  are 
booming  across  most  of  its  product 
lines.  Even  the  beleaguered  Aero  sub- 
notebook  has  picked  up  since  the  com- 
pany dropi^ed  the  price  to  $999,  from 
about  $1,300.  in  June. 

BIG  BLUES.  Compaq's  invento- 
ries, though,  now  dwarf  those 
of  Apple  and  Dell  Computer 
Corp.  And  in  an  industry  where 
many  models  survive  less  than  a 
year,  bloated  stockpiles  have 
punished  powerful  rivals.  IBM, 
for  one,  is  still  taking  back  some 
$600  million  of  unsold  low-end 
PS-1  and  ValuePoint  models,  af- 
ter an  attempt  to  flood  its  chan- 
nels last  autumn  backfired,  says 
International  Data  Corp.  analyst 
Richard  Zwetchkenbaum. 

Compaq  says  it  plans  to  re- 
duce prices  for  Christmas  only 
on  selected  models.  "We  are  not 
planning  20%  or  30%  cuts  across  entire 
product  lines,"  pledges  CFG  White.  But 
with  prices  for  microprocessors  falling 
by  double  digits,  Compaq  may  be  tested 
to  clear  its  warehouses  of  PCs  built 
around  yesterday's  chips.  That  could 
mean  a  punishing  Christmas  for  other 
PC  makers. 

By  Peter  Burrows  hi  Dallas 


able  operator  that's  doing  much 
switches.  Time  Warner  Enter- 
is  25%  owned  by  a  Baby  Bell, 
Inc. 

le  phone  companies  could  even 
good  ideas  from  the  cable 
,  traditionally  technological  lag- 
ys  Andrew  H.  Chapman,  exec- 
j-president  of  Integrated  Net- 
p.  in  Bridgewater,  N.  J.,  one  of 
IS  companies  making  proposals 
ble  industry:  "There  is  an  op- 
to define  the  next-generation 


network  paradigm,  not  only  for  the  cable 
industry  but  for  the  entire  telecommuni- 
cations industry." 

With  cable  companies  accepting  pro- 
posals until  Sept.  23,  it's  too  soon  to  say 
what  their  network  design  might  look 
like.  But  one  thing  is  clear:  Many  cable 
operators  believe  they  can  come  up  with 
something  cheaper  and  more  flexible  than 
the  ATM  switch,  which  chops  and  sorts  si- 
multaneous flows  of  voice,  data,  and  video 
traffic.  Instead,  they  might  embrace  net- 
working concepts  from  the  Internet  or 
even  from  cellular  nets. 

Cable  operators  cer- 
tainly run  risks  by 
striking  out  on  a  new 
course.  Historically  a 
low-tech  industry  of 
ditch  diggers  and  wire 
pullers,  cable  companies 
are  short  on  the  where- 
withal to  weigh  the 
competing  concepts 
that  are  descending  on 
them.  The  industry's 


R&D  consortium.  Cable  Television  Labo- 
ratories Inc.  in  Louisville,  Colo.,  does  a 
remarkable  job,  but  it  has  only  45  em- 
ployees, less  than  1%  the  numljer  at  Bell- 
core. Technologies  such  as  ATM,  while  im- 
perfect, have  been  chewed  over  for  years 
by  thousands  of  people  at  companies  from 
Siemens  to  Sun  Microsystems  Inc.  In  con- 
trast, cable  operators  hope  to  start  plac- 
ing orders  as  soon  as  December. 
FRESH  IDEAS.  What  could  go  wrong?  Ask 
any  telecom  engineer.  The  state-of-the-art 
solution  might  crash  when  it's  loaded 
with  real  traffic.  Or  innovative  features 
might  not  mesh  with  existing  phone  net- 
works. Any  such  flaw  would  embarrass 
cable  operators  just  when  they  need  to 
prove  their  reliability. 

Still,  it's  heartening  to  see  new  market 
entrants  bringing  fresh  ideas  to  a  tele- 
phone industry  whose  architecture  has 
always  been  dictated  by  monopolists. 
Good  thing  Ray  Smith  and  John  Malone 
never  made  it  to  the  altar. 

Coy  is  BW's  technology  editor. 
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TOURISM  I 


OH  SAY 

CAN  WE  SPEND? 

A  weak  dollar  is  luring  tourists  to 
the  U.S.  in  droves 


If  you  haven't  made  reservations  foi- 
your  summer  vacation  yet,  you  may 
1)6  out  ol  luck. 

Summer  '94  is  turning  into  a  blow- 
out, with  hotel,  airline,  and  related  book- 
ings tight  just  about  everywhere.  "This 
will  be  a  record-lireaking  summer  tor 
the  entire  travel  and  tourism  industry," 
says  Bob  Dickinson,  president  of  Carni- 
val Cruise  Lines  Inc.  and  chairman  of 
the  Travel  Industry  Association  of 
America  (TIA). 

HELP  WANTED.  .Just  how  good?  Add  it 
all  u]),  and  this  summer's  gung  ho  tour- 
ism season  is  healthy  enough  to  pi'ovide 
a  solid  boost  to  the  U.  S.  economy.  The 
Labor  Dept.  reported  that  tourism-re- 
lated jobs  were  up  343,000  in  .July  from 
the  jjrevious  year— raising  the  number  of 
.such  jobs  to  around  11  million.  Some  re- 
gional economies  are  really  feeling  the 
improvement.  In  Texas,  for  instance, 
jobs  found  in  the  amusement  and  recre- 
ation sector  jumjjed  .5.9%  in  June  from  a 


year  earlier,  while  hotel  jobs  increased 
4.4%. 

At  the  heart  of  this  e.xpansion  is  a 
surge  in  international  visitors.  Thanks  to 
a  weak  dollar,  recovering  economies  in 
Eur'ope,  and  boom  times  elsewhere,  peo- 
ple are  traveling  to  the  U.  S.  in  droves. 
"The  impact  of  Amei'ican  culture  is  so 
widespread  and  so  powerful,  it's  generat- 
ed desire  among  a  lot  of  people  to  trav- 
el to  the  U.  S.,"  says  Doug  Fi'etchling,  an 
associate  professor  of  tourism  studies 


at  George  Washington  Universitar  i» 
.Just  about  every  country  is  sendijBPi  k 
more  tourists  to  the  U.  S.  The  Freijpiign 
travel  agency  Forum  Voyages  has  seeifestai 
50%  increase  in  bookings  to  the  U.Msi 
this  year  compared  with  last,  with  resi-'^i, « 
vations  strong  through  mid-SeptemKivoi 
and  even  into  October.  The  numberteta 
British  visitors  is  up  9%  from  last  yei,.iOr 
to  3.4  million.  Meanwhile,  Japan  Trail 
Bureau  Inc.,  Japan's  largest  travel  agij-iiniai 
cy,  predicts  a  19%  increase  in  Japawpdii! 


BOATING  I 


MEN  OVERBOARD 
IN  BOATLAND 


Sales  are  frothy,  but  two  industry 
leaders  have  trouble  at  the  top 


The  recession  of  the  late  1980s  clob- 
bered many  industries,  but  it  hit 
the  boat  business  particularly  hard. 
The  federal  luxury  tax  only  made  mat- 
ters worse.  Sales  of  outboard  motors 
anfl  boats  large  and  small  fell  by  as 
much  as  50%  from  1988-92. 

Now  the  boating  industry  has  reached 
safe  harhor.  Consumer  demand  for  pleas- 
ure craft  jumped  7%  last  year,  the  first 
increase  in  four  years.  And  it  looks  like 
1994  could  be  even  better:  Industry 
leaders  Brunswick,  Outboard  Marine, 
and  Genmar  should  ail  be  in  the  black  in 
1994— the  first  such  sweep  in  years. 
So  much  for  the  good  news. 
During  the  past  two  months,  the  heirs 
apparent  for  chief  executive  posts  at 
Outboard  Marine  Corp.  and  Brunswick 
Corp.  have  jumped  ship,  leaving  the 


boatmakers  without  successors— less 
than  18  months  before  their  skippers 
retire.  In  June,  Brunswick  President 
John  P.  Reilly  left  after  nine  months  be- 
cause of  disagreements  with  Chairman 
Jack  F.  Reichert.  On  Aug.  3,  CMC  Exec- 
utive Vice-Pi-esident  Robert  D.  Randolph 
sailed  when  the  l)oard  of  directors  an- 
nounced it  WBS  looking  for  an  outsider  to 
replace  CEO  James  C.  Chapman. 

What  went  wrong?  Says  OMC  board 
member  and  Harley-Davidson  Inc.  CEO 
Richard  F.  Teerlink:  "We  decided  we 
needed  someone  with  a  different  set  of 
skills  than  Bob."  Despite  successive  re- 
structurings, CMC  lost 
nKjney  in  three  of  the 
jiast  four  years 
through  1993.  A  recov- 
ery in  the  first  nine 
months  of  its  1994  fis- 
cal year— it  earned 
$37.8  million-failed  to 
convince  the  board  the 
company  was  sailing 
straight.  Rather  than 
elevate  Randolph,  an 
engineer,  it  decided  to 
seek  a  savvy  marketer 
to  combat  Brunswick. 

Reilly's  departure  is 
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CHAIRMAN  REICHERT  HAS  NO 
SUCCESSOR  AT  BRUNSWICK 


more  complicated.  By  all  accounts,  ted 
hard-charging  former  president  of  TeniH*  to 
CO  Inc.'s  automotive  unit  had  helplilasl 
sharpen  the  company's  edge.  In  an  eff(S«r. 
to  drive  down  costs,  for  instance,  !«wio 
had  begun  to  com!)ine  the  purchasiteti 
of  Brunswick's  disparate  boatmakeaf m 
But  he  may  have  bumped  up  againsmillion 
cadi'e  of  strong-willed  insiders.  stye 
FRICTION.  The  biggest  problem:  frictijftco 
between  Reilly  and  Reichert  and  iKiliai 
chief  aide,  Vice-President  and  CorporjjJtstlia 
Secretary  Dianne  M.  Yaconetti.  Ysnlii^i 
netti  exercises  influence  over  such  kftiliya 
issues  as  hiring  and  strategic  plannir|i!Ti  in- 
Sources  close  to  t^vsip^ 
company  say  repeat! ::"ivitl 
clashes  between  R(h^tf 
ly  and  Yaconetti  ev(- 
tually  drove  him  fro  : 
the  company.  Yaconeliiusi; 
declined  to  comment|  i^jfj 
Brunswick  denijifipjjj 
Yaconetti  had  anythiitjei 
to  do  with  Reilly's  cment- 
parture,  and  to  sr;|;| 
she  did  "is  inaccurate  ^ 
says  Reichert.  "Phif^jj 
sophically  and  cultur^y^jj 
ly,  there  were  diff(|  fefi 
ences    between  lj'.ri'»i 


J 


tourists  visiting  the 
U.  S.  this  summer. 
South  Korean  visits 
are  up  47%  in  the 
first  half  of  this 
year,  says  the  Korea 
National  Tourism 
Corp. 

FAT  WALLETS.  For  in- 
dustries that  cater 
to  tourism,  the  trend 
is  terrific  news: 
International  visitors 
generally  spend 
more  and  stay  long- 
er than  domestic 
travelers.  For  every 
$59,903  spent  by 
intemational  visitors, 
the  TIA  estimates, 
one  job  is  created. 

There  are  some 
exceptions   to  the 
el-  boom— notably  Florida,  which 
l  ii  hurt  by  its  "sun  and  gun"  im- 
-ign  of  the  times:  Disney  World 
staffers  in  a  July  1  memo  that 
ui'd  softness  could  mean  layoffs  of 
2%,  or  700  of  its  35,000  central- 
la  workforce,  by  early  fall.  Late 
IS  take  note:  There's  room  to 
in  Orlando. 

'jiiil  DeGeorge  in  Miami,  with  Hiro- 
■ii  ilia  in  Tokyo,  Paul  Bemiett  in  New 
and  bureau  reports 


and  ours,"  Reichert  adds.  Reilly 
es  to  be  quoted.  The  Brunswick 

lias  begun  the  search  for  another 
^sor. 

inswick's  executive-suite  problems 
just  as  industry  analysts  predict 
iic  company's  net  income  could  hit 
nillion  this  year— up  from  $23  mil- 
ist  year— on  sales  of  $2.6  billion, 
lie  company's  rebound  has  gone 
in  hand  with  complaints  by  com- 
rs  that  it  is  monopolizing  the  mar- 
)i-  lioats  and  engines.  Indeed,  the 
al  Trade  Commission  has  launched 
vn  investigation  of  Brunswick's 
^ss  practices.  Reichert  calls  rivals' 
<  "without  merit,"  and  says  he  ex- 
the  FTC  probe  to  end  without  ac- 
ting taken. 

imar  Holdings  Inc.  is  about  the 
ndustry  player  sailing  in  untrou- 
i'aters.  Chairman  Irwin  L.  Jacobs 
renmar's  profits  should  hit  $20  mil- 
lis  year,  reversing  a  1993  loss;  he 
'ven  take  Genmar  public  next  year. 
)f  all,  perhaps,  for  Jacobs:  The  53- 
)ld  financier  likely  has  years  be- 
e  has  to  won-y  about  his  successor. 
\  als  should  be  so  lucky. 

Kevin  Kelly  and  Richard  A. 
vr  in  Chicago 


LABOR  I 


SKID  MARKS 
AT  BRIDGESTONE 


A  strike  may  drag  on  as  labor  charges  "an  unholy  alliance"  with  foreign  companies 


Just  three  years  ago,  labor  relations 
between  Bridgestone/Firestone  Inc. 
and  the  United  Rubber  Workers 
were  a  model  for  industry.  The  No.  3 
U.  S.  tiremaker  felt  so  confident  of  its 
relationship  with  workers  that  it  volun- 
tarily allowed  the  union  into  its  new 
plants.  Together,  in  1991,  the  two  sides 
negotiated  a  three-year  national  contract 
without  a  strike. 

Fast-forward  to  1994.  Today,  the  com- 
pany and  some  4,200  workers  at  six 
locations  are  battening  down  for  a  long 
siege  in  a  strike  that  began  July  12. 
And  things  are  turn- 
ing nasty.  On  Aug.  2, 
URW  President  Ken- 
neth L.  Coss  accused 
the  Japanese-owned 
Bridgestone  of  being 
the  "ringleader"  in  an 
"unholy  alliance"  with 
three  other  foreign 
tiremakers— Japan's 
Yokohama  Rubber 
Co.  and  Sumitomo 
Rubber  Industries 
Ltd.,  and  Italy's  Pir- 
elli Group— all  of 
which  have  seen 
strikes  since  June. 
Calling  the  companies 
"invaders,"  Coss  says 
all  four  are  demand- 
ing "parallel  deep 
concessions."  Bridge- 
stone  denies  any  such 
alliance. 

BLACK  INK.  The  com- 
pany's labor  relations  began  sliding,  out- 
siders say,  with  the  arrival  in  1991  of  a 
new  chairman  at  Bridgestone/Firestone, 
Yoichiro  Kaizaki,  a  cost-cutter  who  has 
since  moved  up  to  head  the  parent  com- 
pany in  Tokyo.  A  strike  at  one  plant  in 
1992  hurt  the  Akron  union's  crediljility 
with  the  company.  Later,  officials  who 
had  backed  cooperation  departed.  Now, 
Bridgestone  Corp.  is  determined  to 
wring  major  productivity  gains  out  of 
its  lagging  U.  S.  operations.  "We  have  a 
compelling  need  to  change  our  competi- 
tive position  in  the  marketplace,"  Vice- 
Pi-esident  Charles  R.  Ramsey  told  work- 
ers in  a  May  26  letter. 

Ironically,  the  dispute  is  coming  just 
as  Bridgestone/Firestone  is  showing 
signs  of  turning  around.  Firestone  has 
posted  more  than  $1  billion  in  red  ink 


stone/Firestone's 
parent  says  production  costs 
are  still  way  out  of  line 


since  Bridgestone  bought  it  in  1988  for  a 
pricey  $2.6  billion.  Gradually,  though, 
the  company  has  restored  relations  with 
dealers,  reinvigorated  the  Firestone 
brand,  and  gained  market  share.  Last 
year,  the  unit  pulled  into  the  black,  net- 
ting $6  million  on  $5.1  billion  in  sales. 

That's  not  enough,  Bridgestone  says, 
claiming  that  it  spends  $5  more  than 
its  rivals  to  make  a  tire.  Under  the  com- 
pany's proposal,  a  spokesman  says,  em- 
ployees would  make  a  substantial 
$65,000  a  year  in  wages  and  benefits. 
The  union  would  like  a  pact  similar  to 
the  one  it  approved 
with  Goodyear  Tire  & 
Rubber  Co.  in  June. 
Both  companies  say 
they  pay  about  $30 
an  hour  in  wages  and 
benefits,  but  Good- 
year will  increase  pay 
and  benefits  close  to 
16%  over  three 
years.  Bridgestone/ 
Firestone's  "last,  best 
and  final  offer"  would 
produce  15%,  the 
company  says.  But 
most  of  that  gain 
would  come  from 
cost-of-living  pay- 
ments that  workers 
would  earn  by  meet- 
ing productivity  goals 
set  by  the  company. 

Such  a  deal  is 
anathema  to  the  rub- 
ber workers.  John  W. 
Sellers,  the  union's  Bridgestone/Fire- 
stone coordinator,  also  is  incensed  by  a 
long  list  of  cutbacks,  ranging  from  re- 
duced health-care  coverage  to  a  proposal 
to  allow  12-hour  work  shifts  14  days  a 
month.  Bridgestone  argues  that  similar 
shifts  have  been  adopted  at  competitors' 
plants. 

The  company  is  girding  for  a  show- 
down. The  striking  URW  plants  account 
for  less  than  half  its  North  American 
capacity,  and  it  has  stockpiled  inventory. 
But  the  URW  isn't  backing  down.  Point- 
ing to  rivals  such  as  Goodyear,  Sellers 
declar-es:  "The  answer  to  being  compet- 
itive is  not  to  reduce  the  standard  of 
living  of  the  wor-ker."  With  that  kind  of 
rhetoric  flying,  it  could  be  a  long  fight. 

By  Zachary  Schiller  in  Cleveland,  with 
bur'eau  repwts 
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EXECUTIVE  SUITE  I 


GREYHOUND  IS 
LIMPING  BADLY 


The  carrier's  CEO  jumps  off  in  the  face  of  massive  shareholder  discontent 


CRITICS  SAY  MANAGEMENT  LACKS  THE  KNOWHOW  TO  KEEP  THE  BUSES  RUNNING  ON  TIME 


TO  investors  in  Greyhound  Lines 
hic,  the  episode  was  evidence  of 
shareholder  activism  at  its  finest— 
and  quickest.  On  Aug.  5,  Connor,  Clark 
&  Co.,  a  Toronto  investment  manager 
with  an  18.3%  Greyhound  stake,  public- 
ly called  for  the  ouster  of  Chief  Execu- 
tive Frank  J.  Schmieden  Four  days  lat- 
er, after  a  special  meeting  of  Greyhound's 
directors,  Schmieder  had  resigned.  "The 
market  has  spoken,"  crowed  investor 
Chriss  W.  Street  of  Chriss  Street  &  Co. 

Greyhound  investors  have  been  grum- 
bling for  months.  The  nation's  dominant 
passenger  bus  line  has  lost  money  in 
its  last  three  quarters  (chart).  Its  stock 
has  dropped  73%  in  the  past  year,  to 
about  $6,  and  a  poison  pill,  instituted 
in  March,  heightened  discontent. 
Many  outsiders  and  former  execu- 
tives say  that  top  management,  with 
little  previous  industry  experience, 
has  neglected  such  basics  as  operat- 
ing buses  on  time.  "This  is  the  de- 
struction of  an  American  icon,"  com- 
plains a  former  operations  manager. 
APPLAUSE.  Greyhound  denies  that 
Schmieder,  a  former  inve.stment 
banker  who  took  the  reins  in  July, 
1991,  was  forced  out.  Director  and 
former  Pan  Am  chief  Thomas  G. 
Plaskett,  named  as  interim  CEO,  in- 
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sists  there  was  no  knee-jerk  reaction  to 
investor  pressure— although  as  late  as 
Aug.  5,  according  to  a  company  spokes- 
man, the  special  board  meeting  on  Aug. 
9  was  not  yet  scheduled.  Rather,  Plas- 
kett says,  directors  had  discussed  for 
"some  months"  the  right  management 
team  to  implement  a  major  overhaul  an- 
nounced in  mid-July.  "There  was  mutual 
agreement  that  now  was  the  time  for 
change,"  he  says. 

Schmieder  wouldn't  comment.  But  his 
departure  drew  unanimous  applause 
from  investors,  former  managers,  and 
analysts  who  have  weathered  a  rocky 
three  years  since  Greyhound  emerged 
from  bankruptcy  protection.  Early  on, 
Schmieder-  won  praise  for  slashing  costs. 
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upgrading  buses  and  facilities,  and 
tling  the  bitter  labor  dispute 
had  pushed  Greyhound  into  banki 
cy.  His  actions  went  only  so  far,  the 
"The  problem  with  Greyhound  has 
that  it's  been  very  good  at  cutting 
penses  but  it  has  not  been  good  at 
ting  people  to  travel  on  buses,"  say; 
alyst  Anthony  Low-Beer  at  M.  Ki 
man  &  Co. 

Greyhound's  traffic  fell  nearly  10' 
the  first  half  of  this  year,  even  as  h 
discounting  took  its  toll  on  the  bo 
line.  Managers  blamed  competition 
discount  airlines,  the  economy, 
weather,  and  glitches  in  a  new  com 
reservation  system.  But  some  outsi 
believe  Greyhound's  executives  wer 
noring  more  fundamental  issues, 
company  was  not  being  led  by  t 
portation  people.  It  was  being  lec 
accountants,"  says  Thomas  F.  Mea 
who  left  the  company's  toard  in  Ma 
part,  he  says,  because  he  disagreed 
management's  direction. 
DEEP  CUTS.  Passengers'  phone  calls 
fare  and  schedule  information,  foi 
stance,  are  often  met  with  busy  sig] 
On-time  performance  slipped  to  59' 
July— decent  for  the  summer  season, 
company  says,  but  well  below  its 
torical  high  of  81%.  And  with  deep 
in  its  fleet  size.  Greyhound  reduced 
vice  on  some  of  its  most  popular  roi 
Marketing  flip-flops  haven't  hel 
either.  Last  year.  Greyhound  tried 
tional  image-building  ads  with  the  th 
"I  go  simple,  I  go  easy,  I  go  Greyhoi 
In  May,  Schmieder  canned  the  camp 
and  returned  to  advertising  fares 
ored  to  individual  markets.  But  c 
say  Greyhound's  pricing  can  be  no 
sical.  For  instance,  a  one-way,  adv 
purchase  fare  of  $68  or  less  for  an 
Greyhound's  2,500  destinations,  i 
duced  in  May,  is  too  deep  a  discou 
many  markets,  say  rivals. 

Plaskett,  who  says  that  he  ma 
main  CEO  for  up  to  18  months,  has  s 
getting  "employees  back  on  track 
getting  our  spirits  up."  That  won'lj 
easy  as  Greyhound  chops  up  to  1 
jobs— part  of  its  plan  to  focus  on  res 
al  routes  while  scaling  back  its 
work  and  slashing  $65  million  ii^ 
penses  a  year.  Meanwhile.  inveS 
—Connor  Clark  among  them- 
pressing  for  board  seats.  "There 
still  many  steps  that  have  to  be  I 
en  by  this  board  and  this  manj 
ment  team,"  says  investor  Ala^ 
Snyder  of  Snyder  Capital  Manj 
ment.  And  of  course,  Greyho 
must  find  a  new  CEO.  America'Si 
company  may  have  a  road  map  I 
^\l  I  II      but  it  still  needs  a  pennanent  dri 
'94  By  Wendy  Zellner  in  D( 
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pngratulations. 

j'VE  JUST  BECOME  THE  PROUD 

l^RENTS 

U    oj a  beautiful 


Year  Old 


Just  (IS  \'our  pciroits  i)uiy  soiiwdiiy  become  your 
respo)isibilit\\  vonr  ()W)i  children  may  someday 
becoDie  respoyisible  for  yon.  As  the  leader  in  disability 
i)isnra}ice,  we  caii  help  make  a  potoitially  difficult 
siluatio)i  easier  We  offer  hnn^  term  care  coverage 
that  tiun-ks  as  a  luUnral  exloisuai  of  short  a)id  lo)!'^ 
ter])i  disability  insnra?/ce^  to  help  protect  a  lifetime 
oj  savi}igs  evoi  after  retiroiient  (Dui  allow  people  to 
remai}i  indepoident.  A}id  our  policies  '^o  beyoiul  the 
typical,  even  conipoisatiin^  ftniily  n/eu/bers  and 
Ji'iends  to  care  for  their  loved  o)u-s  at  ho/ne.  Its  simple. 
By  continucdly  lookiii'^  toward  the  future,  we  ccvi  help 
you  be  prepared  when  it  arrives.  For 
more  i}i formation  about  the  Unum 
family  of  companies,  call  your  broker.  _ 

Unum 

Here's  to  a  lo)lg  lije.  fVe  see  farther. 
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fc-MAIL  FDR  PEDPU 

PLACES  TO  GO  Af 


In  other  words,  people  like 
you.  People  who  need  more  time. 


exiting  the  applieation  you Ve  work- 
ing in.  And  send  foxes  right  from 
r^v^sfvmp      your  word 


\V///;  Si  hcJuli'+  \<m'll  ij'cihl  Icsf  limc  Kiiiiidiu'^  j)c(ii>le  iil>  for  ))tei'lin;^i.  heccuife  SLhccliile+  lets 
you  sec  when  llh'  jicul^lc  vou  need  tire  five.  Sn  \hhi  l\iu  pick  d  Imic  llhil  's  coiii'cnicul  for  everyone. 


How  can  Microsoft  Mail  sa]  '^^ 
you  time?  Mail  has  smart,  sensibly 
symbols  and  online  help  that  mal  ''^^ 

learnii|)«f'': 
to  send"'™" 
and  receiv 
mail  easy  Aj! 
if  you're  going  t< 
be  away  from  your  offi(i,~ 
Mails  Out  of  Office  feature  wi 
automatically  forward  a  message ||»;»™' 
to  everyone  who  tries  to  get  in  cch 
tact  with  you  while  you  Ve  out. 

You  can  save  even  more  timiCI 
by  adding  other  features  that  an 


And  fewer  headaches.  Microsoft 
Mail  lets  you  do  more,  while  keep- 
ing you  connected,  whether  you  re 
down  the  hall  or  down  imder  on 
business.  No  wonder  Microsoft 
Mail  is  the  best-selling  LAN-based 
mail  product  in  the  world. 

For  a  start,  Microsoft  Mail 
works  perfectly  with  what 
you  already  have.  Whether 
youVe  in  MS-DOS,  the 
Windows  operating  sys- 
tem, on  a  Mac,  or  OS/2  . 
And  you  can  send  mail  without 


processor.  Whether  you  re 
in  Microsoft  Word, 
Microsoft  Excel,  Lotus 
1-2-3  or  WordPerfect. 


W'///!  Mail  Reuiolc,  you  don't  need  to  be 
in  voitr  office  to  keep  in  touch.  And  ii'lth 
u  ireless  serrici'  vou  don't  even  need  to  he 
nciir  ii  phoiii:  ')( lu  dui  log  in  anytvhere. 


With  electronic  forms,  you 
he  able  to  track  expense 
reports,  vacation  request 

and  other  important 
forms  as  they  speed  safel) 
through  vour  company. 


stayc 


'iky 


just  as  easy  to  use  as  Mail.  Like 
Schedule+,  the  best-selling  sche( 
uler  for  Windows.  It  helps  you  ma 
age  your  calendar  and  reminds 
you  of  meetings  and  deac 
lines.  It  even  shows  you 
when  everyone  is  free.  S 
you  can  schedule  meeting 
without  a  lot  of  legwork.  |j^ 
Microsoft  electronic  forms  \t 
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ITH  THINGS  TO  DO 
PEOPLE  TO  SEE. 


■.(■•ced  expense  reports,  vaca- 
i  requests  and  other  important 
)  IS  through  your  office  at  the 
•  d  of  light.  And  with  electronic 
)  IS  vou  can  track  them  easily. 


you're  on  the  road.  Not  only  that,  it 
can  also  save  you  money.  Just  read 
the  important  messages,  then  let 
Mail  Remote  respond  automatically 


IM    Vifw    Hail    Window  Help 

A  -ta  ]  Q£<S3|        1  1        1  ©  1 

-^epiv  1  RepVAl  1  FofvMid  |    |  Mov«  |  Oeteto  | 
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1  PievKws  1           1  1 
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c  tnitiEsl  rsaction&  to  consumer  tests 

Cool. 


'  H^e  some  excerpts  Ironn 
-vk  f  k's  sessions 
I  jil,  ihey  went  very  well 
ons  guy  summed  up 
)verail  reaclioti 

Tinoughl  you'd  want 
;ar  il  yoursell 


1 21  messages--  27  untead 


Microsoft  Mail  gives 
von  ill!  infinite  number 

of  ways  to  be  more 
(lersHasive.  Send  words, 

graphs,  pictures  and 
sound  as  mail  messages. 
There's  ahnost  no  limit 
to  what  you  can  send. 


•inally,  with  Mail  Remote  you  when  transmission  rates  are  lowest, 
stay  connected  and  work  just  No  other  mail  system  is  easier 

vou  do  in  your  office  when         to  use.  Or  engineered  like  Microsoft 

'c<tnle+s  alarm  clock  reminds  you  of  meetings,  deadlines,  anything.  So  you'll  stay  organized 
and  saiv  lime.  Without  it,  we  might  have  forgotten  this  caption  entirely. 


Mail  to  evolve  into  information 
exchange  technologies.  To  find  out 
more,  just  add  one  more  thing  to 
your  to-do  list:  Call  (800)  871-3271, 
Department  EAK  and  ask  for  our 
free  Microsoft  Mail  demo  disk. 

Microsoft  Mail  is  the  best-selling 
LAN-based  mail  product  in  the  ivorld. 

Add  Schedule+ for  a  personal 
time-management  and  group  scheduling 

system.  Ami  electronic  forms  to  speed 
paperwork  through  your  office.  Take  them 
all  on  the  road  with  Mail  Remote. 
Together  they'll  make  your  whole 
organiziition  more  productive  than  you 
ever  could  have  imagined. 
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EDITED  BY  THANE  PETERSON 


SCULLEY  IS  CLICKING 
AT  KODAK 


Just  weeks  after  being 
hired  by  Eastman  Kodak 
as  an  outside  consultant,  for- 
mer Apple  Computer  Chair- 
man John  Sculley  seems  to 
be  wielding  major  clout.  Ko- 
dak insiders  say  Sculley  was 
instrumental  in  the  Aug.  9 
hiring  of  Kodak's  new  digital 
imaging  chief,  Carl  Gustin.  A 
former  advertising  agency 
executive,  Gustin  worked 
closely  with  Sculley  during  his 
six  years  as  a  high-level  Ap- 
ple marketing  executive.  Gus- 
tin shifted  to  Digital  Equip- 
ment early  this  year.  Kodak 
insiders  say  Sculley  is  play- 
ing a  dual  role  at  Kodak, 
which  is  paying  for  25%  of  his 


CLOSING   BEL  LI 


AN  INVESTMENT 
TO  CHEW  OVER? 

/  WRIGLEY  CLOSING  STOCK  PRICE 


AUG.  9,  '94 


AUG.  2,  '93 


Wall  Street  chomped  on  gum 
maker  Wrigley  after  a  disap- 
pointing second-quarter 
earnings  report,  cutting  its 
share  price  nearly  $10,  to 
$38.25,  betv/een  July  27  and 
Aug.  3.  But  investors  already 
are  getting  over  their  disap- 
pointment and  predicting  a 
juicy  future  for  the  company. 
Wrigley  now  trades  around 
42,  giving  it  a  price-earnings 
ratio  of  25  times  projected 
earnings  of  about  $200  million 
on  sales  of  $1 .6  billion  for 
1 994—50%  higher  than  the 
average  for  food  company 
stocks.  Why  the  optimism? 
Wrigley 's  overseas  prospects 
are  good:  It  is  expanding  its 
plants  in  England  and  France 
and  building  nev/  ones  in 
Poland  and  India. 

DATA;  BRIDGE  INFORtMTION  SYSUMS  INC. 


time.  He's  working  one-on-one 
with  CEO  George  Fisher  on 
big-think  issues.  And  groups 
of  Kodak  managers  in  the 
nascent  digital-imaging  divi- 
sion are  being  flown  to  Ko- 
dak's New  York  office  to  hear 
his  thoughts. 


H  E  A  D  L  I  N  E  R 


AG01J>EN  WRIST  SlAP 
FOR  HEINZ  CHAIRMAN 


Don't  feel  too  bad  for  H.  J. 
Heinz  Chairman  Anthony 
O'Reilly.  Sure,  Heinz  cut  his 
salary  and  bonus  by  32%,  to 
$1.9  million,  for  fiscal  1994  be- 
cause of  weak  results.  But 
O'Reilly  still  gets  options  on 
750,000  shares  of  stock.  That 
more  than  makes  up  for  the 
cutback  in  cash.  The  option 
grant— subject  to  shareholder 
approval— is  already  worth 
more  than  $1.3  million.  Other 
CEOs  who  saw  declines  in 
their  salary  and  bonuses  last 
year:  the  heads  of  Amoco, 
Corning,  Kmart,  Merck,  Phil- 
ip Morris,  and  Xerox. 


CYANAMID  lOOKS 
ABROAD  FOR  HELP 


Will  American  Cyanam- 
id  find  a  white  knight 
^  to  rescue  it  from  American 
r  Home  Products'  unfriendly 
$8.5  billion  takeover-  l)id?  Wall 
Street  speculates  that  the 
company  may  approach  Ger- 
many's Hoechst  and  Switzer- 
land's Ciba-Geigy,  looking  for 
help.  American  Home  formal- 
ized its  bear  hug  with  Cya- 
namid  on  Aug.  9  with  a  $95-a- 
share  tender  offer.  It  also  filed 
suit  again.st  a  proposed  Cya- 
namid  poison  pill.  Cyanamid 
wants  shareholders  to  wait  10 
business  days  l)efore  respond- 
ing, while  its  board  studies 
the  offer,  which  expires  on 
Sept.  7. 


AMERICAN  HOME 
DOESNT  BELIEVE  ALEVE 


Meanwhile,  American 
Home  charges  that 
Procter  &  Gamble's  "All  day 
strong.  All  day  long"  cam- 


WILL  NORTHWEST'S  WILSON  BE  WEEDED  OUT 


The  slogan  at  Northwest 
Airlines,  "Some  people 
really  know  how  to  fly,"  has 
taken  on  an  unwelcome  dou- 
ble meaning  for  Co-Chairman 
Gary  L.  Wilson.  On  Aug.  2, 
while  trying  to  board  a 
Northwest  flight  af- 
ter a  rafting  va- 
cation, Wilson, 
54,  was  caught 
with  2.7  grams 
of  marijuana 
and  a  pipe  in 
his  carry-on  bag 
at  a  checkpoint  in 
Boise,  Idaho. 

Wilson  was  issued  a 
misdemeanor  citation  and  al- 
lowed to  continue  his  trip. 
But  he  has  been  relieved  of 
all  board  duties  at  Northwest 
pending  resolution  of  a  court 
case  on  the  infraction,  which 
carries  a  maximum  penalty 
of  one  year  in  jail  and  a 


$1,000  fine.  His  Boise  ati^ 
ney  issued  a  statement  sajlr 
that  Wilson  "sincerely  reg^s 
any  embarrassment  this  ii- 
dent  may  cause  his  frieis 
and  family." 

Despite  the  ty 
amount  of  marijf 
na  involved, 
dustry  watch; 
wonder  if  c 
can  resume  i\j 
role  at  NorV 
west,  given  t 
airline's  stit 
drug  policies  i 
employees.  Wils(s 
future  as  a  directorl 
squeaky-clean  Walt  Disry 
could  be  in  question,  too.\ 
Disney  spokesman  wouldit 
comment.  Wilson,  who  \: 
bypass  surgery  in  1992,  \i 
Al  Checchi's  partner  in  if 
1989  Northwest  buyout. 

By  Susan  Chami 


paign  for  its  new  Aleve  pain 
reliever  is  bunk.  In  a  suit 
filed  on  Aug.  8,  American 
Home  claims  its  10-year-old 
Advil  relieves  pain  for  just 
as  long  as  Aleve  and  says 
P&G  ads  suggesting  otherwise 
are  false.  American  Home 
may  be  miffed,  but  P&G's  ads 
save  their  strongest  jabs  for 
Extra-Strength  Tylenol,  ar- 
guing that  Aleve  is  "longer- 
lasting."  Tylenol  maker  John- 
son &  Johnson  does  not 
contest  the  claim.  It  won't 
comment  on  the  American 
Home  suit.  P&G  says  that  all 
its  claims  are  true  and  well 
supported. 


WEDDING  IN 
CYBERSPACE 


Zeitgeist  watch:  On  Aug. 
20,  Monika  G.  Listen,  25, 
and  Hugh  H.  Jo,  33,  will  tie 
the  knot  in  what  is  said  to  be 
the  world's  first  virtual-reality 
wedding.  How  will  it  work? 
The  betrothed  and  a  minister 
will  climb  into  pods  at  a 
CyberMind  Virtual  Reality 


Center  in  San  Francisco, 
computerized  headgear,  fji 
immediately  become  i|i 
mersed  in  a  recreation  of  lie 
lost  city  of  Atlantis— charic! 
carousels,  a  palace,  doveti 
you  get  the  idea.  Says  15 
bride  to  be,  a  CyberMind  | 
ecutive  assistant:  "We're  i 
ing  married  in  our  ultim.e 
dream  place."  Tiny  CyberMi? 
hopes  to  get  a  lot  of  public-'- 
lations  mileage  out  of  helpF 
make  the  $1  million  ev(|l 
happen.  And  you  thought  Ij 
chael  Jackson's  wedding  v 
weird? 


ETCETERA... 

►  FCC  to  winners  of  free  wij 
less  telephone  licenses:  1 
changed  our  minds.  Pay  uj 

►  PaineWebber's  Joyce  Y\ 
sterstock  was  eased  out 
cause  of  mutual-fund  losseij 

►  Talk  show  host  Tom  Sny(^ 
is  coming  back,  with  a  shv 
in  CBS's  post-Letterman  skj 

►  Economist  Martin  Neil  Bi^ 
is  Alan  Blinders  likely  s- 
cesser  on  the  CEA. 
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Sam  Walton  Drove  Wal-Mart  To  Greatness  But 
Never  Stopped  Driving  His  Rckur 


IrSNOTWHATYOUDRIVE,BUT  HOW  YOU'RE  DRIVEN. 

Inspiration  and  insight.  These  are  the  i<eys  to  meeting  the  competitive  challenges  of  the  90's  - 
whether  you're  running  a  billion  dollar  retailing  empire,  a  small  family-owned  business,  or  anything 
in  between. 

Each  year,  more  than  4,500  executives  come  to  Wharton  Executive  Education  looking  for 
inspiration,  insight  and  broad  perspectives.  What  they  find  is  a  dynamic  learning  environment 
that  stimulates  their  creative  juices  and  helps  them  generate  new  ideas  that  directly  benefit  their 
own  businesses. 

Sam  Walton  learned  early  on  that  it's  not  what  you  drive,  but  how  you're  driven.  Let  Wharton 
inspire  you  to  drive  your  business  to  new  heights.  Call  today  to  discuss  your  specific  executive 
education  needs,  or  ask  for  a  complete  course  catalog:  1-800-255-EXEC,  ext.  1 168. 


□  Director's  Institute 


□  Whtirton  Advanced 


This  unique  "living  case  study"  designed  for  board     Management  Program 


members,  puts  you  on  the  board  of  MegaMicro, 
Inc.,  a  fictitious  multinational  manufacturing  and 
service  organization. 
December  7 -9, 1994 
May  17-19, 1995 

□  The  International  Fonmi 

Senior  executives  meet  to  discuss  global  issues 
three  times  during  the  year.  Through  a  process 
of  intense  interaction  and  exchange,  participants 
focus  on  economic,  political,  cultural  and 
social  issues,  and  their  implications  for  their 
companies'  strategies. 
September  7-11,  1994  in  North  America, 
January  18-20, 1995  in  Europe  and 
April  19-23,  1995  in  Asia. 


This  five-week  course,  for  senior  executives  in  or 
supporting  the  office  of  CEO,  will  enhance  your 
global  perspective  and  strategic  vision  and  broaden 
your  understanding  of  complex  societal  trends. 
June  4 -July  7,  1995 

□  Wharton  Executive  Development  Program: 

The  Transition  from  Functional  to  General  Management 

This  two-week  course  develops  the  personal, 
professional  and  political  skills  needed  to  lead 
and  succeed  through  others  in  a  cross-functional 
leadership  role,  and  addresses  the  issues  of 
managers  with  responsibility  for  the  results  in 
today's  team-oriented  organizations. 
October  30  -  November  11,  1994 
February  5  - 17,  1995  •  May  7  ■  19,  1995 


WMiarton 

The  Wharion  School 
ol  the  University  of  Pennsylvania 


WHARTON  EXECUTIVE  EDUCATION 

THE  LEARNING  EXPERIENCE  OF  A  LIFETIME. 

255  South  38th  Street  •  Philadelphia,  PA  19104-6359 
1-800-255-EXEC  ext.  1168  •  (215)  898-1776  ext.  1168  •  FAX  Attn:  Dept.  1168  (215)  386-4304 


What's  the  Sound  of  a  Phone  Not  Ringing? 


TEXT  Our  F9600 
enables  multiple 
users  to  instantly 
exchange  documents, 
strategies  and  ideas 
without  sending 
faxes  or  trans- 
ferring files. 


MAIL  The  Fujitsu 
Multimedia  Platform 
PBX  allows  you  to 
generate  and  trans- 
port multiple  types 
of  messages  so  you 
can  manage  your 
mail,  not  just 
access  it. 


IMAGE  Isdiere 
data-intensive 
information  you 
want  to  access  from 
across  the  country? 
Our  multimedia 
network  will  let  you 
quickly  retrieve 
it  from  another 
location,  regardless 
of  tormat. 


BROADBAND 

With  our  ATM 
backbone  for  your 
broadband  network, 
you'll  be  able  to 
transfer  audio,  video 
and  data  applica- 
tions at  multi- 
gigabit-per-second 
speeds. 


VIDEO  Our  new 

ViewNet  5  Series'" 
videoconferencing 
system  allows 
managers  to  huddle 
at  a  moments  notice, 
saving  thousands  on 
travel  and  loss-of- 
work-hour  costs. 


If  it's  the  Fujitsu  F9600  Multimedia  Platform  PBX,  it's  the  sound  of  digital  information  silently 
bit-streaming  its  way  to  desktops  around  the  country.  Our  F9600  Multimedia  Platform  PBX  can  transmit 
text,  voice  and  e-mail,  video,  graphics,  audio  —  the  works  —  to  anyone  you  select.  Anytime.  Anywhere. 
It's  all  part  of  our  strategy  to  provide  your  enterprise  with  the  future  —  networks  that  enable  your 
people  to  share  all  kinds  of  information  to  get  more  work  done.  Intuitively,  instantly,  intelligently. 
For  a  White  Paper  on  the  "Future  of  Multimedia  in  the  Workplace,"  call  1-800-553-3263. 

Fujfrsu 

COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 
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THE  COMEBACK  KID 
XH  DO  IT  THIS  TIME . . . 


i  ugust  was  going  to  be  President  Clinton's  month  in  the 
k  sun.  He'd  bask  in  the  glow  of  a  triumph  on  health-care 
^i-eform.  Then,  warmed  by  good  economic  news,  he'd 
><)me  rays  in  Martha's  Vineyard.  Well,  forget  that.  Clin- 
s  delaying  his  beach  vacation  to  attend  to  higher  prior- 
rescuing  health  reform— and  his  Presidency— from  sink- 
1  Washington's  political  swamp. 

~  a  huge  task.  Besides  trying  to  overcome  the  stench  of 

(■water  and  thwart  GOP  efforts  to  kill  health  reform, 

ii;  must  convince  Americans  that  the  economy  is  healthy, 

uiiline  his  disorganized  White 

c,  and  prevent  a  Democratic 

lliath  in  the  midterm  elections. 

ililicans  plan  to  parry  his  every 
"This  is  the  best  poHtical  envi- 

lent  for  us  I've  ever  seen,"  crows 

S'ational  Chairman  Haley  Barbour. 

ING  HEADS?  Hoping  to  prove  Bar- 
I  wrong,  the  Clintonites  are  in 
;  ige-control  mode.  The  first  objec- 
'  ,t;,et  Whitewater  behind  them.  En- 

iged  that  the  congressional  hear- 
1  were  a  big  snooze,  the  White 
I  c  figures  the  public  will  soon  for- 
<  he  issue.  If  the  problem  lingers.  Presidential  advisers  ad- 
1  hey'll  sacrifice  the  Treasury  Dept.  trio  damaged  most  by 
'i  learings— Deputy  Secretary  Roger  C.  Altman,  General 

srl  Jean  E.  Hanson,  and  Chief  of  Staff  Joshua  Steiner. 
I  >ud  but  they're  gone,"  predicts  one  well-placed  source. 
I  it  rolling  heads  won't  make  Whitewater  disappear.  Ken- 
('  W.  Starr,  a  Reagan  Administration  attorney  on  Aug.  5 
named  by  a  GOP-dominated  judicial  panel  to  replace 
\  ewater  independent  counsel  Robert  B.  Fiske  Jr.,  and  he 
1  start  the  investigation  from  scratch.  If  so,  Republicans 
0    ]irolong  the  scandal  and  use  it  to  bludgeon  Clinton  in  '96. 

r  now,  though,  Whitewater  is  swamped  by  congressional 
(  te  on  health  care,  which  Clinton  sees  as  his  political  sal- 


CLINTON'S 
POPULARITY 
IS  SA60INC 
EVEN  AS  THE 
ECONOMY 
GETS 

STRONGER. 
HE  NEEDS  A 
WIN  ON 
HEALTHCARE 


vation.  He's  banking  on  Democrats  to  pass  a  bill— any  bill- 
that  he  can  call  a  major  victory.  "A  health-care  win  makes  up 
for  all  other  sins,"  says  an  Administration  official.  "Everything 
is  riding  on  it."  But  Republicans  smell  weakness.  Embold- 
ened by  ebbing  pubhc  support  for  reform,  the  GOP  believes 
that  killing  the  Democratic  plans  could  be  a  political  plus,  even 
if  nothing  passes  Congi'ess  this  year. 

Republicans  are  further  encoui-aged  by  signs  that  Clinton  is 
not  benefiting  fi'om  the  strong  economy,  despite  his  efforts  to 
boast  about  the  good  news.  White  House  officials  complain 
that  the  media  only  emphasize  trou- 
bling developments  such  as  the  falling 
dollar  and  rising  interest  rates. 

To  improve  the  White  House  PR  op- 
eration, Clinton's  new  Chief  of  Staff, 
Leon  E.  Panetta,  may  replace  Com- 
munications Director  Mark  Gearan  and 
Press  Secretary  Dee  Dee  Myers.  Pa- 
netta is  planning  other  staff  changes 
to  make  the  White  House  more  effec- 
tive, particularly  on  Capitol  Hill. 

At  the  same  time,  Panetta  is  trying 
to  prevent  big  losses  in  November. 
Easing  out  party  Chairman  David  Wil- 
helm  and  bringing  in  former  California  Representative  Tony 
Coelho  as  a  senior  adviser  to  the  Democratic  National  Commit- 
tee will  help.  Without  that  shakeup,  the  Administration  had 
feared  the  GOP  could  pick  up  25  House  seats  and  four  Senate 
seats,  leaving  the  Democrats  nominally  in  charge  by  a  thin 
margin,  but  with  the  GOP  in  ideological  control. 

Republicans  say  that  would  be  an  ideal  outcome:  They 
would  dictate  the  legislative  agenda  yet  be  able  to  campaign 
in  '96  against  the  Democrats  running  Congress  and  the  White 
House.  For  Clinton,  the  prospect  is  a  nightmare.  No  wonder 
he's  working  so  hard  before  his  vacation.  Otherwise,  his 
steamy  summer  could  presage  a  very  cold  winter. 

By  Richard  S.  Dunham 


t  ITALWRAPUPI 


I  iEIGN  POLICY 


kne  sure  sign  that  National  Secur- 
*ity  Adviser  Anthony  Lake's  job 
n  jeopardy:  Aides  are  calling  re- 
tei's  to  insist  that  rumors  about  his 
ig  canned  by  President  Clinton  are 
undless.  Staffers  say  Clinton  reas- 
the  former  professor  in  late  July 
^  his  job  was  secure.  They  say  the 
ite  House  plans  to  raise  Lake's  pro- 
with  appearances  on  TV  news  pro- 
ms and  foreign  policy  speeches  in 
fall.  Still,  Lake  should  not  feel  too 
Presidents  traditionally  back  their 
isers  up  until  they  decide  to  dump 
m.  Some  top  Administration  offi- 
s  are  betting  Lake  will  be  gone  by 


year's  end.  One  official  says  that  at  a 
recent  White  House  meeting,  "The 
President  looked  annoyed  every  time 
Tony  spoke." 

CONGRESS  

Banks  and  other  creditors  pushing 
bankruptcy  reform  may  have  to 
reorganize  themselves.  Banki'uptcy  law 
changes  have  been  stalled  by  House 
Judiciary  Committee  Chairman  Jack 
Brooks  (D-Tex.),  who  is  preoccupied 
with  health-care  reform  and  a  crime 
bill.  The  Senate  has  passed  a  measure 
curbing  abuses  of  the  system— such  as 
endless  extensions  for  companies  to 
reorganize.  But  unless  bank  lobbyists 
regroup,  the  bill  may  die  in  the  House. 


POLITICS 


Call  it  the  "0.  J.  factor."  Worried 
that  the  Simpson  murder  trial  will 
monopolize  Cahfornia's  news  coverage 
this  fall.  Democratic  strategists  are  re- 
thinking tactics  for  the  state's  tight 
U.  S.  Senate  race.  Senator  Dianne  Fein- 
stein  may  blast  GOP  challenger  Repre- 
sentative Michael  Huffington  with 
heavy  fire  in  early  September,  rather 
than  risk  an  October  offensive  that 
might  be  buried  by  0.  J.  media  mania. 
Feinstein's  advisers  also  are  thinking  of 
buying  commercials  during  the  trial, 
which  is  likely  to  generate  huge  rat- 
ings in  the  Golden  State.  The  main 
campaign  issue?  What  else— crime. 


GTON  OUTLOOK 
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MEXICO 

HOW  THE  ELECTIOH  WILL  RESHAPE  THE  ECOHOMY 


B 


ricia  Hernandez,  a  35-year- 
old  mother  of  two,  lives  in 
the  Valle  de  Chalco  slum 
area  just  outside  of  Mexico 
City,  home  to  1  million  peo- 
ple. One  recent  morning,  Hernandez 
trudged  through  her  dust  bowl  of  a 
front  yard,  maneuvered  past  the  family 
outhouse,  and  dumped  an  armload  of 
school  supplies  she  hoped  to  sell  on  a 
ramshackle  wooden  counter.  To  reach 
her  makeshift 


CARDENAS 

Many  believe  he 
actually  won  the  last 
presidential  vote 


shop,  schoolchil- 
dren must  tiptoe 
across  a  putrid, 
open  sewer  lit- 
tered with  aban- 
doned tires,  rat 


carcasses  and  huge  gTeen  puddles  of  hu- 
man waste. 

But  then  they  claml:)er  up  onto  a 
brand-new  cement  sidewalk.  It  was  part- 
ly paid  for  by  the  National  Solidarity 
Progi-am,  the  Mexican  government's  self- 
help  antipoverty  plan.  Bricia  and  her 
shoemaker  husband,  who  together  earn 
slightly  more  than  $400  a  month,  had 
to  pay  $60  for  the  section  in  front  of 
their  two-room  shack. 
"REAL  DEMOCRACY."  Chalco  is  supposed 
to  be  a  showcase  for  the  government's 
fight  against  poverty— it's  where  Soli- 
darity was  born  when  President  Carlos 
Salinas  de  Gortari  took  office  six  years 
ago.  But  instead,  it  may  symbolize  what 
went  wi"ong  with  Salinas'  tough  econom- 


ZEDILLO 

The  technocrat  is 
awkward  campaig 
--but  may  triumph  A 


ic   policies:  He 
underestimated 
the  pent-up  de- 
mands   of  the 
country's  poor, 
who  account  for  ^^■zzizmhb 
nearly    half  of 
Mexico's  population  of  85  million 
The  new  Mexico  is  impatient. 
co's  poor  and  underemployed  are! 
longer  content  with  occasional  handoi 
such  as  sidewalks  in  the  middle 

-  DDI 

slums.  They're  demanding  major  ii  * , 
provements  in  the  Cjuality  of  their  livdif'" 
For  growing  numbers,  that  means  ncj"" 
political  leadership.  "What  we  want  iS; 
real  democracy,"  says  Hernandez.  "Pei  J 
pie  don't  want  more  of  the  same. 


all 
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IF  PRI'S  ZEDILU)  WINS:        IF  PAN'S  FERNANDEZ  WINS:     IF  PRD'S  CARDENAS  WINS: 


lOMICS  Mastermind  of  Mexico's 
|et  surplus,  Zedillo  will  continue  on 
( track,  going  ahead  with  privatiza- 
ond  wooing  foreign  investment. 

'TICS  For  first  time  ever,  PR!  will  not 
a  rubber-stamp  Congress.  Legisla- 
/vill  require  compromise. 

AL  ISSUES  Zedillo  will  pump  more 
jrces  into  the  Solidarity  program  and 
nfrastructure  projects  in  poorest 


ECONOMICS  Will  continue  free-market  re- 
forms, but  may  be  less  rigid  in  their  appli- 
cation. Sensitive  to  foreign  investors. 

POLITICS  Prospects  of  gridlock  fairly 
high.  May  enjoy  brief  honeymoon  period, 
but  ultimately  will  have  trouble  pushing 
legislation  through  congress. 

SOCIAL  ISSUES  Will  pay  more  attention 
to  the  poor,  but  some  worry  that  the  de- 
vout Catholic  will  usher  in  a  conservative, 
perhaps  intolerant,  era. 

DATA.  BUSINfSS  WEEK 


ECONOMICS  Cardenas  believes  in  greater 
state  involvement  in  business  and 
industry.  Wants  to  renegotiate  parts  of 
NAFTA.  Foreign  investors  would  be 
skittish. 

POLITICS  Legislation  would  be  actively 
blocked  by  the  PRI  and  PAN  alike, 
creating  legislative  gridlock. 

SOCIAL  ISSUES  Would  spend  more  on 
the  poor,  even  if  that  risked  aggravating 
inflation. 


lat  challenge  to  the  country's  en- 
;hed  political  elite  is  fueling  ten- 
as  the  Aug.  21  presidential  elec- 

approach.  Alarmed  by  the  rebels 
niapas,  whose  guerrilla  movement 
latized  the  plight  of  millions  of  poor 
icans,  the  government  has  prom- 
the  cleanest  balloting  ever  held, 
e  from  Mexican  watchdog  groups, 
reds  of  international  observers  will 
n  hand  to  spot  any  attempts  by 
ruling  Institutional  Revolutionary 
'/  (PRI)  to  fraudulently  extend  its 
ears  in  power.  What  Mexicans  are 
inding,  in  effect,  is  a  new  deal. 

PRI  has  been  married  to  the  state 
DO  long,"  says  noted  Mexican  histo- 
Enrique  Krauze.  "We  need  to  be- 


come a  normal  democracy  in  every 
sense." 

Because  of  that  growing  sentiment, 
the  PRI  almost  certainly  will  not  win  a 
majority  for  the  first  time  since  its 
creation  in  1929,  and  it  could  even  lose. 
Top  government  sources,  citing  official 
polls  and  a  new  independent  survey, 
predict  the  PRI  will  win  around  43%  of 
the  vote— enough  to  maintain  what  they 
call  "governability."  But  other  polls 
show  the  vote  more  evenly  split  among 
the  three  main  candidates,  with  at  least 
one-fifth  of  Mexico's  45.7  million  eli- 
gible voters  still  undecided.  If  no  party 
wins  outright,  whoever  emerges  with 
a  mere  plurality  will  face  tough  negoti- 
ations to  get  legislation  approved— 


unlike  the  current  PRi-dominated  Con- 
gress that  rubber-stamps  every  Sali- 
nas initiative. 

Salinas,  aware  that  his  place  in  histo- 
ry depends  on  a  peaceful  transition  of 
power,  has  pledged  to  turn  over  the 
presidential  sash  to  whomever  wins. 
But  if  PRI  candidate  Ernesto  Zedillo 
Ponce  de  Leon,  a  career  technocrat  with 
a  doctorate  in  economics,  wins  with  less 
than  a  convincing,  fraud-free  margin, 
the  opposition 

could  protest  the   pAN  BACKERS 

results  and  de-   ^^^^^  f^^^,.; 
mand  new  elec-   ^     -  .  . 
tions.  The  guer-   Fernandez  has 
rillas  still  at  bay   regamed  momentum 
in  the  Chiapas 


9.  a? 
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rain  forest  also  could  stage  violent  dis- 
ruptions. All  of  which  could  spell  months 
of  wrangling  until  a  successor  takes  of- 
fice on  Dec.  1. 

Such  an  awkward  political  transition 
could  rattle  Washington,  which  advo- 
cates greater  Mexican  pluralism— but 
fears  instability.  It  could  spell  frusti'ation 
for  U.  S.  companies  trying  quickly  to 
reap  the  opportunities  offered  by  the 
North  American  Free  Trade  Agi'eement 
(NAFTA).  And  it  means  that  investors 
also  must  continue  to  tread  carefully. 
Although  some  foreigners  have  returned 
to  Mexico's  stock  market  betting  on  a 
conclusive  PRI  victory,  others  have 
switched  en  masse  from  peso-denomi- 
nated Mexican  treasury  bills  into  dol- 
lar-denominated bills  called  Tesobonos, 
hedging  against  a  possible  devaluation  of 
the  peso. 

No  matter  which  party  wins,  foreign 
investors  will  discover  that  the  next 
President  must  rule  Mexico  different- 
ly. A  more  assertive  Congress  will 
weaken  his  ability  to  dictate  policy  as 
Salinas  did  through  the  pacta,  one  of 
his  biggest  weapons  against  inflation 
and  budget  deficits.  Salinas  used  the 
pacto  to  force  business  and  labor  to 
agree  on  annual  wage  and  price  goals. 
Without  that  discipline,  labor  could  now 
push  hard  for  higher  wages,  and  busi- 
ness may  demand  subsidies  or  a  slow- 
down in  tariff  reductions.  "Eventuall,\' 
there  will  not  be  a  place  for  the  pacto  in 
a  democratic  society,"  says  economist 
Rogelio  Ramirez  de  la  0. 
PILLAR  OF  GROWTH.  Although  this  new 
political  order  may  prove  unsettling  at 
first,  in  the  long  term  it's  essential  for 
the  country's  development.  Yes,  the  ur- 
gent need  to  spend  more  on  social  needs 
may  result  in  a 


slight  budget  def- 
icit of  1%  or  2% 
of  gross  national 
product,  which 
could  put  pres- 
sure on  a  peso 
that  is  already 
thought  to  be 
overvalued  by  some  20%. 

But  Mexico  won't  veer  too  far 


HERNANDEZ 

The  government'.s 
antipovertj'  plan  left 
her  neighborhood 
little  changed 


from 


the  path  that  Salinas  has  carved  out— be- 
cause it  can't.  NAFTA  is  locked  in,  and 
foreign  investment  is  universally  ac- 
knowledged as  a  pillar  of  growth.  None 
of  Mexico's  leading  parties  is  advocating 
a  return  to  the  antiforeign  days  of  old. 
In  fact,  with  finances  tight,  Mexico  may 
be  forced  to  take  its  reforms  further, 
raising  cash  for  its  social  spending  by 
opening  new  investment  opportunities 
to  foreigners  in  such  sensitive  industries 
as  electricity,  oil,  and  broadcasting. 
By  addressing  some  of  the  pain  in- 


flicted on  groups  ranging  from  small 
business  owners  to  farmers  to  workers, 
the  new  order  could  set  the  stage  for  a 
more  stable  Mexico  over  the  long  run. 
All  three  main  parties  have  pledged  to. 
build  more  schools  and  health  clinics, 
especially  in  under-served  rural  areas. 
They  all  call  for  major  spending  on  such 
job-intensive  infrastructure  projects  as 
highways  and  low-cost  housing.  Govern- 
ment incentives  would  stimulate  crea- 
tion of  new  industrial  zones  for  small- 
scale  manufacturing  plants  in  the 
country's  poorest  states,  such  as  Chia- 
pas. Funding  for  the  Solidarity  program 
would  be  dramatically  increased. 
RAGTAG  ARMY.  But  before  the  economy 
can  recover  from  slow  gi'owth  (charts) 
and  achieve  a  stable  new  course,  both 
domestic  and  foreign  investors  will  have 
to  be  convinced  that  Salinas'  successor 
can  manage.  "We're  expanding  our  office 
and  increasing  our  exposure  in  Mexico, 


but  it's  all  contingent  on  a  favoraij 
outcome  to  the  elections,"  says  one  f- 
eign  banker. 

Just  eight  months  ago,  few  woH 
have  dreamed  that  the  PRi  could  b> 
any  danger  of  losing.  Salinas  was  ce 
brating  nafta's  approval  and  was  p> 
paring  to  join  the  Organization  for  Eij. 
nomic  Cooperation  &  Developmtf- 
(OECD),  the  club  of  industrialized  natio;- 
Then  came  the  Chiapas  rebellion,  i. 
which  the  masked  Subcommander  Mi 
cos  led  a  ragtag  army  of  some  2,000  " 
dian  peasants.  ! 

Because  of  that  revolt— and  the  she 
accompanying  the  murder  of  PRi  pre 
dential  candidate  Luis  Donaldo  Colosid 
few  months  later— Mexico  has  und(i 
gone  dramatic  political  reforms.  Amof 
them:  the  naming  of  six  prominent,  m) 
partisan  citizens  to  run  the  FedeiJ 
Electoral  Institute,  which  oversees  el^ 
tions.  "Democracv  is  essential  for  \Jt 


satk 
ate 


THE  ECONOMIC 
CHALIEN6ES 

No  matter  who  wins  the 
elections,  he  will  have  to  heal 
some  of  the  economic  wounds 
that  have  opened  up  during 
Mexico's  dash  for  growth 


DATA:  FINANCE  SECRETARIAT,  BANCO  DE  MEXICO,  UN  ECONOMIC  COMMISSION 
FOR  lATIN  AMERICA  X  THE  CARIBBEAN,  BUSINESS  WEEK  ESTIMATES 
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:|  )niic  development  of  Mexico,"  says 
tl  a^o  Creel  Miranda,  39,  a  promi- 
Ej  corporate  lawyer  who  is  one  of  the 
:i  tizen  overseers, 
me  of  the  businesspeople  who  have 
;a:led  to  keep  pace  with  the  gov- 
t  nt's  economic  reforms  also  think 
.  ountry's  political  class  needs  to 
I  a  dose  of  its  own  medicine:  compe- 
:  1.  "It's  like  free  enterprise— you 
rompetition  in  politics  and  gov- 
ii,  too,"  says  Hermann  Mergen- 
:'>2,  who  employs  50  people  at  a 
1  \  (.wned  fiberglass  molding  compa- 
\  1(1  nautical  equipment  distributor  in 
'  ;■()  City  that  has  $1  million  in  annu- 

I  'rgenthaler  says  Salinas'  accomplish- 
!■  s  in  taming  inflation  and  opening 
;  ets  were  good  for  Mexico  but  so 
'  that  now  it  is  time  for  a  softer 
h.  Four  years  ago,  for  example, 
,  '..  nthaler's  company  had  to  stop 
I  ifacturing  fiberglass  boats  when  im- 
:  •(!  watei-craft  grabbed  most  of  the 


market.  More  recently,  lower  tariffs 
have  flooded  Mexico  with  Brazilian-made 
Mercedes-Benz  buses,  drastically  reduc- 
ing the  market  for  Mexican-made  buses 
that  he  supplies  with  fiberglass  parts. 
"Small  businesses  like  us  are  really  hurt- 
ing," Mergenthaler  says.  He  hopes  the 
next  government  will  lower  interest 
rates  so  he  can  invest  in  more  modern 
equipment. 

"ARM-TWISTING."  A  microcosm  of  how 
Salinas'  policies  have  brought  progi'ess— 
but  at  a  cost— is  the  state  of  Aguasca- 
lientes.  Located  in  Mexico's  geographic 
center,  the  state  has  attracted  impres- 
sive levels  of  foreign  investment  by  ad- 
vertising itself  as  a  business-friendly  en- 
vironment "where  there  hasn't  been  a 
labor  strike  in  30  years,"  as  Governor 
Otto  Granados  Roldan  proudly  notes. 
But  the  reason  labor  dissent  doesn't  ex- 
ist is  because  it's  not  allowed.  "Some- 
times a  little  arm-twisting  is  in  order," 
says  one  state  official. 

The  strong-arm  tactics  are  applied  to 
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the  political  opposition  as  well:  When 
the  Party  of  the  Democratic  Revolution 
(PRD)  organized  a  rally  in  Aguascalientes 
for  opposition  presidential  candidate 
Cuauhtemoc  Cardenas  in  May,  they 
found  that  the  15  buses  they  had  con- 
tracted to  bring  in  the  party  faithful 
were  suddenly  unavailable.  Telephone 
service  to  a  radio  station  was  cut  just 
when  Cardenas  was  scheduled  to  par- 
ticipate in  a  call-in  talk  show. 

Most  foreign  investors  are  unaware 
of  the  opposition's  complaints:  All  they 
see  is  an  apparently  stable  investment 
climate.  Nissan  Motor  Co.'s  state-of-the- 
art  auto-assembly  plant,  built  at  a  cost 
of  $1.2  billion,  today  employs  5,000  and 
exports  finished  vehicles  to  Japan.  Doz- 
ens of  other  industries  have  set  up  shop: 
Izod  golf  shirts  and  clothes  for  GapKids 
and  Dillards  Department  Stores  are 
made  in  town.  Xerox  Corp.  has  a  huge 
plant  manufacturing  copiers  and  fax  ma- 
chines, and  Texas  Instruments  Inc.  pro- 
duces integrated  circuit  boards. 

The  new  factories  have  turned 
Aguascalientes  into  a  boom  town,  at- 
tracting tens  of  thousands  of  workers 
from  other  states  to  the  slums  around 
the  city.  Priest  Francisco  Ibarra  has 
seen  the  number  of  slum  inhabitants 
more  than  double,  to  20,000,  during  the 
past  four  years.  Overall,  wages  are  a  bit 
higher  than  in  other  parts  of  Mexico. 
"But  what  they've  done  is  create  two 
Aguascalientes— one  of  the  haves,  and 
one  of  the  have-nots,"  he  says.  There 
are  only  two  telephones  for  those  20,000 
slum  dwellers.  And  though  huge,  low- 
cost  housing  tracts  are  going  up  on 
nearby  hillsides,  few  slum  residents 
could  pay  a  mortgage. 
STINGING  INDICTMENT.  So  Ibarra  has 
been  handing  out  flyers  urging  his 
parishioners  to  vote.  At  first,  they 
asked  him:  "Why 
should  I  bother 
MERGENTHALER  tx)  vote,  if  the  PRI 
Taming  inflation  was  always  wins?" 
good,  but  now  "small     Now,  says  Ibarra 

businesses  like  us  are     ^^^^  telling 
„  ,    ,.    „  me  that  maybe 

■•^^^^>'  ^'"'^'"g  this  time,  their 

vote  could  make 
a  difference— that  maybe  the  outspoken 
guy  with  the  beard  could  win." 

That  "guy  with  the  beard"  is  Diego 
Fernandez  de  Cevallos,  53,  presidential 
candidate  for  the  center-right  National 
Action  Party  (pan),  who  soared  to  the 
top  of  opinion  polls  in  May  after  a  stun- 
ning performance  in  the  first  televised 
presidential  debate  ever  held  in  Mexico. 
Thirty  million  Mexicans  watched  as  Fer- 
nandez, a  skilled  criminal  lawyer,  issued 
a  stinging  indictment  of  Salinas'  poli- 
cies, which  former  Cabinet  minister  Ze- 
dillo helped  implement.  Tiu-ning  to  Zedil- 
lo, Fernandez  said:  "We  know  you're  a 
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With  four  out  of  five  Accords 
being  made  in  America,  the 
future  has  never  looked  better. 
The  new  Accord  Sedan  from 
Honda  is  more  aerodynamically 
beautiful  than  ever. 

However,  a  closer  examination 
reveals  that  this  Accord 
is  unlike  any  you Ve  ever 
seen  before.  Everything 
about  it  has  changed, 
with  all-new  technology. 

Testing  showed  how 
changes  in  the  body's 
internal  staicture  could 
reduce  road  noise.  So  we 
added  high-tech  baffling 
materials.  It  s  very  quiet 

16  make  the  Accord 
stronger,  we  reinforced 
the  outer  body  panels 
with  thicker  steel  and  we 
added  steel  beams  and 
pads  inside  the  doors. 
It  is  easy  to  see  why  the 
new  Accord  meets  the 
federal  side-impact  standards  for 
1997,  three  years  early. 

While  we  re  on  the  subject  of 
safety,  you'll  find  that  driver's  and 
front  passenger's  airbags  SRS  are 
standard. The  Accord  EX,  here, 
even  includes  a  refined  anti-lock 
braking  system  (ABS).  Which,  of 
course,  is  also  available  on  the 
LX  and  DX  models. 

The  compact  2.2  liter,  16-valve 


engine  in  the  new  Accord  will  be 
a  topic  of  engineering  lectures 
for  years  to  come.  The  version  in 
DX  and  EX  models  produces  130 
horsepower,  while  the  EX  model 
develops  145  horsepower,  the 
most  ever  in  an  Accord.  Both  are 


After  computer  analysis  oflflJel 
how  our  automatic  transmJssiptf 
shifted,  our  engineers  designekido' 
new  transmission  so  smooth  aplj 
quiet  that  you  will  hardly  noti(if3l\<)i 
when  it  changes  gears.  ii^tfle 

A  computer  inside  the  newlsfidn 


fuel- injected  and  feamre  Honda's 
innovative  second- order  balance 
system  that  cancels  vibrations 
that  cause  other  engines  to  twist 
and  shake.  Both  are  very  smooth. 

\bu'll  find  a  new  version  of  our 
Variable  Valve  Timing  and  Lift 
Electronic  Control  system  (that's 
VI  EC  for  short)  increases  both 
power  output  and  fuel  efficiency 
in  the  Accord  EX  engine. 


Accord's  transmission  uses  an  (othe 
advanced  Grade  Logic  ContK 
System  that  can  detect  special 
driving  situations,  such  as  hills  3,.^ 
stop-and-go  traffic.  Automatica  iis 
it  then  changes  the  transmissi(  ude 
shift  points  for  the  best  possibi 
performance.  For  example,  it 
knows  when  the  Accord  is  goi|[  jp 
uphill  and  shifts  to  third  gearfi 
more  pulling  power. 


jeishistDiy 


ade  Logic  is  smart  enough 
( )\v  the  difference  between 
id  down,  too.  When  going 
ihill,  it  downshifts  to  help 
o!  your  speed.  Which  adds 
icr  level  of  refinement  and 
er  driving  enjoyment. 


well.  Their  concave  desigxi  frees 
up  more  knee  room  for  those 
passengers  riding  in  the  back.  Up 
front,  a  padded  center  armrest 
with  storage  is  ideally  positioned 
for  driver  and  passenger  comfort 
in  the  new  Accord. 


n  the  inside,  you'll  tind  Llic 
is  warm  and  inviting,  with 
ing  textures  and  soft,  plush 
:s.  A  rich,  leather-trimmed 
( )r  is  available  on  the  Accord 
lodel,  naturally, 
-ats  have  been  reshaped  to 
:r  fit  your  shape.  They  are 
r  and  more  supportive  in 
ip,  back  and  shoulder  areas, 
front  seatbacks  are  new  as 


1  he  new  iiLstruinciit  panel  is 
a  model  of  intelligent  design  and 
layout.  It  gracefully  wraps  around 
the  interior  and  is  darker  on  top 
to  reduce  irritating  glare.  Gauges 
are  large  and  easy  to  read.  And 
switches  are  right  where  they 
should  be.The  center  console  is 
slanted  to  improve  your  access 
to  heater  and  ventilation  controls 
and  audio  components. 


Honda  engineers  wrote  the 
book  on  ride  and  handling.  The 
Accord  adds  yet  another  chapter. 
Its  four-wheel  double  wishbone 
suspension  system  expertly 
soaks  up  bumps,  dips  and  rough 
pavement  without  sacrificing 

responsiveness  or  agility. 
\biril  find  that  it  tracks 
steadily  and  accurately 
through  tight  curves  and 
comers,  responding 
immediately  to  steering 
inputs  from  the  driver. 
At  highway  speeds,  you  11 
feel  more  comfortable 
and  in  complete  control. 

But  since  you  need 
to  feel  the  road,  we  have 
designed  a  new  power 
steering  system  to  do 
the  same.  It  works  like 
this.  As  you  turn  the 
steering  wheel,  it  senses 
resistance  from  the  tires 
and  provides  a  precise 
amount  of  power  assist.  It  never 
feels  unnecessarily  heavy,  numb 
or  over- assisted. 

The  Accord  has  always  had  a 
history  of  sending  everybody 
else  back  to  the  drawing  board. 
With  the  new  Accord,  history  is 
bound  to  repeat  itself 
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good  boy  who  got  good  grades,  but  your 
plan  has  left  40  million  people  in  pover- 
ty." Mexicans  had  never  seen  a  PRI  can- 
didate so  publicly  skewered. 

Fernandez,  known  as  "E/  Jefe  Diego," 
or  "the  Boss,"  virtually  disappeared  fi'om 
the  campaign  trail  in  July,  perhaps  tak- 
ing time  to  reflect  on  what  a  PAN  victo- 
ry might  mean.  Party  sources  say  he 
is  all  too  aware  that  he  might  be 
hamstrung  as  President,  forced  to  nego- 
tiate support  from  the  PRi  on  almost  all 
policy  issues,  and  dogged 
by  opposition  from  the  left- 
leaning  PRD. 

MYSTERIOUS  BREAKDOWN. 

If  elected,  Fernandez  would 
likely  continue  along  mucli 
the  same  economic  path  as 
Salinas,  and  he  has  said  he 
might  keep  some  of  the 
same  key  Cabinet  members 
to  reassure  the  business 
community.  In  fact,  the  PAN 
might  go  further  than  the 
PRI  could  in  some  cases: 
Fernandez  has  said  he  favors  privatiza- 
tion of  part  or  all  of  Pemex,  the  nation- 
al oil  monopoly. 

Cardenas,  the  60-year-old  son  of  leg- 
endary President  Lazaro  Cardenas,  has 
run  a  largely  lackluster  campaign  as 
the  pro's  candidate.  Back  in  1988,  Car- 
denas staged  an  independent  run  for 
the  presidency.  Many  Mexicans  believe 
he  actually  won  the  vote:  Government 


computers  mysteriously  broke  down  on 
election  night,  and  Salinas  was  pro- 
claimed the  winner,  with  50.3%  of  the 
vote.  Since  then,  Cardenas  has  done 
several  about-faces  on  policy  matter? 
and  now  supports  the  broad  principles 
of  NAFTA  and  privatization.  "The  coun- 
try's circumstances  have  changed,  and 
our  priorities  are  different  now,"  Carde- 
nas explains  during  a  campaign  stop  in 
the  small  town  of  Matehuala,  in  San 
Luis  Potosi  state.  But  he  still  believes  in 
greater  state  control  over 
industry  and  wants  to  re- 
negotiate parts  of  NAFTA. 

Even  if  Cardenas  isn't 
likely  to  win,  his  campaign- 
ing in  places  such  as  Mate- 
huala has  helped  spotlight 
urgent  needs.  Standing  at 
a  makeshift  podium  on  the 
back  of  a  truck,  Cardenas 
tells  a  crowd  of  around 
1,000  poor  campesinos  that 
Mexico  needs  more  jobs.  A 
gi'oup  of  women  who  had 
traveled  an  hour  from  their  village  to 
see  Cardenas  couldn't  have  agreed  more. 
Their  village  is  virtually  empty  of  men, 
who  have  all  left  for  jobs  on  the  border 
or  in  the  U.  S.  Laments  Elida  Torres, 
29,  a  divorced  mother  of  four:  "The  boys 
leave  school,  and  there's  no  work." 

Few  would  argue  that  Zedillo,  42, 
with  a  doctorate  in  economics  from  Yale 
University,  is  underqualified  to  run  the 


lier, 


Jit 


country's  finances.  But  he  may  lack 
political  skills  that  Mexico's  next  Pi 
dent  will  need  to  balance  fiscal  and 
cial  concerns.  He  is  an  awkward 
paigner  whose  speeches  drone  on 
on  with  dry,  10-point  programs  of  ac 
for  every  conceivable  issue.  "I  ag 
that  he  comes  across  as  a  technocrs 
real  nerd,"  says  one  top  party  offii 
"But  no  one  doubts  that  he  has 
Crete  proposals  to  solve  the  count 
problems." 

No  matter  which  man  wins,  the  bi 
outlines  of  Mexico's  future  econo 
course  are  largely  charted.  What 
change,  however,  is  the  pace  and  n 
ner  with  which  the  govei'nment  purs  *  ■ 
its  strategy.  "There's  a  remarkable  (  HW' 
sensus  on  what  the  agenda  of  the  r  psite 
administration  should  be,"  says  D  >fbl 
Baer,.  director  of  Mexico  studies  at  ntt  n 
Center  for  Strategic  &  Internatic  Mtii 
Studies  in  Washington.  "The  macro(  &  Jk' 
nomic  hou.se  is  in  order,  and  n 
there  will  be  more  emphasis  on  the  fee 
cro."  In  her  view,  that  means  sigi  year; 
cantly  more  investment  for  social  ne  'lion 
such  as  education  and  health,  and  on  WK 
frastructure  such  as  roads,  ports,  ;  tame 
telecommunications.  mistR 

The  trick  will  be  to  spend  more  fcreigi 
these  programs  without  aggravating  prate 
flation,  pressuring  the  peso,  or  disc  iliov.ir 
raging  foreign  capital  flows.  In  sh([ 
to  keep  the  Mexicans  happy  at  the  saptrel 
time  that  foreign  investors  are  ha 
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It  isn't  easy  to  be  an  election  'iing 
dog  when  you're  watching  yo  iih 
for  a  possible  assassin's  bullsb 
that's  exactly  what  Sergio  Aguay  lys,  si 
ing.  Aguayo,  46,  one  of  the  top  o  aip 
tors  of  Civic  Alliance,  a  coalitior  »& 
grassroots  groups  that  are  moiiowti 
Mexico's  Aug.  21  election,  rec<!(iem: 
chilling,  typewritten  death  threaii  All: 
months  ago  warning  him  not  to  imnaij 
far  in  his  campaign  for  fraud-frt  Hid  o 
tions.  Taking  the  threat  seriously  imeiit 
cepted  a  government  offer  of  pr(  aiidid 
and  is  now  accompanied  24  hour  is  of 
by  three  armed  bodyguards.  oadca 
Electior  pposii 

AGUAYO  Mexico  _ar  ^ 

„.     ^    ■   ^     n-  ■    ous  busine  m^] 
His  organization,  Civic   ,,.  ^„j>,P' 
"  '  this  yearJfliey 

Alliance,  is  trammg  as  dential  vot  leco, 

many  as  12,000  official  pecially  ciyii 

election  observers  with  tensidrpd 

^^Bzirzji^^m  assassinate  etvei 
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/  Subcommander 
s,  center,  the 
ig  was  a  wake-up 
Mexico 


government  cannot 
)r  all  its  social  and 
cal  infrastructure 
while  maintaining 
inced  budget.  That 
f  alone  will  deter  a 
ialinas  government 
turning  inward  and 
ing  in  such  old-style 
3  as  nationalization 
ets. 

rMBIGUOUS."  Quite 
pposite,  the  Mexi- 
xe  likely  to  attempt 
;ract  more  foreign 
ment  into  restricted 
*s.  Mexico  has  re- 
I  $81  billion  in  capi- 
flows  over  the  last 
years,  but  only 
illion  was  in  direct  investment, 
lave  to  open  up  to  foreign  inves- 
n  a  more  unambiguous  way,"  says 
mist  Ramirez.  That  means  liberal- 
foreign  investment  laws  to  afford 
protection  to  minority  investors 
illowing  greater  investments  in 
industries  as  cement,  glass,  bank- 
)etrochemicals,  and  air  and  road 
Dortation. 


In  the  end,  what  the  August  elec- 
tions represent  is  a  search  to  find  a 
new  balance  as  the  country  enters  a 
second,  crucial  stage  of  its  dash  for 
prosperity.  Even  if  the  PRI  wins,  the 
country  wall  never  be  the  same.  Mexico 
is  undergoing  "twin  transitions  toward 
an  open  economy  and  a  competitive, 
pluralistic  political  system,"  says  a  sen- 
ior Clinton  Administration  official.  "If 


Mexico  can  pull  this  off,  it  will  be  one 
of  the  great  international  success  sto- 
ries of  the  late  20th  century."  That's 
why  the  task  of  building  a  new  democ- 
racy—brick by  brick— is  one  in  which 
the  U.  S.  and  the  world  at  large  have  a 
vital  stake. 

By  Geri  Smith  in  Mexico  City,  ivith 
Elizabeth  Weiner  in  Aguascalientes  and 
Elisabeth  Malkin  in  Matehuala 


nstitutional  Revolutionary  Par- 
•esidential  candidate  Luis  Do- 
sio  established  a  precedent  for 
lat  others  cannot  afford  to  ig- 
Aguayo's  mission— to  prevent 
)f  widespread  fraud  that  has 
uling  PRI  in  continuous  power 
irs— is  highly  visible.  "There 
when  I  feel  very  anguished," 
lys,  sitting  on  a  desk  in  Civic 
jadquarters.  "An  entire  regime, 
)olitical  system  is  disappearing, 
low  that  its  members  are  re- 
demise." 
ic  Alhance  is  trying  to  guaran- 
.mpaigning  as  well  as  fair  bal- 
nid  complaints  that  Mexico's 
iment  television  network  fa- 
andidates,  the  alliance's  week- 
is  of  TV-news  coverage  has 
^adcasters  to  give  more  air- 
aposition  candidates.  By  elec- 
^guayo  hopes  to  train  as  many 
people  as  official  election  ob- 
!'hey  will  monitor  the  vote  at 
le  country's  96,000  ballot  box- 
illy  in  rural  areas  where  local 
)r  political  bosses,  have  tradi- 
elivered  overwhelming  victo- 


ries  to  the  PRI.  At  least  13  other  civic 
groups  are  also  planning  to  send  observ- 
ers into  the  field  on  election  day,  includ- 
ing the  Mexico  City  Rotary  Club  and 
the  Mexican  Employers'  Confederation,  a 
leading  business  group.  By  some  esti- 
mates, there  may  be  as  many  as  150,000 
Mexican  observers  watching  the  vote- 
plus  several  hundred  foreign  "visitors," 
who  will  be  allowed  to  monitor  the  elec- 
toral process  without  making  any  official 
judgments  on  it. 

"SKepncAL"  VOTERS.  To  Aguayo,  this  is 
proof  that  Mexicans  finally  are  gaining 
control  of  their  society  after  years  of  PRI 
domination.  There  are  today  more  than 
400  grassroots  organizations  aimed  at 
defending  housing  rights,  the  environ- 
ment, and  most  recently,  electoral  rights. 
Civic  Alliance  was  formed  after  last 
November's  controversial  gubernatorial 
balloting  in  Yucatan  state,  when  it  be- 
came apparent  that  the  only  way  to  com- 
bat fraud  was  to  have  election  observers 
on  hand. 

Aguayo,  a  professor  at  the  Colegio  de 
Mexico  whose  specialty  is  U.  S.  foreign 
policy  and  security  issues,  compares  Mex- 
ico's struggle  to  achieve  free  elections 


with  the  U.  S.  civil  rights  crusade.  "The 
rise  of  civil  society  in  a  country  takes 
years,"  Aguayo  reflects.  "When  you 
study  history,  you  realize  that  big  histor- 
ic moments  are  made  up  of  many  small 
moments.  I  know  that  what  we're  doing 
right  now  could  have  a  big  impact  on 
Mexican  history." 

Aside  from  election  observers,  at  least 
nine  organizations  plan  to  carry  out 
"quick  count"  tallies  of  the  balloting  to 
compare  with  official  voting  returns.  The 
Mexican  Chamber  of  Radio  &  TV  Net- 
works has  employed  prominent  U.  S.  poll- 
ster Warren  Mitofsky,  who  has  moni- 
tored American  elections  for  the 
networks  for  27  years  and  who  also  has 
undertaken  quick  counts  in  Russia  and 
the  Philippines.  "I'm  amazed  by  how 
skeptical  Mexicans  are  about  the  validity 
of  poll-taking  and  about  the  election  re- 
sults themselves,"  Mitofsky  exclaims. 
"I've  never  seen  such  skepticism  any- 
where in  the  world."  That's  because  Mex- 
ico has  a  long  history  of  unbelievable 
outcomes.  But  with  groups  such  as  Civic 
Alliance  watching,  all  that  could  be 
changing. 

By  Geri  Smith  in  Mexico  City 
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PSST!  WANNA  BUY 
A  USED  STEEL  PIANT? 


Japan  breaks  a  taboo  by  selling  off  equipment  to  Asian  rivals 


When  word  got  around  that 
Manila-based  National  Steel 
Corp.  planned  to  build  an  in- 
tegrated mill  in  Cagayan,  senior  super- 
visor Noel  Lagan  was  besieged  by 
Japanese  companies  offering  to  supply 
billions  of  dollars'  worth  of  equipment. 
What  they  were  hawking,  he  says,  was 
not  shiny  new  machinery  but  used 
ecjuipment  from  Japan's  growing  backlog 
of  idle  production  lines.  Among  those 
on  the  prowl  for  buyers  are  famous 
names  such  as  Mitsubishi  Steel  Manu- 
facturing, Sumitomo  Metal  Industries, 
and  Kawasaki  Steel.  "You  better  believe 
they  are  aggressive,"  says  another 
Philippine  steel  executive.  "They  know 
our  requirements  and  approach  us  with 
deals." 

Driving  this  campaign  to  unload  sec- 
ond-hand machinery  abroad  is  a  stag- 
gering $206  billion  worth  of  excess 
Japanese  production  capacity,  according 
to  Industrial  Bank  of  Japan  Ltd.  This 
vast  array  of  idle  equipment,  from  tex- 
tile machines  to  cement  plants,  has  been 


accumulating  for  four  years,  since 
Japan's  bubble  economy  burst  and  put 
an  end  to  its  biggest-ever  capital  spend- 
ing binge. 

The  hangover  is  all  the  worse  be- 
cause Japan  is  undergoing  a  transfor- 
mation from  an  Asian  dynamo  to  a 
more  mature  economy,  with  jobs  shift- 
ing from  manufacturing  to  services. 
Says  Dick  Beason,  senior  Tokyo 
economist  for  James  Capel  Pacific:  "All 
those  people  who  were  saying  Japan 
was  unique  are  disap- 
pearing into  the  wood- 
work." Many  Japanese 
managers  can  wait  no 
longer  for  a  recovery 
to  bail  them  out— so 
the  fire  sale  is  on. 

Nippon  Paper  Indus- 
tries, for  example, 
plans  to  shut  down  six 
of  its  60  mainstay  pa- 
per machines  this  year 
and  is  looking  for  buy- 
ers for  them,  as  well  as 
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for  coating  and  spooling  equipment.  / 
in  June,  Sony  Corp.  shipped  12  machi 
for  stamping  parts  onto  circuit  boards 
a  joint  venture  in  Indonesia. 

What  the  pileup  of  idle  machiner 
and  the  push  to  unload  it— signify  i 
radical  rethinking  of  capital  spend 
practices.  A  slower-growing  econo 
may  spell  the  end  of  the  frequent  fa( 
ry  upgrades  that  have  helped  Japan 
companies  keep  ahead  of  foreign  riv; 
UP  ON  THE  BLOCK.  The  sales  of  plant^j  ( 
potential  competitors  also  signal  a  si. 
from  Japan's  former  island-fortress  bi, 
ness  mentality.  Tokyo-based  corpor  p, 
lawyer  Lynn  Pickard  recalls  just  a  f 
years  ago  watching  a  Japanese  execut 
being  harangued  by  a  TV  newscaster 
selling  some  of  his  factory's  used  eqi  ^ 
ment  overseas.  "It  was  like  there  v( 
something  unpatriotic  about  it,"  Pick; 
says. 

These  days,  even  the  Japanese  g( 
ernment  is  giving  a  hand  in  the  sell-( 
The  Ministry  of  International  Trade 
Industry  has  bej 
pushing  the  idea  of  S( 
ing  some  excess  peti^, 
chemical  installations 
China.  Industry  sour 
expect  an  ethyle 
plant  of  Mitsubi; 
Chemical  Corp.,  to 
formed  by  a  merger 
October,  to  go  on  ti, 
block. 

Also  helping  comp 
nies  hawk  used  equi[(| 
ment  is  the  Japan 
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tional  Development  Organization 
,  an  arm  of  the  business  federa- 
ieidanren.  JIDO  is  negotiating  a 
or  Toyo  Rayon  Co.  to  sell  $30  mil- 
/orth  of  spinning  machinery  to  a 
iny  in  Uzbekistan, 
tap  the  lucrative  business  potential 
ikcring  such  deals,  trading  giant 
omo  Corp.  early  this  year  set  up  a 
venture  with  Pittsburgh's  Tippins 
vvhich  buys  and  refurbishes  steel- 
ig  equipment  and  resells  it.  Sumi- 

has  identified  about  20  mills  in 
I  and  Southeast  Asia  that  are  sell- 
r  scrapping  equipment,  and  Tip- 
lopes  to  make  its  first  deal  as  a  re- 
of  the  joint  venture  within  six 
IS.  Meanwhile,  Sumitomo  has  got- 
iquiries  fi'om  Japanese  companies 
ig  to  sell  everything  fi-om  auto  as- 
ly  lines  to  chemical  plants, 
spite  the  flurry  of  plant  sales,  ex- 
ig  used  machinery  is  still  a  touchy 

Says  Keinosuke  Yamada,  a  Sumi- 
manager  who  u  helping  with  the 
ns  venture:  "There  is  often  a  con- 
that  after  the  equipment  is  sold, 
e  used  to  make  stuff  that  will  be 
ed  back  to  compete  in  Japan." 
BIND.  The  fears  run  deeper  than 
With  Japanese  companies  pouring 
illion  a  year  into  direct  investment 
eas,  corporate  captains  are  warning 
;he  nation's  industrial  base  may  be 
hollowing  out.  And  keeping  em- 
lent  high  is  a  sacred  cow  for  major 
lese  companies.  So  far,  they  have 

shifting  excess  workers  to  affili- 
and  lending  them  to  other  compa- 
rather  than  firing  them, 
ch  policies  put  Japanese  industry  in 
d.  Susumo  Kato,  an  economist  at  cs 

Boston  (Japan),  says  it  may  be 
;  before  there's  much  improvement 
pan's  cuiTent  capacity  utilization  of 
70%  in  manufacturing  (chart).  Next 
,  Japanese  companies  may  see  a 
rise  in  profits— which  will  help  cov- 
e  costs  of  closing  down  more  lines, 
events  may  be  overtaking  such 
ual  adjustments.  For  the  first  time 
odern  history,  industrial  capacity 
wer  the  past  two  quarters.  With 
iomestic  economy  slowing  to  a  ma- 
pace  just  as  the  high  yen  is  braking 
rt-led  growth,  more  radical  reme- 
may  be  needed. 

lat's  why  Japanese  companies  are 
coming  their  aversion  to  packing 
;eded  machinery  off  to  distant 
es.  The  former  taboo  against  such 
as  "is  rapidly  losing  force,"  says 
itomo's  Toru  Umehara,  another  man- 
involved  in  the  Tippins  venture.  If 
taboo  is  falling,  can  lifetime  em- 
inent be  far  behind? 
/  Larry  Holyoke  in  Tokyo,  with  Keith 
ilexander  in  Pittsburgh  and  Teresa 
r  in  Manila 
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STILL  CLIMBING 

IN  ASIAN  SKIES:  BOEING 


It's  driving  to  head  off  rivals  in  the  world's  fastest-growing  market 


Aug.  8  is  a  day  of  good  luck  on 
the  Chinese  calendar,  and  for 
Boeing  Co.  that's  certainly  the 
case.  On  that  date,  the  giant  planemak- 
er  announced  a  $100  million  plan  to 
build  a  major  presence  in  China,  com- 
plete with  a  new  headquarters,  a  large 
spare-parts  facility,  extra  training  pro- 
gi'ams  for  Chinese  air  crews,  and  a  deal 
to  buy  fuselage  sections  for  the  737 
from  local  manufacturers. 

Boeing  is  upping  the  ante  in  Asia, 
the  fastest-growing  market  for  aircraft 
in  the  world.  Last  year,  Asian  carriers 
bought  Boeing  planes  worth  $8.7  bil- 
lion, 34%  of  its  total  revenue,  up  from 
18%  in  1991.  Boeing  predicts  that  40%  of 


not  waiting  for  that  to  happen  in  the 
Pacific  Rim.  The  competition  is  already 
heating  up.  Although  Airbus  has  sold 
only  35  jets  to  China  so  far,  vs.  167  for 
Boeing,  it  plans  to  invest  $25  million  in 
maintenance,  training,  and  spare-parts 
facilities  in  China.  In  June,  Airbus  won 
a  $1.8  billion  order  from  Singapore  Air- 
lines Ltd.,  and  Hong  Kong's  Cathay  Pa- 
cific Airways  Ltd.  has  become  a  big 
ljuyer  of  its  A340  jumbo  jets.  "Asia  is 
liecoming  critically  important  for  Air- 
lius,"  says  John  J.  Leahy,  Airbus  North 
America's  president,  who  will  soon  head 
the  parent  company's  worldwide  sales 
and  marketing. 

Then  there's  the  potential  thr-eat  fi'om 


BOEING'S  ASIAN  PUSH 

MANUFACTURING 

Boeing  is  outsourcing  tlie  production 
of  big  parts  of  the  737,  767.  and  777 
to  China  and  Japan.  It  may  develop  a 
100-seater  with  both  countries. 

SERVICE 

Boeing  is  building  a  large  new  spare- 
ts  center  in  Beijing,  increasing 
ce  bases  in  China  from  6  to  16. 
training  Chinese  air  crews. 


estimates  Japan  and  China 
•  $136  billion  worth  of  aircraft 
from  all  suppliei's  through  2014. 
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HEADING  WEST:  CUSTOMER-READY  747s 


future  air-traffic  growth  will  come  from 
Asia-Pacific  travel,  and  it  wants  those 
passengers  to  fly  on  Boeing  jets. 

So  the  planemaker  is  wooing  the  Chi- 
nese and  Japanese  with  joint-manufac- 
turing deals,  offering  special  assistance 
in  training  Chinese  crews,  and  even  dis- 
cussing the  prospects  for  a  jointly  de- 
signed and  built  American-Japanese-Chi- 
nese plane— all  to  lock  out  any 
European,  American,  or  even  Asian 
threat  to  its  hegemony. 

Boeing's  Asian  market  share  already 
surpasses  60%.  But  it  has  seen  its 
archrival.  Airbus  Industrie,  grab  away 
share  in  Europe  and  the  U.  S.,  and  it's 


the  Asians  themselves.  Ti'ue,  no  Asian 
aerospace  company  can  compete  with 
Boeing  or  Airbus  yet.  But  the  Chinese 
are  building  and  selling  50-seat  com- 
muter jets,  and  the  Japanese  have  the 
technology  knowhow  to  construct  even 
bigger  airframes. 

HEAVY  METAL.  To  keep  the  fate  of  Asian 
cierospace  in  its  hands,  Boeing  is  steadi- 
ly broadening  its  relationship  with 
Japan's  three  major  players,  Mitsubishi 
Heavy  Industries,  Kawasaki  Heavy  In- 
dustries, and  Fuji  Heavy  Industries. 
The  Japanese  "heavies"  make  15%  of 
the  airframe  of  the  Boeing  767  and  20% 
of  Boeing's  newest  plane,  the  777.  Eu- 
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ropeans  believe  the  Boeing  strategy 
helped  to  ensure  its  dominance  in 
Japan,  where  Airbus  has  landed  only 
60  orders,  from  two  airlines  and  a  leas- 
ing firm. 

In  China,  Boeing  has  also  grabbed 
the  lion's  share  of  the  mai'ket,  but  it 
has  been  slower  to  help  China's  aircraft 
industry.  McDonnell  Douglas  Corp. 
jumped  in  early  on,  agreeing  in  1985  to 
produce  25  narrowbodies  jointly  in 
Shanghai.  In  1992,  Boeing  competed  for 
a  project  to  build  planes  for  regional 
routes  but  lost  to  McDonnell. 

But  Boeing  has  kept  at  it,  gradually 
building  close  relations  with  two  state- 
owned  factories  in  Xian  and  Shenyang. 
Since  1980,  Boeing  has  bought  more 
than  $100  million  in  parts  from  China, 
starting  with  doors  and  working  up  to 
more  complicated  tail  fins.  Now,  Boe- 
ing has  placed  its  biggest  order  yet: 
100  rear-body  sections  to  be  built  by 
Xian  for  the  737,  cuiTently  built  by  Boe- 
ing in  Wichita. 

LOCAL  SUPPORT.  The  deal  should  widen 
Boeing's  lead  in  the  China  market, 
which  already  purchases  25%  of  its  pro- 
duction of  737s.  "There's  no  question, 
in  many  countries,  there's  a  need  to 
show  a  willingness  to  support  their  in- 
dustries," says  Richard  Albrecht,  Boe- 
ing's executive  vice-president  for  sales 
and  marketing. 

By  working  so  closely  with  the 
Japanese  and  Chinese,  Boeing  is  taking 
a  risk  that  it  may  be  helping  to  develop 
future  competitors.  Yet  so  far,  the 
Japanese  have  been  satisfied  with  the 
role  of  partner,  and  the  Chinese  have  a 
long  way  to  go  before  they  could  be 
serious  rivals. 

Such  concerns  haven't  stopped  Boeing 
from  entering  a  potentially  bigger  phase 
of  cooperation  with  the  Asians:  co-de- 
veloping an  all-new  plane.  Since  May, 
Boeing  has  been  holding  intensive  dis- 
cussions with  Japanese  and  Chinese  sup- 
pliers about  designing  and  producing 
an  80-  to  100-seat  jet  to  serve  short- 
haul  markets.  China  would  be  a  huge 
market  for  such  planes,  since  it  is  build- 
ing or  upgrading  airports  in  30  cities, 
and  air  traffic  recently  has  been  grow- 
ing close  to  30%  a  year. 

The  talks  are  in  an  early  phase,  and 
the  Japanese  have  also  been  discuss- 
ing development  of  a  70-  to  100-seat 
plane  with  the  French-Italian  aero- 
space consortium  atr.  Japanese  officials 
insist  that  the  Europeans  are  not  out  of 
the  race,  but  an  ATR  spokesperson  ad- 
mits that  Boeing  appears  to  have  the 
edge.  So  far,  Boeing's  luck  in  Asia  is 
holding. 

By  Dori  Jones  Yang  in  Seattle,  with 
Steumrt  Toy  in  Paris  and  bureau  reports 


NIGERIA  I 


WILL  CHAOS  IN  LAGOS 
SEND  OIL  PRICES  SPURTING? 


As  workers  strike  to  oust  the  generals,  output  plummets 


As  the  confrontation  between 
striking  oil  worker's  and  the  mil- 
itary government  enters  its 
seventh  week,  Lagos  is  on  the  verge  of 
collapse.  The  banks  have  been  shut 
down  for  a  week.  Drivers  spend  as 
much  as  four  nights  waiting  in  line  to 
buy  fuel  for  $12  a  gallon  from  profiteer- 
ing soldiers. 

The  effects  of  the  strike  are  being 
felt  far  beyond  the  steamy  Nigerian  cap- 
ital. The  loss  of  25%  of 
Nigeria's  usual  output 
of  2  million  barrels  per 
day  has  helped  fuel  the 
recent  runup  in  oil 
prices.  The  price  of  a 
barrel  of  light,  sweet 
crude  for  September 
delivery  has  risen  fi'om 
below  $14  in  March  to 
more  than  $20  a  bar- 
rel in  early  August. 
"It's  keeping  the  mo- 
mentum alive,  keeping 
the  bullish  psychology 
going,"  says  Lawrence 
J.  Goldstein,  president 
of  Petroleum  Industry 
Research  Foundation 
Inc.  in  New  York. 
TREASON?  Goldstein  es- 
timates that  the  situa- 
tion in  Nigeria  is 
adding  $1  a  barrel  to 
oil  prices.  The  market 
is  now  very  sensitive 
to  news  from  Nigeria. 
With  world  demand 
rising  and  supplies 
tight,  prices  could 
surge  if  output  tanks. 
Yet  a  labor  settlement 
could  lead  to  a  plunge  in  prices.  "The 
bad  news  is  factored  in,  so  the  trader 
had  better  watch  his  back,"  says  Fareed 
Mohamedi,  an  analyst  at  Washington- 
based  Petroleum  Finance  Co. 

Traders  are  closely  monitoring  the 
travails  of  Moshood  Abiola.  The  multi- 
millionaire businessman  from  the  south- 
west was  elected  President  in  June, 
1993,  but  the  military  barred  him  fi'om 
taking  office.  His  jailing  this  June  on 
charges  of  treason  sparked  the  strike. 


The  oil  workers  demand  Abiola's  ' 
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conditional  release,  but  they  sei 
chance  to  accomplish  something  mi 
bigger.  Joining  with  pro-democracy 
tivists,  they  are  out  to  topple  the  n 
tary  rulers,  who  are  widely  viewed 
having  grossly  mismanaged  Niger! 
economy.  The  unions  want  to  get  1 
oil  industry  out  of  coiTupt  hands.  TI 
also  insist  that  the  government  pay  I 
$800  million  in  arrears  it  owes  Ro; 

Dutch/Shell  Group  £ 
other  internatioi 
companies  for  costs 
joint  ventures.  Th< 
arrears,  they  say,  i  ^ 
souring  the  inter! 
tional   majors'  vi( 
of  Nigeria,  discouri 
^^k^'    ing  investment, 
^BB|    threatening  jobs. 
'WT    demand  the  exit  of  t 
^1    military  so  that  coi 

dence  and  econor  ^^j^, 
progi'ess  will  return 
our  country,"  saysL^^ 
workers'  statement, 
SHELLED.  To  date,  t 
sti'ike  has  hit  Shell- 
far  the  largest  pi'odl 
er  in  Nigeria— harde 
The  company  says  i 
losing  at  least  a  thi 
of  its  usual  product! 
of  920,000  barrels  pEi 
day.  Other  companii 
including  Agip,  Mot  lU 
and  Chevron,  are  al 
suffering  cuts. 

The  military  h 
tried  to  split  the  pi 
democracy  forces  1 
offering   Abiola  h 


m 
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and  trying  to  cut  a  deal  to  oil  workei 
So  far,  nothing  has  worked.  Even  if 
short-term  solution  is  found,  the  situ 
tion  is  likely  to  stay  explosive.  The' 
are  deep  and  growing  cleavages  betwe 
the  northern  military  elite  and  tl 
south,  where  oil  is  produced.  Whal 
likely  is  a  long  power  struggle  that  w 
give  the  oil  markets  a  lot  to  think  aboi 
By  ■Macluku  Ugiru  in  Lagos,  Stard 
Reed  in  New  York,  and  Julia  Flynn 
London 
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E  TAIWAN  STRAIT— BUT  HOW  FAR? 


nly  a  few  weeks  ago,  relations  between  Taiwan  and 
I  China  seemed  to  be  deteriorating  quickly.  After  the 

suspicious  deaths  of  24  Taiwanese  near  Shanghai, 
cups  boycotted  China  and  politicians  denounced  Beijing. 

gesture  of  defiance,  Taipei  refused  during  a  July  ty- 
U)  allow  900  Chinese  fishermen  working  illegally  on  Tki- 
;  ships  to  come  in  off  the  high  seas.  Ten  of  them  subse- 
/  died. 

helping  to  change  that  climate  was  an  August  visit  to 
by  Tang  Shubei,  vice-chairman  for  Beijing's  quasi-official 
ition  for  Relations  Across  the  Taiwan  Strait.  Tang  and 
wanese  counterpart,  Chiao  Jen-ho,  wrapped  up  agree- 
on  illegal  Chinese  immi- 
repatriation  of  hijackers,  and 
rights.  These  first  signifi- 
3als  since  1949  signal  a  new 
cross-strait  relations. 
CD  NORMALCY.  Taiwan's  strat- 
to  get  Beijing  to  treat  it  like 
al.  China  has  long  threatened 
.de  if  Taiwan  declares  formal 
ndence.  Yet  by  signing  the 
cords,  the  Chinese  have  tacit- 
itted  that  Taipei  is  a  separate 
ment.  "The  more  high-level 


TAIPEI  TETE-A-TETE:  TANG  SHUBEI  WITH  CHIAO  JEN-HO 


gotiations  between  the  two  sides,  the  more  separate 
ientities  become  as  two  individual  nations,"  says  K.  S. 
)rofessor  at  National  Chungchi  University  in  Taipei. 
)e  sure,  some  of  the  biggest  issues  have  yet  to  be  ad- 
d:  Taiwanese  want  investment  guarantees  to  protect 
i  billion  they  have  put  into  China,  while  Beijing  covets 
transportation  links  with  Taiwan.  While  neither  side  is 
to  yield  quickly,  the  trend  toward  normalization  of  re- 
is  likely  to  continue.  They  are  being  pushed  by  grow- 
momic  ties,  including  bilatei-al  trade  estimated  at  $3.7 
through  May  of  this  year,  up  9%  over  1993.  'A  symbi- 
onomic  relationship  is  inevitable,"  says  C.  J.  Lee,  direc- 


tor of  the  Mainland  China  Economy  Institute  in  Taipei. 

But  don't  look  for  Taipei  to  embrace  Beijing  enthusiastical- 
ly. With  local  elections  slated  for  later  this  year  and  with  Pi-es- 
ident  Lee  Teng-hui  scheduled  to  be  tested  in  1996,  the  ruling 
Kuomintang  doesn't  want  to  alienate  voters  deeply  suspi- 
cious of  Beijing.  Such  feelings  led  to  violent  protests  over  the 
Chinese  negotiator's  presence.  As  it  moves  closer  to  China,  the 
KMT  will,  therefore,  continue  to  guard  its  independence  by 
pressing  for  admission  to  the  U.  N.  and  building  international 
alliances. 

Renewed  U.  S.  interest  in  Taiwan  may  make  it  easier  for  the 
two  Chinas  to  reach  an  understanding.  The  Clinton  Administra- 
tion is  reviewing  policy  toward  Tai- 
wan and  could  soon  allow  Cabinet- 
level  exchanges  and  other  symbolic 
gestures.  By  giving  Taipei  a  sense  of 
security,  these  moves  could  allow  it 
to  take  more  chances  bargaining 
with  Beijing. 

That's  what  Taiwan's  business 
community  wants.  Executives,  who 
must  now  travel  to  China  through 
Hong  Kong  or  another  third  country, 
want  direct  transportation  links  as 
much  as  Beijing  does.  Government- 


run  Taiwanese  enterprises  want  an  end  to  the  ban  on  state-sec- 
tor investment  in  China.  Despite  predictions  that  Taiwanese  ar- 
dor for  China  would  cool,  many  of  the  island's  biggest  companies 
see  success  there  as  the  key  to  their  global  competitiveness. 

More  talks  are  scheduled  for  next  month.  With  elections 
four  months  off,  Taiwan  will  likely  want  to  bide  its  time. 
But  the  new  spirit  of  cooperation  has  already  helped  hundreds 
of  illegal  Chinese  fishermen  sleep  easily:  During  Tang's  visit, 
another  typhoon  slammed  the  island— but  this  time,  Taipei  al- 
lowed the  Chinese  into  port  away  from  the  storm. 

By  Margaret  Dawson  in  Taipei,  with  Bruce  Einhorn  in  New 
York 
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ixious  to  rejuvenate  a  faltering 
)rivatization  program,  France  is 

to  sell  a  big  chunk  of  state-owned 
maker  Renault  by  yearend.  Insur- 
F  had  been  next  in  line,  with  polit- 

sensitive  Renault  expected  to 
until  after  next  May's  presidential 
on.  But  the  car  producer,  which 
ichieved  a  strong  turnaround,  is 

to  excite  investors  more  because 
jial  .services  companies  have  fallen 
Df  favor.  BNP,  Matra-Hachette, 
Elf  Aquitaine  are  likely  to  buy 
s  in  Renault  under  FYance's  policy 
lilding  "hard  cores"  of  friendly 
holders. 


FRENCH  FARM  PLOT 


France,  reputed  to  be  the  European 
Union's  cleverest  member  when  it 
comes  to  Brussels  politics,  is  at  it 
again.  Its  squeaky-wheel  tactics  on 
the  recently  completed  world  trade 
agreement  won  big  concessions  for  its 
heavily  subsidized  farmers.  Hoping  to 
extend  the  winning  streak,  the  Fi-ench 
government  is  now  jockeying  to  put 
one  of  its  nationals  in  the  Agriculture 
Commissioner's  spot  at  the  European 
Union.  That  would  give  France,  the 
EU's  biggest  agricultural  power,  con- 
trol over  a  juicy  portfolio  that  gets 
more  than  half  of  the  $87  billion  EU 
budget. 


VENEZUEUV  BANKING  DEBACLE 

In  the  latest  installment  of  a  long- 
running  banking  crisis,  the  govern- 
ment took  control  of  Banco  de  Vene- 
zuela, the  country's  second-largest 
bank,  and  pumped  in  $295  million  to 
keep  it  running.  That  brings  to  10  the 
number  of  banks  taken  over  since  Jan- 
uary. The  government  also  extended 
loans  of  $253  million  to  four  other 
shaky  banks.  So  far,  the  bailouts  have 
cost  the  government  more  than  $6  bil- 
lion. President  Rafael  Caldera  is  ex- 
pected to  hike  gasoline  prices  to  help 
narrow  the  huge  resulting  budget  def- 
icit. A  similar  move  led  to  bloody  riots 
in  1989. 
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From  The  Gompany 
That  Taught  The  WoRLd 

How  To  COMRINE  PoWERi 
And  AFFORDABILITYt  1 


Lesson- Two. 


hen  we  introduced  the  Comjjaq  ProLinea, 
it  was  more  than  just  a  new  computer.  It 
was  a  whole  new  idea.  The  first  computer 
to  dehver  the  right  features  and  high  quahty  at  a 
price  that  was  affordable  for  everyone.  1;^  ■ 

And  now  we'd  like  to  build 
on  that  idea.  Introducing  our  newest 
ProLinea:  A  computer  that's  been 
designed  to  make  your  money  go  further  still. 

To  begin  with,  it's  fast.  Our  new  ProLinea 
offers  a  choice  of  Intel  processors,  right  up  to 
the  IntelDX4.  Video  is  up  to  27%  faster. 
With  support  for  a  128K  memory  cache,  you 
can  boost  speed  another  35%.  And,  should 
you  ever  thirst  for  greater  speed, 
you  can  easily  upgrade  to 
a  Pentium  OverDrive. 
But  going  faster  is  only  part  of  our  story. 
True  to  the  Compaq  spirit,  we  made  ProLinea 
even  easier  to  use.  It  com.es  pre-loaded  with 
the  latest  version  of  Microsoft  Windows,  along 
with  Tab  Works',"  which  graphically  simplifies 


the  way  you  view  and  organize  all  of  your  work. 

It  also  comes  with  built-in  Plug  and  Play 
capabilities,  bringing  new  ease  to  the  process 
of  adding  add-on  devices  and  expansion  cards. 

And  while  we  made  the  ProLinea  easier  to 
work  with,  we  also  made  it  easier  to  own.  It 
meets  Energy  Star  .standards,  to  save  money 
in  the  long  run.  Better  still,  it's  priced  to  keep 
your  co.sts  down  today— starting  at  only  $950.* 
That,  of  course,  includes  all  the  benefits 
of  owning  a  Compaq,  from  our 
free  three-year  warranty**  to 
our  free  24-hour  helpline,  ^^^^^^^y/ 

If  you'd  like  a  demonstration  of  affordable, 
easy-to-use  power,  go  try  a  ProLinea  at  your 
nearest  authorized  Compaq  reseller  If,  on  the 
other  hand,  you'd  like  to  receive  specifications 
via  fax,  just  call  1-800-345-1518,  choo.se  the 
PaqFax  option  and  request  document  #4052. 

It's  a  moment  in  computer  history  every- 
one can  savor  —  as  Compaq  raises  the  value  of 
a  dollar  once  again. 

COMPAa 
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A  SPLITTING  HEADACHE 
FROM  A  HEALTH-CARE  MERGER 


Lawsuits,  slumping  profits,  firings,  and  a  stock  dive  mar  the  Abbey-TPC  deal 


ABBEY  CHAIRMAN  AITKEN  CLAIMS  THAT  HE  WAS  MISLED  ABOUT  TPC'S  PROFIT  PICTURE 


There  were  smiles  all  around  when 
Abbey  Home  Healthcare  acquired 
Total  Pharmaceutical  Care  (TPC) 
last  November  for  $197  million.  Abbey 
Chairman  Timothy  M.  Aitken  saw  TPC 
as  a  cornerstone  of  his  expanding  em- 
pire. TPC's  boss,  Victor  M.  Chaltiel,  liked 
the  idea  of  becoming  Abbey's  CEO— while 
clearing  $6  million  by  selling  his  shares 
to  Abbey.  Even  newly  elected  Los  An- 
geles Mayor  Richard  J.  Riordan  had  rea- 
son to  cheer:  Riordan's  venture-capital 
firm  helped  launch  TPC  in  the  early 
1980s.  And  the  mayor's  own  investment 
in  TPC,  worth  about  $3  million  when 
merger  talks  began  in  July,  was  now 
valued  at  more  than  $5  million. 

Nobody  is  celebrating  anymore.  Since 
the  takeover.  Abbey,  based  in  Costa 
Mesa,  Calif.,  has  been  rocked  by  an  un- 
expected write-down  and  anemic  earn- 
ings that  it  blames  squarely  on  prob- 
lems at  TPC.  In  the  second  quarter. 
Abbey's  profits  fell  8%,  to  $3.7  million, 
even  though  its  revenues  climbed  55%, 
to  $118.5  million. 

The  fallout  from  the  deal  continues: 
On  Aug.  5,  Abbey  sold  its  51%  interest 
hi  a  unit  that  sells  drugs  to  nursing 
'nf.mes  for  $21  million,  money  Aitken 


concedes  Abbey  needed  to  mitigate  the 
financial  damage  from  TPC.  Abbey's 
stock,  once  a  darling  on  Wall  Street, 
has  sunk  45%  from  its  high  on  Feb.  11, 
to  17.  And  Abbey's  changing  fortunes 
have  sparked  an  upheaval  in  manage- 
ment ranks.  More  than  a  dozen  Abbey 
executives,  including  Chief  Operating- 
Officer  Michael  Miller,  have  left  the  com- 
I)any.  Miller  won't  comment. 
REAL  VICTIM?  And  it  doesn't  appear  that 
the  bitter  aftertaste  of  the  Abbey-TPC 
deal  will  fade  any  time  soon.  Chaltiel, 
who  was  fired  in  February, 
filed  suit  against  Abbey  in 
Los  Angeles  Superior 
Court  in  April,  alleging 
that  the  company  never 
had  any  intention  of  keep- 
ing him  on.  Abbey  denies 
the  claim.  Instead,  Aitken 
says  he's  the  true  victim. 
In  a  complaint  filed  with 
the  American  Arbitration 
Assn.  on  July  5,  Abbey 
claims  that  TPC  executives, 
including  Chaltiel,  misled 
Al:)bey  managers  about  the 
health  of  their  company 
through  improper  account- 
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L.A.  MAYOR  RIORDAN 
INVESTED  EARLY  IN  TPC 


ing  practices  and  bogus  revenue  pro 
tions.  Chaltiel  and  other  former  TPC 
ecutives  deny  any  wi'ongdoing.  Ab 
and  Chaltiel  have  agreed  to  submit  tl 
complaints  to  arbitration. 

Even  Riordan  finds  himself  caugh 
a  potential  public-relations  mess 
though  he  isn't  named  in  Abbey's  c( 
plaint,  the  company  alleges  that  an 
torney  at  the  mayor's  former  law  f 
and  TPC's  outside  counsel,  Riordan 
McKinzie,  acted  improperly  on  Chalti 
behalf.  Specifically,  Abbey  claims  in 
complaint  that  Christopher  Lewis,  a 
ordan  &  McKinzie  partner  and  TPC 
rector,  approved  $67,000  in  question; 
travel  expenses  for  Chaltiel  three  d; 
before  the  merger.  Included  in  the 
penses:  a  plane  ticket  for  a  vacatio; 
France.  Chaltiel  denies  the  allegati 
saying  he  reimbui^ed  the  company 
his  per-sonal  expenses. 

Lewis,  who  manages  the  mayor's 
vestments  in  a  blind  trust,  couldn't 
reached  for  comment.  Meanwhile,  Ka 
L.  Rotschafer,  Riordan's  attorney,  poi 
out  that  the  mayor  was  merely  an  inv 
tor  in  TPC  and  played  no  managei 
role.  "He's  not  losing  sleep  over  t 
one,"  she  says. 

However  the  current  corporate  d 
ma  unfolds.  Abbey's  purchase  of  l 
is  a  cautionary  tale  of  how  oversi; 
expectations  can  quickly  turn  to  bit 
disappointments  in  any  merger.  At  fi 
glance,  TPC  seemed  to  be  the  perfi 
vehicle  for  Aitken's  ambitions.  Abl 
was  growing  rapidly 
such  areas  as  medi 
equipment  and  home  r 
piratory  services.  I 
Aitken  had  long  covet 
a  piece  of  the  lucrati 
home-infusion  business. 
1993,  the  $100  million  1 
was  one  of  the  faste 
growing  players  in 
market. 

Aitken  and  Chalt 
agree  that  it  was  a  tn 
bled  marriage  from 
start.  Their  operati 
styles  seemed  worl 
apart.  At  49,  the  Britii 
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•n  Aitken  was  more 
1  turnaround  special- 
than  a  health-care 
)ert.  His  career  in- 
ded  stints  as  a 
ladcasting  executive 
1  head  of  a  hotel 
lin.  The  52-year-old 
iltiel,  a  native  of  Tu- 
la, had  spent  his  ca- 
r  m  the  health-care 
(1,  including  18  years 
a  senior  executive  at 
Kiw  International 

After  the  merger, 
11  became  chair- 
r.f  the  combined 
npanies,  while  Chal- 

was  named  CEO. 
Tensions  quickly  de- 
i.ped  between  the 
In  negotiations 
tiiiig  up  to  the  deal, 
iltiel  estimated  tpc's  fiscal  1994  earn- 
s  at  $24.4  million,  up  a  healthy  60% 
111  the  previous  year,  claims  Abbey. 
x'V.  according  to  Abbey's  complaint, 
ikiel  acknowledged  "he  had  concocted 
(•,;('  figures]  for  the  purpose  of  im- 
'ssing  analysts."  Chaltiel  denies  that 
W  cis  trying  to  mislead  anyone  and 
?s  his  forecast  was  reasonable. 
Aitken  also  grew  annoyed  that  Chal- 
I  wasn't  moving  faster  to  sell  Abbey's 
ler  services  to  TPC's  HMO  customers, 
a  strategy  session  "all  sorts  of  things 
w  up,"  recalls  one  senior  executive, 
ended  with  Victor  shouting  at  Tim, 
you  don't  like  the  way  I  am  doing 
ngs,  why  don't  you  just  fire  me?'" 
altiel  says  he  doesn't  recall  such  an 
:hange. 

Before  long,  everything  from  tpc's 
lance  sheet  to  the  size  of  Chaltiel's 
ice  became  contentious  issues  at  Ab- 
y.  Chaltiel  complained  his  office  was 
)  small.  But  Abbey  executives  recoiled 
his  solution:  He  wanted  Abbey  Chief 
nancial  Officer  Richard  J.  Rapp  to 
ive  his  office  next  door  so  he  could 
ock  down  a  wall  to  expand  his  office. 
A  NEWS.  On  Feb.  9,  with  the  board's 
proval,  Aitken  fired  Chaltiel  "without 
ase."  Along  with  his  walking  papers, 
laltiel  received  $1.2  million.  In  his  suit, 
laltiel  claims  Abbey  still  owes  him  $6.4 
Uion  under  terms  of  his  contract.  Ait- 
n  says  Chaltiel  isn't  owed  any  money. 
Getting  rid  of  Chaltiel  didn't  end 
tken's  headaches.  In  mid-March,  Abbey 
nders  say,  the  company  first  learned 
at  TPC  had  shifted  $600,000  fi-om  a  spe- 
ll reserve  account  and  booked  it  as 
venue  just  prior  to  the  acquisition, 
laltiel  says  the  transaction  was  legal 
d  that  the  $600,000  was  a  windfall 
)m  a  fund  that  had  been  set  aside  for 
xes  and  never  used.  He  also  says  the 
ansfer  was  fully  disclosed  to  Abbey. 


APAIHFULDEALfOR  ABBEY 


HOV.  10,  1993  Abbey  acquires 
Total  Pharmaceutical  Care  for 
$1 97  million.  TPC  Chairman  Victor 
Chaltiel  named  Abbey  CEO. 
Timothy  Aitken  remains  chairman. 

FEB.  15,  1994  Abbev  board,  an- 
gered by  slow  pace  of  integrating 
the  two  companies,  fires  Chaltiel 
and  agrees  to  negotiate  severance 
package. 

MID-MARCH  Abbey  discovers  TPC 
had  shifted  $600,000  from  reserve 
account  to  make  up  for  revenue 
shortfalls  just  prior  to  the  acquisi- 
tion, say  Abbey  executives.  Chaltiel 
says  the  transfer  was  justified  and 
fully  disclosed. 


MAR.  31  New  York  State  regula- 
tors inform  Abbey  that  TPC  branch- 
es lack  proper  licenses.  Abbey 
closes  the  two  branches. 

APR.  12  Chaltiel  files  $6  million 
suit  against  Abbey,  alleging  breach 
of  contract.  Abbey  contends  con- 
tract has  been  fulfilled. 

MAY  10  Abbey  announces  $10.4 
million  write-off,  later  citing  prob- 
lems at  TPC. 

JULY  5  Abbey  files  arbitration 
complaint  against  Chaltiel, 
alleging  he  misled  the  company 
about  TPC's  health.  Chaltiel  denies 
the  allegations. 

DATA:  BUSINESSWEEK 


The  bad  news  kept  coming.  In  late 
March,  New  York  regulators  notified 
Abbey  that  they  had  told  TPC  in  May, 
1993,  that  it  wasn't  licensed  to  provide 
nursing  services  to  administer  home  in- 
fusion. Chaltiel  had  assured  Abbey  there 
were  no  problems  in  the  New  York  oper- 
ations before  the  deal,  says  Abbey's 


complaint.  Chaltiel  won't 
comment.  In  the  end, 
Abbey  closed  TPC's  two 
branches,  citing  the 
closings  and  other  TPC- 
related  problems  in  an- 
nouncing a  $10.4  million 
write-off  on  May  10. 

Some  analysts  say 
that  in  his  rush  to  close 
the  TPC  deal,  Aitken 
may  not  have  been  as 
diligent  as  he  should 
have  been  in  studying 
TPC's  books.  Aitken  in- 
sists he  was  deceived. 
He  also  says  Chaltiel 
set  conditions  that  lim- 
ited his  examination  of 
TPC.  "Utter  nonsense," 
says  Chaltiel.  Still, 
Aitken  says  that  once 
the  mess  at  TPC  is  sort- 
ed out,  the  merger  will  benefit  Abbey. 
As  for  Chaltiel,  he  has  already  raised 
$100  million  from  the  bond  market  to 
launch  a  new  company  specializing  in 
dialysis  treatment  at  home.  Meanwhile, 
Abbey's  shareholders  are  still  looking 
for  a  reason  to  smile. 

By  Eric  Schine  in  Costa  Mesa,  Calif. 


STRATEGIES  I 


HOMES,  GARDENS— 
AND  A  TIDY  TURNAROUND 


Suddenly,  heartland  publisher  Meredith  has  a  hot  franchise 
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For  a  publishing  company  that 
makes  a  living  dispensing  advice 
on  home  and  hearth  through  such 
perennials  as  Better  Homes  &  Gardens 
and  Ladies'  Home  Journal,  it  was  ironic 
that  Meredith  Corp.'s  own  house  was 
such  a  mess  a  few  years  ago.  Its  maga- 
zines' ad  pages  withered  in  the  advertis- 
ing downturn.  Ill-timed  expansions  into 
real  estate  brokerage 
and  cable  television 
led  to  wide  swings  in 
earnings.  And  its 
homegrown  managers 
just  could  not  pull  the 
Des  Moines  publisher 
out  of  its  morass. 

Meredith  remains 
the  leading  U.  S. 
"home  and  family" 
media  company— but 
few  in  the  publishing 
world  dismiss  it  as  a 
heartland  has-been 
nowadays.  Meredith 
Chief  Executive  Jack 


:0RPORATION 


REBUILDING 


MEREDITH'S 
NET  EARNINGS' 

FISCAL  YEAR  ENDING  JUNE  30 


'91      '92      '93      '94      '95  est. 
A  MILLIONS  OF  DOLURS     -BEFORE  SPECIAL  ITEMS 
DATA:  COMPANY  REPORIS,  WERTHEIM  SCHRODER  &  CO. 


D.  Rehm,  61,  is  in  the  midst  of  a  fresh 
expansion,  with  plans  to  launch  an  arma- 
da of  new  subscription  magazines— as 
many  as  four  a  year— to  bolster  Mere- 
dith's existing  fleet  of  24  titles.  And 
management  ranks  at  the  once  insular 
company,  which  is  63%  controlled  by  the 
Meredith  family,  have  been  infused  with 
new  blood.  Among  the  most  notable 
hires:  William  T. 
Kerr  Jr.,  fonner  head 
of  New  York  Times 
Co.'s  magazine  group, 
hired  three  years  ago, 
became  president  and 
heir  apparent  to 
Rehm  on  July  1.  "We 
want  to  be  respected 
by  the  competition," 
says  Rehm,  a  32-year 
veteran  at  Meredith, 
"and  we  feel  very  op- 
timistic about  the 
next  few  years." 

Meredith  still  has 
a  lot  to  prove.  At 
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7.3%,  the  operating  margins  at  its  pub- 
lishing business  are  fairly  thin.  About 
10%  is  considered  respectable  in  the  in- 
dustry. But  there  are  signs  of  improve- 
ment: While  Meredith's  profits  for  the 
year  ended  June  30  were  a  slim  $22.9 
million  on  revenues  of  $799  million,  that 
still  represented  a  23%  jump  (chart). 
Even  better  for  the  Meredith  family  and 
other  shareholders,  the  stock  has  risen 
15%  since  the  start  of  the  year  to  46. 
"We're  going  back  to  what  we  were:  a 
successful  magazine  and  broadcasting 


not  sound  particularly  enticing  in  the 
fast-paced  media  world  of  the  1990s.  But 
they're  a  big  hit  with  Meredith's  20  mil- 
lion subscribers— mostly  women.  More 
significant,  analysts  believe  Meredith's' 
franchise  is  emerging  as  one  of  the  most 
profitable  sectors  in  publishing,  as  baby 
boomers  grow  older  and  their  tastes 
turn  more  conservative.  "Their  thrust 
of  family  and  home  is  the  hot  thing  for 
the  '90s,"  says  Shari  Wall,  senior  vice- 
president  at  J.  Walter  Thompson  in  Chi- 
cago, which  represents  big  Meredith  ad- 


REHM:  FRESH  TALENT  AND  COST  CUTS  DID  THE  TRICK 


MEREDITH  BETS  ON 
EXPANSION 


MAGAZINES 


Plans  to  launch  three  to  four  new 
magazines  a  year.  First  major 
entry,  tentatively  titled  HomeCar- 
den,  is  to  be  introduced  in  1 995. 


BROADCASTING 


Searching  the  top  40  markets 
for  two  TV  stations  to  bring 
holdings  up  to  seven.  Plans  to 
sell  off  small  cable  venture. 


BOOKS 


Speeding  up  and  expanding 
new  book  launches.  In  partner- 
ship with  multimedia  company, 
Multicomm,  wants  to  introduce 
CD-ROM  versions  of  several 
books. 


LICENSING 


Aims  to  parlay  the  franchise  val- 
ue of  its  oig-name  magazines 
into  additional  revenue.  Opened 
Better  Homes  &  Gardens  shops 
in  2,000  Wal-Mart  Stores  earlier 
this  year  to  sell  garden  supplies. 

DATA:  BUSINESS  WEEK 


company,"  says  E.T.  Meredith  III,  a 
member  of  the  board  and  gi'andson  of 
founder  Edwin  T.  Meredith. 

Turning  to  outsiders  has  certainly 
helped  get  Meredith  back  on  track.  In 
addition  to  Kerr,  Rehm  in  1992  hired 
Christopher  M.  Little,  who  formerly 
served  as  president  of  both  Newsweek 
and  Cowles  Magazines  Inc.  He  now 
heads  Meredith's  magazine  group.  In 
1991,  Rehm  recruited  Joseph  J.  Ward, 
the  former  publisher  of  Time-Life  Books, 
to  head  the  b(X)k  division.  The  new  man- 
agers are  changing  Meredith's  patenialis- 
tic  culture:  They  have  helped  cut  the 
payroll  by  7%  since  1992,  to  2,000. 

With  costs  more  manageable,  Rehm 
md  his  new  team  are  trying  to  rejuve- 
.  Ue  Meredith's  magazine  empire.  Dish- 

'.  out  recipes  and  gardening  tips  may 


vertisers  Kraft  General  Foods  Inc.  and 
Quaker  Oats  Co. 

To  exploit  those  changing  demograph- 
ics, Meredith's  editors  are  working  on  a 
new  generation  of  gardening,  food,  and 
craft  magazines.  It's  tricky.  By  using  its 
63-million-name  databa.se  of  current  and 
former  subscribers  and  customers,  Mere- 
dith hopes  to  capture  readership  for  its 
new  magazines  without  spending  heavi- 
ly on  promotion.  But  it  has  to  guard 
against  cannibalizing  readers  from  ex- 
i.sting  publications. 

Meredith  came  up  with  the  idea  for  a 
now  magazine,  tentatively  titled  Home- 
Garden,  and  then  sampled  its  database 
to  see  if  it  would  sell.  It  then  tapped  its 
sub.scription  lists,  including  Better 
Homes ,  to  come  up  with  400,000  poten- 
tial readers  to  start  with.  Meredith  in- 


sists that,  in  editorial  content. 
Garden,  to  be  launched  in  Januar; 
so  different  from  Better  Homes  that 
scribers  will  continue  to  get  both.  Mia 
while,  Meredith  is  giving  a  face-lifi;t( 
Better  Homes.  The  flagship  publica  j! 
now  has  puzzles  and  games  for  parfft.- 
and  their  children.  Advertisers  are  <iu 
coming  the  changes.  Better  Homes  , 
14.6%  of  all  ad  pages  in  women's  .';er . 
magazines  in  the  first  half  of  1994,.! 
from  13.9%  in  1993. 

Still,  mindful  that  the  ad  market  i  , 
never  again  be  as  lucrative  as  it  wa  i 
the  1980s,  Rehm  is  also  rushing  to  I  >  1 
his  other  media  businesses.  The  con 
ny  is  willing  to  spend  $400  million  fo 
and  magazine  acc}uisitions.  It's  shop 
around  for  two  TV  stations  to  brin 
holdings  up  to  seven.  Meanwhile 
Meredith's  ailing  book  unit,  whose 
seller  is  the  plaid-jacketed  Better  Ht 
&  Gardens  New  Cook  Book,  Ward  h 
to  publish  a  slew  of  new  books 
everything  fi'om  food  to  woodworkii 
NIGHTLIFE?  Meredith  is  also  trying 
cash  in  on  the  marquee  value  of 
brand  names.  A  Better  Homes  real  esi 
fi'anchise  operation  hasn't  grown  in  ye 
But  Rehm  isn't  giving  up.  This  y( 
Meredith  allowed  Wal-Mait  Stores  Inc 
set  up  Better  Homes  &  Gardens  C 
ters  in  2,000  outlets  to  sell  garden  U 
and  supplies.  Analysts  reckon  Merec 
has  so  far  received  as  much  as  $4  mil' 
in  licensing  and  revenue-sharing  f 
from  Wal-Mart.  Other  possibilities  M 
dith  is  considering:  a  line  of  West 
clothing  and  even  nightclubs,  tied 
Meredith's  Country  America  magazin 

Despite  his  recent  success,  Reh 
work  is  far  from  done.  He  has  set 
ambitious  target  of  a  15%  return  on 
uity  by  1997— a  big  stretch  from 
8.9%  in  1994.  And  other  publishers 
opportunity  in  the  same  markets  M( 
dith  is  aiming  for.  Hearst  Magazin 
home  to  Redbook  and  Good  Housekeepi 
is  planning  new  family  publications. 
July,  Germany's  Gruner  &  Jahr  I 
Publishing  spent  $275  million  to  1: 
Meredith  rivals  McCaWs,  Family  Cir< 
and  American  HomeStyle  from  N 
York  Times.  Says  Gruner  USA  CEO  J( 
Heins:  "We  think  we  can  make  this  rr 
ket  even  more  competitive,"  he  boas 

What's  more,  Meredith  has  been  si 
to  explore  the  potential  of  multimec 
Rehm  refuses  to  spend  heavily  to  g 
access  to  the  Information  Highway.  "' 
don't  know  enough  about  consumer 
havior  to  warrant  it,"  he  says.  That 
proach  is  conservative— not  hidebou: 
argues  Rehm.  A  subtle  distinction,  p 
haps,  but  one  that  has  made  all  the 
ference  at  Meredith. 

By  Richard  A.  M etcher  in  Des  Md: 
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Your  equity  offering  is  20  minutes  old  and  the  bears  think  they 
smell  breakfast. 

You  knew  ihis  wouldn't  be  easy. 

The  markets  been  lurbuleni.  This  mornings  news  from  Europe  sent  interest  rates  up,  the 
doHar  down  and  the  futures  markets  to  discounts.  So  trading  has  been  slack  from  the  opening  bell,  and 
now  the  bargain  hunters  are  trying  to  cut  your  pnce. 

This  IS  a  cmcial  moment  for  you  —  and  your  investment  bank.  Its  why  you  were  so  careful 
in  selecting  them. 

They  did  their  homework  and  won  your  business.  Then  they  sat  with  you  and  built  a 
strategy.  Stmck  the  right  balance  lor  your  issues  size  and  pnce.  Searched  the  world  markets  for  the  nght 
core  investors  —  pinpointing  the  ones  who'd  make  long-temi  commitments. 

They  set  up  satellite  presentations  to  analysts.  Went  on  the  road  with  you.  Put  all  their  firm's 
resources  and  disciplines  to  work  lor  you.  And  came  up  with  useful  ideas  all  along  the  way 

But  right  now,  none  ol  that  counts. 

It's  what  they  do  in  the  next  live  minutes  that  will  tell  the  story 

You  know  the)''ll  stand  linn.  You  chose  these  people  because  of  their  reputation  —  not  just 
for  having  certain  intellectual  and  Imancial  capacities  —  but  lor  knowing  when  and  how  to  use  them. 


MORGAN  STANLEY 
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conomics 


rEDERAL  RESERVE  I 


HOW  HIGH  CAN  THE  FED'S 
'INFLATION  DOVE'  SOAR? 


It  will  be  tough  for  Alan  Blinder  to  sway  conservative  colleagues 


When  White  House  economist 
Alan  S.  Blinder  traveled  to 
New  York  last  April  to  speak 
before  a  group  of  Wall  Street  traders,  it 
was  already  widely  believed  that  he 
would  soon  be  nominated  as  vice-chair- 
man of  the  Federal  Reserve  Board.  But 
instead  of  professing  the  anti-inflation 
views  the  Street  expects  of  central 
bankers,  Blinder,  who  once  described 
himself  as  an  "inflation  dove,"  expressed 


Reserve  Bank  presidents  who  set  inter- 
est rates. 

Blinder,  one  of  the  leading  liberal 
economists  of  his  generation,  joins  a 
lioard  of  avid  inflation  fighters  who  have 
engineered  four  interest-rate  hikes  since 
February  and  are  poised  to  boost  rates 
again.  In  the  near-term,  the  new  Fed 
vice-chairman  will  have  a  tough  time 
persuading  his  colleagues  to  let  up  their 
relentless  fight  against  inflation.  Shortly 


mist  Janet  L.  Yellen,  who  is  awaiti 
Senate  confirmation. 

Some  Administration  officials  are 
vately  promoting  Blinder  as  a  possi 
successor  to  Greenspan,  whose  termj 
Fed  chairman  expires  in  March,  1 
And  that  prospect  already  creates  pel 
ical  cross-pressures  for  him.  "He  nedk 
to  be  an  aggressive  advocate  of  gi'o 
to  please  Clinton  and  a  strong  inflat| 
fighter  to  please  Wall  Street,"  note; 
former  Administration  colleague. 

Blinder  admits  becoming  chair 
would  be  "a  chance  of  a  lifetime,"  but 
plays  down  the  possibility,  noting  th; 
vice-chairman  has  never  moved  to 
top  spot  in  the  Fed's  81-year  history] 
don't  spend  a  lot  of  time  thinking  abi 
it,"  he  says.  In  the  meantime,  he  v 
he  won't  forsake  his  beliefs  simply 
appease  traders  whom  he  claims  hs 
unfairly  miscast  him  as  indifferent 
inflation.  Blinders  mentor,  Nobel  Pri 


THE  VICE-CHAIRMAN  SPEAKS: 


m 


ON  INFLATION 

a  I  see  very  few  inflationary  pressures — not  zero,  but  some.  You're 
at  functional  price  stability  when  people  stop  talking  about  inflation. 
By  that  definition,  we're  close,  but  not  quite  there.  99 

ON  THE  FED'S  SECRETIVE  HISTORY 

ii  The  Fed  could  do  a  better  job  of  explaining  itself . . .  informing  the 
people.  It's  their  economy,  not  ours. . . .  And  if  we  can't  explain  our 
decisions,  we  haven't  made  good  ones.  99 

ON  THE  ECONOMY 

£i  If  I  could  tell  you  now  that  for  the  next  5  or  10  years,  the  econom; 
would  grow  2.5%  and  inflation  would  be  3%,  every  sensible  person  in 
America  would  buy  on.  Now  that's  not  a  prediction  or  a  guarantee 
. . .  but  it  does  look  like  we  have  a  fighting  chance  to  glide  into  it.  99 

ON  HIS  REPUTATION  AS  AN  'INFLATION  DOVE' 

6i  I  don't  intend  to  disavow  any  of  the  things  that  I  said  previously.... 
I  believe  people  should  be  judged  by  what  they  do.  I  will  have  a 
record,  and  I'm  perfectly  willing  to  be  judged  by  that  record.  J> 


a' 


skepticism  that  prices  were  about  to 
surge.  "He  did  everything  to  confirm 
everyone's  worst  suspicions,"  grumbles 
William  Feezer,  co-manager  of  govern- 
ment trading  for  Sanwa  Securities  USA. 

That  Blinder  made  few  converts  on 
Wall  Street  didn't  deter  President  Bill 
Clinton  from  choosing  the  48-year-old 
Brooklyn  native  to  become  the  first 
Democratic  appointee  to  join  the  Fed  in 
14  years.  Indeed,  the  President  picked 
him  precisely  because  he  isn't  an  infla- 
tion hawk.  Now  Blinder,  a  longtime 
Princeton  University  professor  and  a 
former  business  week  columnist,  is  try- 
ing to  win  over  a  different  group  of 
skeptics:  the  other  Fed  governors  and 


after  his  nomination,  one  Fed  governor 
told  Fed  Chairman  Alan  Greenspan  that, 
as  a  young  scholar.  Blinders  writings 
made  him  appear  soft  on  inflation,  "l)ut 
it's  not  that  he's  a  communist."  Green- 
span jokingly  replied:  "I  would  have  pre- 
ferred he  were  a  communist." 
THE  HIGHEST  RUNG.  But  with  inflation 
appai'ently  under  control.  Blinder  could 
become  an  influential  voice  within  the 
Federal  Reserve  as  it  makes  difficult 
choices  between  allowing  growth  and 
fightin;.':  inflation.  And  Blinder's  views 
surely  will  gain  support  when  he  is 
joined  at  the  Fed  by  another  Clinton 
nominee  and  like-minded  colleague.  Uni- 
versity of  California  at  Berkeley  econo- 


winning  economist  Robert  M.  Solo 
puts  it  this  way:  "He  is  not  willing 
sacrifice  the  whole  economy  for  a  cou] 
tenths  of  a  point  off  the  inflation  rat( 
Still,  some  Fed  watchers  believe  o 
sign  of  Blinder's  aspirations  will 
whether  he  dissents  from  Fed  votes 
tighten  credit.  To  project  leadership 
the  Street,  they  say.  Blinder  may  f( 
compelled  to  argue  his  case  but  sti 
with  the  majority  even  when  he  d 
agrees.  His  first  vote  on  the  policy-m; 
ing  Federal  Open  Market  Committ 
(FOMC)  July  5-6  was  easy— the  board  ( 
cided  to  sit  tight  for  the  time  beir 
But  the  Aug.  16  meeting  of  the  FO! 
will  be  Blinder's  first  test,  as  pressu 
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1  Wall  Street  grows  for  the  Fed  to 
ten  credit  again  despite  no  clear 
s  of  worsening  inflation. 
I  ertainly,  Blinder  is  no  stranger  to 
I  dng  the  prevailing  wisdom.  As  an 
il  lenriic,  he  kept  the  Keynesian  flame 
ii  3  during  the  1970s  and  1980s,  even 
ji  .  fell  into  disrepute  against  such  oth- 
it  amps  as  monetarism  and  the  supply- 
jl  movement.  "It  was  a  lonely  battle," 
i!  ,  Blinder,  who  still  proudly  proclaims 
self  a  believer  in  Keynesian  econom- 
,1  with  its  emphasis  on  managing  the 
1!  land  side  of  the  economy. 
1  his  extensive  writings,  which  in- 
f  a  popular  economics  textbook  and 
n  years  of  monthly  columns  for 
iXESS  WEEK,  Blinder  has  argued  that 
c  yniakers  exaggerate  the  perils  of 
ition.  In  his  1987  book.  Hard  Heads, 
Hearts,  Blinder  likens  inflation  to  a 
itly  misunderstood  teenager,  and  he 
les  economists  who  have  prescribed 
'  economic  equivalent  of  lobotomy 
h  unemploymer;t]  as  a  cure  for  the 
itionary  cold." 

SH  FISCAL  POLICY.  So  far.  Blinder  has 
easily  into  his  new  job,  which  has 
cloistered  feel  and  leisurely  pace  of 
ege  life.  While  his  father  was  a  busi- 
sman  who  dabbled  in  hotels,  vending 
;hines,  restaurants,  and  textiles, 
ider  sought  refuge  in  academia  with 
2-year  teaching  stint  at  Princeton, 
alma  mater.  "One  of  the  things  I 
■ned  from  my  father  was  not  to  be  a 
-employed  entrepreneur,"  he  jokes, 
j  a  tough  way  to  make  a  living." 
U  Princeton,  Blinder  made  his  name 
research  that  questioned  some  wide- 
leld  conventions  of  the  "new  classical" 
0(»1,  which  viewed  government  at- 
ipts  to  smooth  out  the  business  cycle 
dciomed  to  failure.  Blinders  work  ar- 
I  !d,  by  contrast,  that  changes  in  mon- 
j  ry  and  fiscal  policy  could  have  power- 
impacts  on  economic  gi'owth. 
Blinder  made  the  leap  to  Washington 
t  year  when  he  became  a  member  of 
nton's  Council  of  Economic  Advisers, 
ends  say  he  was  deeply  disappointed 
en  he  was  passed  over  for  CEA  chair- 
n  in  favor  of  a  grad  school  classmate, 
1-Berkeley  economist  Laura  D'Andrea 
son,  but  he  swallowed  his  pride  and 
ned  on  as  the  CEA's  macroeconomist. 
thin  the  White  House,  he  won  re- 
ict  for  his  pragmatism  and  an  ability 
find  consensus. 

The  question  now  is  can  he  do  the 
ne  thing  at  the  Fed.  It  will  be  a  tough 
lancing  act  to  help  set  a  monetary 
irse  while  staying  true  to  his  Keyne- 
n  roots.  But  if  he  can  help  keep  the 
)nomy  headed  toward  moderate,  low- 
lationary  gi-owth.  Blinder  may  earn 
3  grudging  respect  of  Wall  Street— 
d  get  himself  a  promotion  as  well. 

By  Dean  Faust  in  Washington 
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MATTER  OF  ACCOUNTABILITY:  THE  LYNCH  REPORT  IS  MUM  ON  YEAREND  AUDITS  BY  KIDDER  IN  '91  AND  '92 


WHAT  LYNCH 
LEFT  OUT 


Kidder's  report  on  the  Jett  affair  is  riddled  with  troubling  omissions 


When  Gary  G.  Lynch  produced 
his  85-page  report  on  the  Kid- 
der, Peabody  &  Co.  trading 
scandal,  it  seemed  to  slam  the  final  nails 
into  the  coffin  of  that  widely  tarr-ed  vil- 
lain—former government  bond  chi"f  Jo- 
seph Jett.  In  excruciating  detail,  Lvnch 
piled  fact  upon  fact  in  buttressing  his 
view  that  Jett,  by  dint  of  "lax"  supei  i- 
sion,  was  responsible  for  $350  million 
phony  trading  profits  from  1991  to  1994. 
Jett  has  protested  his  innocence,  but  af- 
ter the  Lynch  report,  his  protests 
seemed  to  ring  hollow.  It  was,  after  all, 
Jett's  word  against  a  dispassionate  inves- 
ti;_:ation  by  a  former  chi^'f  of  enforce- 
ment at  the  Securities  &  Exchange  Com- 
mission. Whom  would  you  believe? 

J<'*i  .''  Hardly.  But  a  critical  reading 
of  iij  •  Lynch  report  casts  grave  doubt 
■  ';  lis  credibility,  too. 
Copies  of  the  report  have  been  circu- 


lating for  a  week  now  on  Wall  Street, 
and  unanswered  questions  have  become 
jarringly  apparent.  Those  omissions  call 
into  question  the  fairness  of  the  report, 
and  so  does  the  soft-pedaling  of  a  crucial 
fact  favorable  to  Jett— a  managing  di- 
I'ector's  assertion  that  he  was  told  fixed- 
income  chief  Edward  A.  Cerullo  was 
"aware  of  Jett's  trading  activities."  That 
contradicts  Lynch's  conclusion  that  Ce- 
rullo was  unaware  of  Jett's  trading  strat- 
egies—and even  calls  into  question 


Should  you  believe  the  widely 

vilified  Jett  or  the  SEC's 
former  enforcement  chief? 
The  truth  may  lie  in  between 


Lyncn  s  assertion  ij 
Jett  acted  alone. 

The  upshot  is 
the  truth  of  the  ij 
der  affair  may  vl 
well  lie  between  Ji 
version  and  Lyn 
Jett  claims  that 
trading  was  kno' 
his  bosses,  Cerullo 
his  predecessor,  M 
Mullin.  Cerullo 
Mullin,  both  of  wl 
left  Kidder  after 
scandal  erupted,  h| 
vigorously  denied 
they  were  aware! 
Jett's  trading.  To 
extent  that  Jett 
show  culpability  up 
chain  of  command,  ^ 
consequences  would 
ever  more  serious 
Kidder. 

Here  are  the  qiBi  ei 
tions  that  are  be 
raised  about 
Lynch  report: 
■  Where  were  the 
ditors?  Kidder 


maintained,  and 
Lynch  report  confirms,  that  Jett  n 
ized  phantom  profits  by  a  series  of  p 


it 


ny  transactions  that  involved  stripp  ^s] 
and  reconstituting  Treasury  bonds.  T 
involves  turning  bonds  into  separ  \m 


interest  and  principal  components 
vice  versa.  The  report  says  Jett 
tained  profits  out  of  those  transacts 
by  manipulating  the  firm's  trading 
accounting  systems.  The  volume  of  p 
ny  trading  was  mind-boggling— $1.7  t 
lion  in  1993  alone— and  resulted  in  pi 
its  of  Jett's  zero-coupon  trading  d( 
skyrocketing  during  1992  and  1993.  I  "tie 
the  report  provides  meager  informat 
on  the  extent  to  which  auditors  at  K 
der  or  its  parent.  General  Electric  C 
checked  to  see  if  the  trades  were  rei 
The  report  says  that  internal  ai 
tors  at  Kidder  conducted  two  reviews 
Jett's  trading  desk  in  1993  but  ne\ 
caught  on  because  they  were  inexpc 
enced  and  were  given  "misrepresen 
tions"  by  Jett.  But  what  about  1991  a 
1992?  What  about  other  audits  by  K' 
der  and  f;E  auditors?  Were  there  ar 
The  report  doesn't  say— even  thou 
$350  million  in  phony  profits  were  pit 
up  in  Kidder  and  GE  ledgers.  In  19' 
Jett's  phony  profits  totaled  27%  of  t 
profits  of  the  entire  fixed-income  uni 
all  of  which  were  accumulating  on  ass(Ajj, 
sitting  in  the  Kidder  coffers.  Inde( 
they  also  boosted  the  balance  sheet 
(;e— which  is  conspicuous  by  its  abseri  .j^ 


If 
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Ti  the  report.  "I  can't  believe  that 
der  and  GE  auditors  didn't  look  at 
quality  of  those  assets,"  asserts  John 
,nk,  a  professor  of  accounting  at  the 
OS  Tuck  School  of  Business  at  Dart- 
[.  ith  University.  In  fact,  GE  never  did— 
;  east  while  Jett  was  doing  his  trading. 
;e  spokesman  says  GE  audits  Kidder 

i  TV  18  months,  most  recently  at 
J  rend  1992.  Then,  the  audit  concen- 

I  .ed  on  "hedging  effectiveness,"  main- 
ji.  nortgage  derivatives  and  government 
k  ions,  and  "the  government  Treasuries 
i{  k  was  not  involved." 

^  /here  was  the  cash?  One  gaping  hole 
ifi  he  report  is  the  omission 
I'i  i  single  word— cash.  Ac- 
ding  to  Kidder,  the  Jett 

ii  des— to  the  extent  any 
h  re  completed— were  not 
M  lly  trades  at  all  but  con- 
i;  sions  of  securities,  akin 
ii  going  to  the  bank  and 
li  nging  a  $10  bill  into  two 
;l  is.  Not  a  penny  entered 
ii  ider's  coffers.  Once  again, 
'  ere  were  the  folks  in  the 

I I  ten  eyeshades?  Where 
;;  s  Kidder  Chief  Financial 
I  icer  Richard  W.  O'Don- 

1?  "The  disparity  between 

■  volume  of  profits  and 

;ence  of  cash  should  have 

ped  off  the  internal  audi- 

s,"  says  a  top  executive 
another  brokerage.  A 

ider  spokesman  said  that 

)onnell  and  other  employ- 
were  not  commenting  on 

'  report. 

The  lack  of  cash  also 

■  )uld  have  been  a  red  flag 

Cerullo  and  Mullin.  Ac- 
ding  to  the  report,  they 
ied  on  internal  statements 
it  didn't  distinguish  be- 
een  profits  from  sales  of 
•urities,  or  "realized"  prof- 
,  and  "unrealized"  profits 
m  increases  in  the  value 
the  securities.  "An  analysis  of  real- 
d  vs.  unrealized  gains  would  have 
)ught  the  Jett  scheme  to  light  earlier," 
/s  the  Lynch  report.  Indeed,  the  re- 
nt goes  beyond  that— by  noting  that 
It's  supervisors  simply  didn't  know 
w  he  made  money. 

Executives  of  other  firms,  who  would 
Timent  only  on  condition  of  anonymity, 
d  the  professions  of  ignorance  all  but 
possible  to  believe.  At  the  very  least, 
inagers  know  if  their  subordinates' 
-  ofits  are  realized  or  unrealized.  Maybe 
'  t  on  a  minute-by-minute  basis,  but 
)nth  after  month,  year  after  year,  of 

■  lorance?  Impossible.  After  all,  real- 
'  id  profits  are  cold  cash,  while  unreal- 
I  id  profits  can  vanish  overnight.  Se- 
'  rities  lawyers  say  that  managers  also 


have  a  legal  duty  to  keep  an  eye  on 
their  traders.  "If,  on  the  face  of  it,  your 
systems  are  inadequate,  then  you  are 
supposed  to  fall  back  on  personal  con- 
tacts with  the  trader,"  says  John  C.  Cof- 
fee, a  professor  of  securities  law  at  Co- 
lumbia University. 

■  Why  did  "outside  counsel"  conduct  a 
"review"  of  the  government  trading  desk 
in  October,  1992?  According  to  the  Lynch 
report,  the  review  was  "undertaken  at 
Cerullo's  direction."  But  the  Lynch  re- 
port is  silent  on  the  reasons  for  the  re- 
view or  any  of  its  findings,  other  than 
the  recommendation,  which  was  ignored. 


GARY  LYNCH  HAS  BEEN  WINNING  THE  PUBLIC-RELATIONS  WAR— SO  FAR 


that  supervisory  personnel  review  order 
tickets  on  a  daily  basis.  The  report  nei- 
ther discusses  the  magnitude  of  the  re- 
view nor  identifies  the  "outside  counsel." 
MDid  Cerullo's  assistant  say  that  Cemllo 
really  knew  about  Jett's  activities?  If  so, 
that  undercuts  one  of  the  central  tenets 
of  the  report.  Yet  buried  on  page  67  is 
the  revelation  that  Brian  Finkelstein, 
the  managing  director  in  charge  of  the 
repo  desk,  voiced  concerns  about  Jett's 
"remarkable  profitability"  toward  the 
end  of  1993.  Finkelstein  discussed  his 
concerns  with  Cerullo's  assistant,  David 
Bernstein.  "According  to  Finkelstein," 
the  report  says,  "Bernstein  also  stated 
that  Cerullo  was  aware  of  Jett's  trading 
activities."  So  what  does  Bernstein  have 
to  say?  "Bernstein  recalls,"  the  report 


goes  on,  "that  he  suggested  that  Finkel- 
stein approach  Cerullo  if  he  knew  of  any 
impropriety."  Did  Bernstein  deny  that? 
The  report  doesn't  say. 
■  Where  was  Carpenter?  If  Cerullo  knew, 
what  about  his  boss,  former  Kidder 
Chairman  and  CEO  Michael  A.  Carpen- 
ter? Did  Carpenter  ever  inquire  about 
how  his  hotshot  trader  was  making  mon- 
ey—at least  before  Jett  was  awarded  the 
"Chairman's  Av.'ard"  for  his  contributions 
to  profitability  in  1993?  The  report  is 
completely  silent  on  possible  managerial 
oversights  by  Carpenter,  a  friend  of  GE 
Chairman  John  F.  Welch  Jr.  This  omis- 
sion buttresses  the  view  that 
the  Lynch  report  was  aimed 
at  defending  Kidder  and  GE 
in  the  ongoing  government 
probes.  Kidder  maintains 
that  the  report  was  a  well-fi- 
nanced, no-holds-barred 
probe  of  the  Jett  affair.  Nev- 
ertheless, Kidder  faces  inves- 
tigations by  the  SEC  and  the 
U.  S.  Attorney's  office.  De- 
pending on  their  seriousness, 
failure-to-supervise  charges 
could  result  in  big  fines  being 
imposed  on  Kidder  as  well 
as  government-ordered  man- 
agerial changes.  Coffee  notes. 
■  What  does  the  report  indi- 
cate about  the  rest  of  Kid- 
der? Perhaps  the  most  cru- 
cial omission  from  the  report 
is  a  subject  that  it  was  never 
supposed  to  cover:  What 
about  the  rest  of  Kidder?  If 
the  managerial  and  auditing 
shortcomings  in  the  govern- 
ment bond  department  were 
duplicated  elsewhere  at  the 
firm,  the  implications  are 
staggering— particularly  for 
its  huge  mortgage-securities 
area,  which  was  severely 
hurt  by  the  collapse  of  Askin 
Capital  Management.  As  por- 
trayed in  the  report,  "the 


risk  management  at  Kidder  is  equivalent 
to  the  lookout  on  the  Titanic,"  sneers  one 
veteran  fixed-income  trading  executive. 
"If  Kidder  can  get  hoodwinked  on  some- 
thing as  simple  as  government  bonds— 
that's  just  interest-rate  risk  and  mathe- 
matics—you can  imagine  what's  going  on 
in  its  mortgage  desk." 

For  the  moment,  though,  Kidder  is 
preoccupied  with  controlling  the  dam- 
age caused  by  the  Jett  mess.  So  far. 
Lynch  has  been  winning  the  public-rela- 
tions war.  Can  his  analysis  be  believed? 
Perhaps.  But  until  those  gaping  holes 
are  filled,  the  best  approach  to  the 
Lynch  report  is  to  see  it  for  what  it 
is— a  brief  for  the  defense  of  a  brokerage 
firm  that  may  be  in  serious  trouble. 

By  Gary  Weiss  in  New  York 


BUSINESS  WEEK/AUGUST  22,  1994  61 


Commentary/by  Tim  Smart 


WALL  STREET'S  BITTER  LESSONS  FOR  GE 


liti 


o  surprises.  That's  what  Gener- 
al Electric  Co.  Chief  Executive 
Officer  .John  F.  Welch  Jr.  ex- 
pects from  his  troops.  But  in  April, 
Welch  received  a  surprise  on  a  par 
with  Pearl  Harbor.  That's  when  lieu- 
tenants at  GE's  Kidder,  Peabody  &  Co. 
unit  brought  the  bad  news  that  an  er- 
rant trader,  Joseph  Jett,  had  rolled 
up,  over  30  months,  such  a  huge  vol- 
ume of  fictitious  trading  profits  in  gov- 
ernment securities  that 
GE  had  to  report  a  $350 
million  pretax  loss. 

On  Aug.  4,  an  85-page 
report  by  former  Secur- 
ities &  Exchange  Com- 
mission enforcement 
chief  Gary  G.  Lynch  that 
was  commissioned  by  GE 
concluded  that  Kidder 
suffered  from  "lax  over- 
sight" and  "poor  judg- 
ments." Virtually  all  of 
the  senior  executives,  in- 
cluding CEO  Michael  A. 
Carpenter,  have  been 
forced  out  and  replaced 
by  GE  operatives. 

That's  a  far  contrast 
from  the  image  GE  likes 
to  project:  a  tightly  run 
ship  that  fosters  high 
performance  whOe  maintaining  rigorous 
controls.  Release  of  the  report  raises 
questions  about  the  much-vaunted  GE 
management  .system,  the  paradigm  of 
consultants  and  business-school  profs. 
GE  has  suffered  black  eyes  in  the  past, 
such  as  a  bribery  scandal  involving  the 
jet-engine  division.  But  the  Kidder  fias- 
co clearly  shows  that  GE  is  just  as  ca- 
pable as  any  other  big  American  com- 
pany of  making  colossal  errors  in 
judgment. 

DIFFERENT  CLOTH.  Just  as  Kidder's  top 
executives  didn't  understand  Jett,  GE 
couldn't  get  a  handle  on  Kidder.  Like 
Exxon  Corp.  before  it  with  office  equip- 
ment and  Eastman  Kodak  Co.  with 
pharmaceuticals,  GE  en-ed  in  believing 
that  management  success  in  one  busi- 
ness would  automatically  transfer  to  an- 
other. It  thought  that  controlling  the 
people  who  make  up  Wall  Street's  free- 
wheeling trading  culture  was  as  simple 
as  controlhng  manufacturing  processes, 
in  which  GE  has  long  specialized.  "There 
WHS  never  anybody  in  the  company  who 
came  out  of  that  world  and  understood 
it,"  says  one  former  top  GEer. 


Back  in  1986,  when  GE  acquired  Kid- 
der, the  move  seemed  to  fit  a  master 
scheme  to  achieve  dominance  in  finan- 
cial services.  A  brochure  that  GE's 
crack  marketing  folks  put  together  at 
the  time  talked  of  building  synergy 
with  GE  Capital  Services  Inc.,  GE's 
hugely  profitable  financial-services  arm, 
that  would  yield  a  "force  in  the  world's 
financial  marketplaces  second  to  none." 

Wishful  thinking.  GE  repeatedly  bun- 
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JACK  WELCH  NEVER  MADE  KIDDER  AN  INTEGRAL  PART  OF  GE  CAPITAL 


gled  the  job.  To  begin  with,  Welch,  who 
declined  comment  on  the  Lynch  report, 
picked  Can^enter  to  lead  the  effort.  Car- 
penter had  no  securities-industry  experi- 
ence, having  come  to  GE  from  a  cai"eer  in 
management  consulting.  He  never  got 
along  with  GE  Capital  head  Gary  C. 
Wendt,  an  engineer  turned  finance  whiz. 
As  a  Welch  favorite,  Cai-penter  reported 
not  to  Wendt,  who  ran  the  company 
Kidder  was  nominally  a  part  of,  but  to 
Welch.  Wendt  kept  his  distance  from 
Kidder.  What's  more,  Kidder's  top  per- 
sonnel seemed  cut  from  different  cloth 
than  the  nuts-and-bolts  managers  who 
run  GE  Capital.  Says  Harvard  University 
business  school  Professor  Francis  J. 
Aguilar:  Kidder  "has  never  really  fit. 


GE  didn't  understand  the 
Street's  freewheeling 
trading  culture,  where  a  few 
superstars  rule  the  roost 


and  they've  never  really  folded  it  into 
Capital." 

There  is  a  vast  difference  betwe 
the  worlds  of  finance  in  which  GE  Cj 
ital  and  Kidder  operate.  GE  Capital 
focused  on  Main  Street:  It  leads 
such  businesses  as  auto  leasing,  mo 
gage  insurance,  and  equipment  fina 
ing.  These  are  also  businesses  wh' 
the  assets  tend  to  be  real,  not  pape 
HUMBUNG?  Kidder,  by  contrast,  is  p; 

of  a  world  where  a  f( 
superstars  acquire  eni 
mous  power,  where 
trader  like  Jett,  with 
formal    training,  co 
make  $9  million  in  a  s: 
gle  year.  That's  a  far  c| 
from  the  thousands 
highly  skilled  credit  ai 
lysts  and  managers  at 
capital  who  lease  railc; 
and  process  mortgage-il 
surance  applications.  Wi] 
few  exceptions,  such 
Merrill   Lynch   &  C^ 
firms  on  Wall  Street  ha' 
long  lacked  the  kind 
tight  management  stn 
ture  that  is  common 
Corporate  America. 

Kidder,    among    ti  ~" 
most  poorly  run 
when  GE  bought  it,  has  also  been 
lackluster  producer  of  profits,  GE's  chi 
barometer  of  success.  But  Welch  w 
never  able  to  fix  the  problem.  He 
cently  said  that  Kidder  has  earn< 
ateut  $250  miUion  since  1986.  That's 
an  investment  of  $1.4  billion.  Not  tl 
kind  of  performance  one  expects  fro 
GE,  where  such  mundane  business* 
as  gas  turbines  make  that  much  mon< 
in  a  single  year.  Welch,  for  some  re 
son,  tolerated  those  results  for  a  whil  P 
but  in  recent  years  he  has  been  tryii 
to  unload  the  firm. 

In  the  long  run,  some  good  cou 
come  of  GE's  Kidder  mess.  Maybe  tl 
episode  will  humble  a  company  th 
had  begun  to  believe  it  was  infallibl 
It  can  serve  as  a  reminder  that 
matter  how  well  you  are  doing— ar 
certainly  GE  has  performed  as  well 
any  large  company  of  late— you  car 
eliminate  surprises.  It's  how  you  de 
with  them,  and  what  you  learn  fro 
them,  that  are  the  true  measures  of 
good  manager. 
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Smart  covers  GE  from  Netv  Have 
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IME  FOR  MARKET  TIMERS 
0  GET  SOME  RESPECT? 


ey're  skulking  all  the  way  to  the  bank  this  year 


ik  arket  timers,  the  soothsayers 
U^H  and  traders  who  jump  in  and 

V  M  out  of  the  stock  market,  are 
)ng  the  most  unloved  sorts  on  Wall 
eet.  Their  raison  d'etre— riding  the 
rends,  dodging  the  down  moves— 
5  in  the  face  of  the  conventional  wis- 
1  that  stocks  should  be  held  for  the 
?  term.  Perhaps  only  the  short-sell- 
,  who  make  their  money  on  falling 
:k  prices,  are  more  despised  by  the 
estment  Establishment, 
iut  so  far,  1994  is  one  of  those  years 
timers  to  strut.  In  the  first  half,  tim- 
produced  an  average  return  of  0.1%, 
ording  to  the  Hulbert  Financid  Digest 
i^sletter  that  tracks  their  advice.  That 
y  not  sound  like  much,  but  during 
same  period  the  Wilshire  5000  Value- 
ighted  Total  Return  Index,  a  broad 
asure  of  stock-market  performance, 
s  down  4.5%  (table)  and  the  Stan- 
•d  &  Poor's  500-stock  index  fell  3.6%. 
\nd  many  of  the  best-known  market- 
ling  newsletters  did  a  lot  better  than 
The  Elves  Short-Term  model,  one 
several  in  Bob  Nurock's  Advisory, 
red  a  nifty  3.2%  return.  Nurock  told 
)scribers  via  his  telephone  hotline  to 


switch  from  stocks  to  cash  on  Feb.  15— 
two  weeks  after  the  Dow  Jones  industri- 
al average  reached  an  all-time  high.  Nu- 
rock is  still  bearish.  With  the  market 
continuing  to  struggle,  investors  are 
starting  to  wonder  if  the  timers'  in-and- 
out  strategy  is  a  better  way  to  go. 


The  extent  of  market-timing  is  any- 
body's guess.  Douglas  Fabian,  editor  of 
Fabian's  Investment  Resource,  one  of  the 
largest  of  some  130  timing  newsletters, 
says  it  has  36,000  subscribers  with  an 
average  portfolio  of  $138,000.  That  alone 
is  nearly  $5  billion.  Fabian  and  other 
gurus  also  manage  money  for  individual 
and  small  corporate  pension  plans.  Most 
timing  is  done  in  tax-deferred  accounts. 
INVESTOR  NON  GRATA.  Usually,  timers 
don't  focus  on  individual  stocks.  No-load 
funds,  with  their  easy  switching  privileg- 
es, are  their  favorites.  Because  they 
may  dart  in  and  out  of  a  fund  quickly, 
timers  can  force  some  fund  managers 
to  sell  stock  to  meet  re- 
demptions. Some  fund 
companies  have  booted 
frequent  switchers  out. 
Most  timers  use  "tech- 
nical" systems  to  call  the 
shots.  They  analyze  stock- 
price  movements  and  vol- 
ume changes  to  decide 
whether  to  buy  or  sell.  Some 
add  monetary  indicators  such 
as  interest  rates  and  take  fun- 
damentals such  as  p-e  ratios 
into  account.  Depending  how  the 
triggers  are  set  and  how  volatile  the 
market  is,  timers  may  signal  as  few  as 
two  or  perhaps  a  dozen  switches  a  year. 

But  while  most  of  the  newsletters  are 
bearish  right  now,  not  all  called  the 
downturn  as  well  as  Nurock.  Many 
stepped  to  the  sidelines  during  1993, 
and  Joseph  Granville  urged  his  followers 
out  of  the  market  nearly  two  years  be- 
fore the  stock  market  peak.  Fabian's  In- 
vestment Resource  said  sell  on  Mar.  31. 
On  the  next  trading  day,  Apr.  4,  the 
Dow  hit  its  low  so  far  for  the  year. 

"Sure,  I  worry  that  we  sold  at  this 
year's  bottom,"  says  Fabian,  whose  letter 


HOW  THE  BIG-HAME  MARKET  TIMERS  EARED 


Cumulative  returns  through  June  30,  1 994 

Newsletter /Timing  system  Six  months  Three  years  Fiveyeors 

THE  BIG  PICTURE  Master  Key,  no  shorting                           1 .8%  1 7.7%  64.7% 

BOB  NUROCK'S  ADVISORY  Elves  Short-Term,  no  shorting          3.2  47.0  62.0 

ELLIOn  WAVE  THEORIST  1 00%  cosh  on  sells                        1.8  9.6  20.2 

FABIAN'S  INVESTMENT  RESOURCE  Equity/Cosh  Timing  Model  -2.7  32.4  57.9 

GRANVILLE  MARKET  lEnER  100%  cosh  on  sell  signals             1.8  22.7  70.1 

INVESTECH  MUTUAL  FUND  ADVISER  Mutual  Fund  Timing  Model  0.9  27.3  56.8 

PROFESSIONAL  TIMING  SERVICE  Supply-Demand,  no  shorting  -1 .0  32.6  1 02. 1 

SYSTEMS  &  FORECASTS  Time  Trend,  no  shorting  0. 1  26.6  68.7 

WILSHIRE  5000  VALUE-V/EIGHTED  TOTAL  RETURN  INDEX  -4.5  33.9  61.6 

NEWSlEnER  TIMERS' AVERAGE*  0.1  17  5     34  5 

*  1 08  timing  systems  for  six  months,  95  for  three  years,  75  for  five  years 
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was  known  as  Telephone  Sivitch  Newslet- 
ter from  the  time  his  father  launched  it 
in  1977  until  last  year.  "But  we  also 
came  out  7%  below  the  all-time  high  on 
our  mutual-fund  composite— and  that's 
not  bad."  While  Fabian's  logged  the  low- 
est 1994  returns  of  eight  well-known 
timing  letters,  its  long-term  results  are 
competitive  with  its  rivals. 

But  are  market  timers  competitive 
with  buy-and-hold  investors?  Over  the 
last  three  and  five  years,  the  timers 
have,  for  the  most  part,  come  up  short. 
Those  systems  that  sold  stocks  short  in- 
stead of  merely  moving  to  cash  did  the 
worst.  Of  75  newsletter  timing  systems 
with  five-year  track  records,  only  15 
beat  the  Wilshire  index.  For  the  10-year 
period,  just  2  of  21  beat  the  index. 

One  reason  that  timing  often  falls 
short  is  that  the  stock  market  usually 
makes  its  big  moves  in  short,  sharp 
bursts.  The  penalty  for  missing  those 
moves  can  be  high,  says  Martha  E.  Or- 
tiz, a  partner  in  the  Philadelphia  invest- 
ment firm  of  Aronson  &  Fogler.  Ortiz 
notes  that  from  April,  1970,  to  April, 
1994,  the  S&P  500  had  an  8.1%  average 
annual  price  gain.  But  if  the  timer 
missed  the  five  days  with  the  largest 
gains,  the  return  drops  to  6.9%.  True,  a 
timer  that  dodged  the  worst  five  days 
would  have  beat  buy-and-hold  returns. 
But,  says  Ortiz,  since  the  market  goes 
up  two-thirds  of  the  time,  there's  more 
to  be  lost  from  missing  the  up  moves 
than  gained  from  avoiding  the  down. 
FALL  GUYS.  Timers  admit  their  services 
haven't  looked  so  hot  in  recent  years. 
The  stock  market  was  generally  bullish, 
and  bear  markets  were  sharp  but  short. 
Investors  who  h>ought  at  the  market  top 
in  1990  recouped  by  early  1991.  Even 
after  the  1987  crash,  the  averages  re- 
bounded within  two  years.  Timers  point 
to  the  painful  bear  markets  of  the  1960s 
and  1970s  to  make  the  case  for  timing. 

Timers  argue  that  simple  comparison 
to  the  stock-market  averages  is  no  way 
to  measure  their  worth.  "Because  a  tim- 
er goes  to  cash,  he  incurs  less  risk  over 
a  market  cycle,"  says  newsletter  editor 
Hulbert.  "If  he  reduces  risk  more  than 
he  gives  up  in  returns,  then  he's  adding 
value."  Over  the  last  five  years,  about 
one-third  of  the  timers  did  just  that. 

Even  if  an  investor  doesn't  dance  to 
the  market  timers'  tunes,  their  advice 
can  be  useful.  Jim  Schmidt,  editor  of 
Timer  Digest,  says  about  half  of  his 
readers  are  large  money  managers  who 
don't  switch  in  and  out  of  the  market. 
"But  if  they  get  some  new  money  in 
and  the  timers  they  respect  are  bearish," 
he  says,  "they  just  may  delay  investing 
it."  In  a  world  so  biased  to  the  buy-and- 
iitild  philosophy,  a  different  voice  may  be 
■/oith  hearing. 

L'y  Jeffrey  M.  Laderman  in  New  York 


WHERE  BOTH  BULLS  AHD  BEARS 
CAH  RUH  WILD 


arket  timers  get  little  re- 
spect in  the  mutual  fund 
community.  Skip  Viragh  saw 
this  firsthand  when  the  fund  company 
he  worked  for  shut  down  a  fund  that 
was  popular  with  aggressive  money 
managers  looking  to  call  turns  in  the 
market.  So  Viragh  started  Rydex  Se- 
ries Trust  to  cater  to  the  needs  of 
these  pariahs  of  the  investment  world. 

The  centerpieces  of  his  strategy  are 
the  Nova  and  Ursa  funds.  With  more 
than  $100  million  in  assets  each,  the 
funds  invite  timers  to  take  stands  on 
which  direction  the  market  is  headed. 
Nova  is  a  souped-up  index  fund,  which 
timers  buy  when  they're  bullish.  Ursa, 
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RYDEX'  TIMER  f  UNDS  TAKE  Of  F 


APR.  1,  '94 
▲  MILLIONS  OF  DOLURS 


ASSETS  FOR  WEEK  ENDING 
MAY  6  JUNE  3 

DATA:  RYDEX  SERIES  TRUST 


JULY 


Latin  for  bear,  is  for  those  who  think 
the  market  is  heading  south. 

Rydex  doesn't  charge  for  barreling 
into  a  fund  or  beating  a  hasty  retreat. 
And  there's  no  limit  on  the  size  or 
frequency  of  switches.  "Most  mutual 
funds  have  an  attitude  that  you  buy 
and  hold  for  life,"  gripes  E.  James 
Welsh,  president  of  Welsh  Money  Man- 
agement. "This  is  an  environment 
where  market  timers  are  more  than 
welcome." 

DIRTY  WORD.  Rydex'  unique  strategy 
has  attracted  more  than  $380  million 
into  its  family  of  six  funds  in  little 
more  than  a  year.  Rydex  also  offers 
funds  that  track  movements  in  small- 
cap  stocks  and  precious  metals.  And 
Viragh  is  planning  new  funds  based 
on  suggestions  from  clients. 

Derivatives,  a  dirty  word  in  some 
mutual  fund  circles,  keep  Nova  and 
Ursa  running  smoothly  while  timers 
move  money  around.  For  Nova,  Vi- 
ragh buys  futures  and  call  options  on 
the  Standard  &  Poor's  500-stock  in- 
dex. By  substituting  futures  and  op- 


tions for  stocks,  Viragh  keeps  trans 
tion  costs  down  and  liquidity  high. 

Nova's  extra-heavy  weighting  of  ( 
options  makes  the  fund  more  volat 
than  the  S&P  itself.  The  fund  shoi 
produce  50%  greater  gains  than  a  n 
uiar  index  fund  in  an  up  mai'ket,  an 
tractive  feature  to  timers  who  usua 
jump  into  a  rising  market  after  pri( 
turn  up.  But  Nova  shareholders  h 
better  be  right:  the  fund  will  suf 
greater  losses  in  a  down  mark  t«i 
Through  July  31,  Nova  was  down  4.1 
while  the  S&P  500  was  off  just  0.21' 
SHORT  TIMERS.  The  Ursa  Fund  is  eqi 
ly  innovative,  enabling  timers  to  s 
short  by  buying  a  mutual  fund.  Ui  s'ic 
gains  on  market  (  to 
clines  because  it  svii 
S&P  500  futures  a 
buys  S&P  put 
tions.  Both  yit 
profits  as  stocks  fi 
The  fund's  perf< 
mance  runs  oppos; 
to  S&P.  Since  its 
ception  on  Jan. 
Ursa  is  up  2.4%. 

Although  1 
funds  have  no 
trance  or  exit  fe< 
management  fe 
and  other  expens 
for  Nova  and  Ur 
come  to  an  above-a 


NOVA 

(BULLISH  FUNDj 


AUG.  5 


i 
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erage  1.5%  of  assets  per  year.  Th 
figure  should  come  down  as  the  fun 
grow.  Rydex  also  requires  a  $10,0 
minimum  investment— which  keeps  o 
small  accounts  that  are  costly  to  S( 
vice.  Viragh  also  tries  to  hold  dov 
expenses  by  working  out  of  low-re 
space  in  Bethesda,  Md.,  and  outfittii 
the  office  with  beat-up  furniture 

The  market  turbulence  this  pa 
spring  highlighted  Rydex'  value  to  i 
clients.  For  instance,  the  bullish  Nc 
fund  had  just  $8.1  million  on  Apr.  2 
The  next  day,  a  strong  earnings  i 
port  from  IBM  sparked  market  op' 
mism,  traders  switched  to  Nova,  ar 
the  fund  swelled  to  over  $63  millio 
Another  day  later,  sentiment  changt 
again  and  all  but  $11  million  of  N 
va's  assets  bolted. 

"The  timers  were  looking  for  t\ 
market  to  break  out,"  Viragh  says  wii 
a  laugh.  "And  when  it  didn't,  they  sa 
sayonaray  That  lack  of  commitment- 
nightmare  for  most  fund  managers- 
Viragh's  dream  come  true. 

By  Amey  Barrett  in  Bethesda,  M 
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3ENE  G.  MARCIAL 

NILEVER  MAY  BE 
CKING  ITS  CHOPS 
VER  HEINZ... 


■  amous  for  ketchup,  StarKist  tuna, 

■  and  other  food  products,  H.  J. 
Heinz  enjoys  a  global  presence. 

t  on  Wall  Street,  the  company  gets 
star  billing.  Most  analysts  have 
le  sour  on  the  stock  and  have 
nmed  earnings  estimates  for  1995 
1  1996,  in  part  because  of  sluggish 
ls  and  earnings  during  fiscal  1994. 
:  Heinz  stock  is  buoyant,  trading  at 
-not  far  from  its  ;52-week  high  of  39. 
lat's  cooking? 

Value  investors— pros  who  buy  into 
npanies  whose  stocks  are  trading 
ow  their  estimated  intrinsic  worth— 
nk  Heinz  will  be  the  target  of  a 
:eover  offer,  as  the  food  industry 
isolidates. 

One  New  York  hedge-fund  manager 
ieves  that  Unilever,  the  Anglo-Dutch 
isumer  giant  with  sales  of  about  $41 
lion,  has  been  eyeballing  Heinz  for  a 
ssible  bid.  Unilever,  which  primarily 
iduces  food,  beverage,  and  deter- 
nt  products,  is  also  big  in  specialty 
imicals. 

This  money  manager  also  figures 
it  Heinz  is  worth  about  $50  a  share 
a  takeover.  Several  insiders,  includ- 
;  a  number  of  big  investors,  "want  to 
ih  out,  and  they  have  been  behind 
J  move  to  sell  the  company,"  says 
s  pro.  He  notes  that  Heinz  Chairman 
d  CEO  Anthony  O'Reilly,  who  has 
en  selling  off  assets  as  part  of  a  re- 
'ucturing,  may  want  to  wait  until 
9  turnaround  is  well  on  its  way  be- 
•e  looking  for  a  buyer.  By  then,  the 
ice  of  the  stock  could  be  much  high- 
But  suitors,  especially  Unilever,  will 
mt  to  do  a  deal  sooner,  this  New 
rk  investment  pro  argues,  when  the 
ares  are  still  reasonably  inexpensive. 
AERICAN  WE.  Says  one  analyst:  "Buy- 
?  Heinz  makes  strategic  sense  for 
lilever,  which  has  been  trying  to  ex- 
ind  its  food  operations  and  extend 
■  reach  into  the  U.  S."  About  57%  of 
3inz  revenues  and  48%  of  profits 
em  from  operations  in  America.  The 
st  is  generated  primarily  in  Europe 
id  Asia. 

In  addition  to  ketchup  and  tuna, 
einz's  lineup  of  brands  includes  9- 
ves.  Jerky  Treats,  and  Meaty  Bone 
it  food;  Steak-Umm  meat  products; 
Iba  low-calorie  beverage;  canned  soup 
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and  beans,  and  Plasmon  and  Nipiol 
baby  food. 

Sales  for  the  year  ended  Apr.  27, 
1994,  totaled  $7.04  billion,  off  slightly 
from  fiscal  1993's  $7.10  billion.  Smith 
Barney  analysts  Robert  Morrow  and 
Scott  Glasser  see  fiscal  '94  earnings  of 
$2.33  a  share,  off  from  $2.35.  Heinz 
and  Unilever  both  won't  comment. 


...AS  NESTLE 
DROOLS  OVER  CPC 


There's  speculation  these  days 
about  food  companies  not  only  as 
takeover  targets  but  also  as 
would-be  acquisitors.  One  such  is 
Switzerland's  Nestle,  the  world's  larg- 
est food  processor.  The  question  Wall 
Streeters  are  asking  is:  "What  will 
cash-rich  Nestle  go  after?" 

The  maker  of  dairy  products,  cof- 
fee, chocolate,  pet  food,  mineral  wa- 
ter, and  pharmaceuticals  is  said  to  be 
hot  after  CPC  International.  Whispers 
are  that  talks  have  been  going  on  be- 
tween Nestle  and  CPC,  an  Englewood 
Cliffs  (N.J.)  maker  of  grocery  prod- 
ucts, corn  syrup,  and  dextrose  with 
operations  in  58  countries.  One  source 
says  negotiations  are  way  past  the  ex- 
ploratory stage.  He  believes  an  initial 
pact  could  be  ironed  out  by  late  Sep- 
tember or  October. 

CPC  is  trading  at  49,  up  from  44  in 
mid-May.  An  investor  familiar  with  the 
negotiations  says  the  price  CPC  is  seek- 
ing is  between  $70  and  $80  a  share. 

Nestle  is  eager,  he  adds,  to  broaden 
its  operations  not  only  in  the  U.  S.  but 
also  in  Europe  and  Latin  America, 
where  CPC  sales  are  expected  to  hit 


$1  billion  this  year.  Britain,  France, 
and  Germany  are  also  big  CPC  mar- 
kets. The  company's  foreign  operations 
accounted  for  more  than  64%  of  sales 
and  profits  last  year. 

Among  CPC's  products  are  Knorr 
soup,  Hellmann's  and  Best  Foods  may- 
onnaise, Skippy  peanut  butter,  Mazola 
com  oil  and  margarine.  Golden  Griddle 
pancake  syrup,  Karo  syrup,  and 
Thomas'  and  Arnold  baked  goods. 

Analyst  Kenneth  Shea  of  Standard 
&  Poor's  figures  earnings  per  share 
will  jump  to  $3.20  this  year  and  $3.60 
next  year,  up  from  last  year's  $2.95. 
Sales  are  expected  to  hit  $7.2  billion 
this  year,  after  last  year's  $6.7  billion. 
Nestle  and  CPC  both  declined  comment. 


A  HOT  SPLKE  IN 
VIDEO  AND  AUDIO? 


ot  everybody  thinks  mergers 
are  made  in  heaven,  even  if 
the  parties  involved  do.  When 
HMG  Digital  Technologies  announced  in 
mid-June  it  was  merging  with  private- 
ly owned  Allied  Film  Laboratory,  HMG 
shares  skidded  from  7%  to  6!^.  Since 
then,  it  has  continued  sliding,  to  5)i. 
But  money  manager  Gary  Kaminsky 
of  Cowen  &  Co.  is  far  from  discou- 
raged. He  has  been  buying  despite  the 
dip.  Why? 

"Investors  either  misunderstand  or 
don't  care  about  the  very  positive 
things  happening  at  HMG,"  says  Kamin- 
sky. He  says  the  combined  company,  to 
be  named  Allied  Digital  Technologies, 
"will  be  a  pure  play  in  the  emerging 
CD  and  CD-ROM  software  industry."  Ka- 
minsky got  into  the  stock  as  early  as 
May,  1993,  when  HMG  merged  with  RCL 
Acquisitions. 

With  the  latest  merger,  the  two 
companies  will  have  combined  sales  of 
nearly  $150  million.  HMG,  a  major  dupli- 
cator of  audio-  and  videocassettes,  post- 
ed sales  of  $46.9  million  in  1993,  while 
Allied,  which  duplicates  movie  films 
and  videocassettes,  generated  revenues 
of  $93.2  million. 

HMG  currently  trades  on  the  Amer- 
ican Stock  Exchange.  After  the  merg- 
er, the  company  is  expected  to  trade 
on  the  AMEX.  HMG  recently  opened  a 
new  replication  facility  in  Hauppage, 
N.Y.,  for  compact  disks  and  CD-ROM 
disks.  PolyGram,  Capital  Cities/ABC, 
and  Sony  are  among  HMG's  big  cus- 
tomers. Kaminsky  expects  the  stock 
to  double  easily  in  a  year.  One  analyst 
sees  the  company  earning  $1  a  share 
next  year. 
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IS  THIS  THE  LAST  HURRAH 
FOR  CHRIS  WHimE? 


He  pulled  off  the  sale  of  Channel  One  to  K-III,  but  the  New  Age  media  baron's  empire  is  crumblin 


Visitors  to  Christopher  Whittle's 
elegant  shingled  summer  home 
in  East  Hampton,  N.Y.,  marvel 
at  its  peaceful  setting.  Beyond  its  sweep- 
ing lawns  and  the  calm  waters  of 
Georgica  Pond,  a  strip  of  sand  keeps 
the  Atlantic  Ocean  at  bay.  As  Whittle 
puttered  around  the  house  on  July  31, 
though,  the  surf  might  as  well  have 
been  pounding  on  his  doorstep. 

The  flamboyant  media  entrepreneur 
had  just  shut  down  yet  another  of  his 
ventures.  Medical  News  Network.  And 
he  was  negotiating  the  sale  of  half  of  his 
only  successful  business,  Channel  One,  to 
Goldman,  Sachs  &  Co.  Wall  Street  exec- 
utives say  Goldman  was  squeezing  Whit- 
tle for  every  last  nickel.  With  his  busi- 
nesses failing  and  his  company  bleeding, 
he  seemed  to  have  little  choice  but  to  ac- 
cept the  deal.  Worst  of  all,  the  invest- 
ment bank  wanted  Whittle  to  play  no 
further  role  at  Channel  One. 
ANOTHER  COUP?  Then,  on  Sunday  eve- 
ning, came  a  call  fi'om  William  F.  Reilly, 
the  chairman  of  K-III  Communications 
Corp.  Reilly  told  Whittle  he  was  inter- 
ested in  buying  Channel  One,  a  satellite- 
TV  service  that  beams  current-events 
programs  and  commercials  into  12,000 
schools.  He  said  he  would  offer  more 
money  than  Goldman,  and  would  keep 
Whittle  on  as  chairman.  Whittle  spent 
the  next  four  days  in  intensive  talks  at 
Reilly's  offices.  By  Aug.  5,  he  was  able 
to  bring  a  $300  million  offer  from  K-III 
to  his  board. 

To  his  loyalists,  it  was  another  coup  in 
Whittle's  storied  career:  The  46-year- 
old  executive  and  his  partners  will  get 
sorely  needed  cash.  Whittle  will  keep 
his  place  at  Channel  One.  And  with  the 
well-financed  publisher  of  New  York  and 
Seventeen  magazines  now  in  charge. 
Whittle  can  devote  more  of  his  attention 
to  the  Edison  Project,  his  ambitious 
.'cheme  to  build  a  national  chain  of  for- 
p  ofit  secondary  schools.  Says  one 
friend,  Porter  Bibb,  a  media  investment 
banker  at  Ladenburg,  Thalmann  &  Co.: 
i  "Chris  has  once  again  demonstrated  his 
uperb  salesmanship." 
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ike  many  things  related  to  Chris 
I  ttle,  there  is  less  to  this  deal  than 
ts  the  eye.  Executives  close  to  K-III 
Whittle  will  not  run  Channel  One, 
)ite  his  lofty  title.  "It's  an  honorary 
g,"  says  one  executive.  "He's  going 
e  more  like  an  outside  consultant." 
ttle  plays  a  similar  role  at  Edison: 
•is  hasn't  been  involved  at  all  in  day- 
ay  activities,"  says  Edison  Chief  Ex- 
ive  Benno  C.  Schmidt  Jr. 
ather  than  staging  a  triumph,  Whit- 
may  have  written  a  coda  to  his 
ly  but  flawed  rise.  Without  Chan- 
One  or  Medical  News  Network, 
ttle  Communications  LP  has  shrunk 


to  a  grab-bag  of  assets:  a  women's  pro 
baseball  team,  the  Silver  Bullets;  a  dis- 
tribution system  for  sampler  products 
on  college  campuses;  and  medical  pubh- 
cations  such  as  Physician's  Weekly.  "You 
can  draw  your  own  conclusions,"  says 
one  Whittle  executive,  who,  like  others, 
says  he  may  soon  leave  the  company. 

For  years,  media  mavens  have  debat- 
ed whether  Whittle  is  a  visionary  or  a 
huckster— a  New  Age  Marshall  McLu- 
han  or  an  old-time  Elmer  Gantry.  With 
his  ingenious  schemes  to  get  advertise- 
ments into  books,  doctor's  offices,  and 
classrooms.  Whittle  challenged  the  tradi- 
tional precepts  of  ad-supported  media. 
For  a  while,  he  was  huge- 
ly successful.  He  lured  big 
investors  such  as  Time 
Warner  Inc.  and  Dutch 
consumer-electronics  gi- 
ant Philips  Electronics. 
And  he  built  a  stately 
Georgian-style  headquar- 
ters in  Knoxville,  Tenn., 
which  locals  jokingly 
dubbed  "Colonial  Whit- 
tlesburg."  Whittle  Com- 
munications became  a 
media  powerhouse. 
And  with  Edison, 
Whittle  branched 
out  to  become  a 
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voice  in  such  high 
profile  issues  as 
school  reform. 

Now  that 
Whittle  Com- 
munications is  in  "^'^ 
disarray,  employees  and  back 
ers  are  struggling  to  figure  out  what 
went  wrong.  Some  still  see  Whittle  as  a 
prophet  who— if  anything— was  too  far 
ahead  of  his  time.  "There  are  two  kinds 
of  pioneers,"  says  Robert  E.  Hope,  pres- 
ident of  Whittle  Events,  invoking  one 
of  Whittle's  analogies.  "The  ones  who 
go  out  and  fight  the  Indians  to  get  the 
land.  And  those  who  stay  home  to  build 
the  fort.  He  says  the  ones  who  go  out 
always  catch  the  arrows." 
FANCY  FOOTWORK.  Others  think  Whit- 
tle richly  deserved  the  arrows.  They 
say  he  has  been  disingenuous  from  the 
start— promising  more  than  he  delivered, 
most  notably  in  Special  Reports,  a  series 
of  magazines  and  a  video  service  for 
medical  waiting  rooms.  In  1990,  one  for- 
mer executive  says,  the  company  took 
out  full-page  ads  in  The  New  York  Times 
and  other  newspapers  claiming  that  Spe- 
cial Reports  magazines  reached  100  mil- 
lion people.  Challenged  on  that  asser- 
tion. Whittle  executives  later  conceded 
that  the  number  was  inflated:  The  com- 
pany estimated  that  each  quarterly  mag- 
azine reached  25  million  readers,  and 
multiplied  it  by  four. 

Such  fancy  footwork  has  bred  an  at- 
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mosphere  of  distrust  toward  Whittle  on 
Madison  Avenue.  Some  employees  be- 
lieve this  has  harmed  subsequent  ad- 
supported  ventures,  such  as  Channel 
One  and  Medical  News  Network.  In  an 
interview  with  BUSINESS  WEEK,  Whittle 
admits  the  ill-will  hurt  Special  Reports, 
though  he  denies  that  it  affected  Chan- 
nel One  or  MNN.  "I  would  chalk  up  the 
problems  with  Special  Reports  to  our 
execution,"  he  says. 

Equally  important,  say  current  and 
former  employees.  Whittle  mismanaged 
his  company.  He  plunged  into  three  cost- 
ly ventures— MNN,  Edison,  and  the  elec- 
tronic version  of  Special  Reports— when 
the  company  had  barely  $200  million 
in  annual  revenues.  And 
he  allowed  costs 
to  spiral  out  of 
control  by  hiring 
celebrities  from 
government  and 
journalism  at  lav- 
ish salaries.  "The 
one  thing  to 
understand,"  says 
a  former  employ- 
ee, "is  that  Chris 
f  has  screwed  every- 
body: partners,  em- 
ployees, schools,  and 
advertisers." 
That's  a  harsh 
judgment,  and  Whit- 
tle strenuously  rejects 
it.  With  the  exception 
of  Time  Warner  and 
Philips,  he  says,  his 
many  partners  over  two 
decades  have  all  done  well 
from  their  association  with  him.  Whittle 
acknowledges  that  he  has  had  to  lay  off 
employees,  but  says  he  has  paid  gener- 
ous severance.  And  Whittle  notes  that 
Channel  One  has  re-signed  the  great 
majority  of  both  schools  and  advertisers 
that  tried  the  service.  Any  suggestion 
that  he  deliberately  mistreated  these 
constituencies.  Whittle  says,  is  "not  fair 
and  . . .  not  accurate." 
NO  RETURNS.  Still,  Whittle  has  left  his 
share  of  scars.  Time  Inc.,  the  publishing 
arm  of  Time  Warner,  plunked  down  $185 
million  for  50%  of  Whittle  in  1988.  Phil- 
ips Electronics  invested  $175  million  in 
1992.  Philips  and  another  Whittle  part- 
ner, British  newspaper  publisher  Asso- 
ciated Newspapers  PLC,  also  backed  the 
Edison  Project.  Together  with  Whittle, 
they  poured  $40  million  into  the  ven- 
ture last  summer.  Even  with  the  K-III 
deal,  none  of  these  investments  has  gen- 
erated a  return. 

Indeed,  Time  Warner  has  steadily  re- 
duced its  stake  in  Whittle  and  refused  to 
bankroll  the  Edison  Project.  Executives 
familiar  with  the  company  say  it  has 
written  off  its  entire  $185  million  invest- 
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uK  iii.  By  comparison,  Time's  notorious 
tailed  magazine,  TV-Cahle  Week,  cost  the 
company  $47  million  in  1983.  Reginald  K. 
Brack  Jr.,  chairman  of  Time  Inc.,  says 
the  Whittle  investment  will  result  in  no 
"material  losses"  for  the  company.  But 
executives  close  to  Time  Warner  say  it 
contributed  to  the  company's  recent  de- 
cision to  replace  Brack  as  CEO  of  Time 
Inc.  Brack  and  other  Time  Warner  exec- 
utives flatly  deny  that  Whittle  had  any- 
thing to  do  with  his  relinquishing  the 
chief  executive  title. 

Philips  declined  to  discuss  its  expo- 


CHANNEL  ONE 


Satellite-television 
service  beamed  int 
12,000  schools. 
STATUS:  Tentatively 
sold  to  K-lll  Comm 
nications  for  $30 


sure.  But  the  company  has  benefited 
from  the  Whittle  alliance  in  other  ways. 
Its  Magnavox  subsidiary  supplies  the 
350,000  TV  sets  that  carry  the  12-minute 
Channel  One  broadcast.  And  Edison 
plans  to  use  more  Philips  products  in 
its  high-tech  schools. 

Despite  their  hefty  losses.  Whittle's 
partners  were  often  distracted  by  corpo- 
rate woes  of  their  own,  and  they  didn't 
intercede  until  last  Februai-y,  after  Wliit- 
tle  closed  down  Special  Reports  at  an  es- 
timated cost  of  $25  million.  Philips  in- 
stalled one  of  its  senior  U.  S.  executives, 
Don  F.  Johnstone,  as  CEO  of  Whittle 


A  series  of  magazines  and  a  video 
service  aimed  at  doctors'  waiting 
rooms.  STATUS:  C  losed  in  Febru- 
ary. Estimated  cost:  $25  million. 


'i  


Communications.  Johnstone  says  he  cut 
$40  million  in  costs  out  of  Whittle  in 
his  first  two  months  on  the  job. 

Whittle's  corporate  general  partners 
may  get  some  of  their  money  back  fi'om 
the  K-III  deal.  Executives  familiar  with 
the  arrangement  say  Whittle  will  use 
the  proceeds  for  three  purposes:  to  pay 
down  the  company's  roughly  $100  million 
in  debt;  to  offset  the  estimated  $35  mil- 
lion cost  of  shuttering  MNN;  and  to  pay 
back  the  general  partners.  Time  Warner 
and  Philips  each  own  33.4%,  while  Asso- 
ciated owns  22.3%.  Whittle,  who  is  man- 
aging general  part- 
ner, owns  8%. 

By  contrast.  Whit- 
tle's limited  part- 
ners—who range 
from  company  execu- 
tives to  longtime 
Whittle  associates- 
may  not  get  a  dime 
from  the  sale.  Most 
of  them  aren't  sur- 
prised: They  say 
they  haven't  received 
any  financial  informa- 
tion since  Whittle's  profits  began  slip- 
ping about  two  years  ago.  Whittle 
doesn't  report  revenues  or  profits 
publicly.  But  with  insiders  put- 
ting the  company's  loss  at 
$50  million  in  fiscal  1994, 
Whittle  isn't  making  money 
for  anybody.  "Everybody 
has  been  living  with  the 
prospect  of  [getting  noth- 
ing] for  some  time,"  says  one 
limited  partner. 

The  sad  thing  about  Whittle's 
decline,  say  many  employees,  is  that  he 
dreamed  up  some  profitable  ideas.  Take 
Channel  One.  The  service  encountered 
tremendous  hostility  from  the  education- 
al establishment  when  Whittle  rolled  it 
out  in  1990.  But  8  million  students  now 
watch  its  fast-paced 
mix  of  information 
and  ads.  And  Chan- 
nel One  has  re-signed 
99%  of  its  schools,  ac- 
cording to  its  chief 
executive,  Ed  Win- 
ters. What's  more, 
Channel  One's  distri- 
bution system  can  be 
used  for  other  pro- 
gramming, says  Jef- 
frey T.  Leeds,  an  in- 
vestment banker  who 
helped  Whittle  negotiate  the  K-III  deal. 

Channel  One  has  had  a  more  mixed 
reception  on  Madison  Avenue.  Two  ma- 
jor sponsors.  Sears,  Roebuck  &  Co.  and 
Burger  King  Corp.,  dropped  out  of  the 
service  during  its  last  renewal  period 
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two  years  ago.  But  other  major  adverBisi 
ers,  such  as  Procter  &  Gamble,  Pepsi 
and  Mars,  renewed  their  participatij 
Winter  says  Channel  One  has  sigi^sl 
more  than  $200  million  in  long-term 
contracts  averaging  SVi  years.  And  e>  « 
utives  close  to  the  company  say  it  ha  i«i 
35%  profit  margin  on  revenues  pini 
slightly  less  than  $80  millio 
Still,  employees  say  W' 
tie  could  have  diminisl 
the  Channel  One  contro\ 
.sy  if  he  had  been  less  he  iiit 
strong.  Some  argue  that 
should  have  tried  to  wi 
with  the  National  Educat 
Assn.  in  designing  the  serv; 
He  didn't.  And  the  nea  has  m; 
Channel  One  public  enemy  No.  1  in 
campaign  against  commercialism 
schools.  Last  month,  the  group  voted  w 
authorize  its  local  affiliates  to  lobby  sij^itii 
retirement  funds  to  divest  holdings 
companies  tliat  a(l\'i'i-t isc  on  Chan 


MEDICAL  NEWS 
NETWORK 

On-line  medical  infor- 
mation and  advertising 
service  for  doctors. 
STATUS:  Closed  in  Au- 
gust. Estimated  cost: 
$35  million. 
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One.  K-III  may  also  encounter  manaji 
ment  dissension  at  its  new  proper 
Executives  close  to  the  deal  say  Whiti 
told  Winter  about  the  talks  only  oi 
day  before  K-III  made  its  offer.  Winljpui- 
won't  comment  on  that,  but  says 
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s  to  stay  on  as  president  and  CEO. 
1  other  cases,  Whittle  was  a  victim 
.(■  niple  bad  luck.  With  Medical  News 
fjovk,  for  example,  he  had  developed 
Juable  on-line  service  to  help  doctors 
abreast  of  new  drugs  and  treat- 
ts  in  an  era  of  rapidly  advancing 
th  care.  Whittle  was  getting  good 
Its  in  a  test  with  .5,000  doctors.  And 
e  pharmaceutical  companies  had  ten- 
sely agreed  to  buy  ads  on  mnn  for  a 
1  of  $147  million. 

ut  then  came  health-care  reform, 
;h  shifted  the  focus  in  medicine  fi-om 
vidual  doctors  to  huge  health  man- 
nent  organizations.  To  account  for 
,  shift,  say  mnn  executives,  they 
Id  have  to  change  the  service's  dis- 
ution.  Also,  facing  the  prospect  of 
arnment  reform,  the  drug  industry 
undergone  a  wrenching  consolida- 
,  which  has  thrown 
mdgets  into  turmoil, 
lelp  pay  for  revamp- 
the  service.  Whittle 
d  to  sell  a  stake  in 
I  to  Reuters  Hold- 
;  PLC  and  one  of  the 
rices  three  drug  ad- 
tisers.  When  both 
panies  balked,  Whit- 
pulled  the  plug. 
MRTIES.  If  Whittle 
.  sometimes  the  vic- 
of  circumstance, 
ugh,  his  big-spend- 
ways,  such  as  his 
chant  for  hiring  ce- 
•it''  3xecutives,  did- 
hel.    Among  those 
)  were  lured  to  the 
)xville  headquarters: 
Hilton    Jordan  of 
•ter  Administration 
16  and  William  S. 
ieyser,  former  editor 
Fortune  magazine, 
3  have  both  since  left  Whittle;  and 
)  Eisenberg,  former  editor  of  Esquire, 
3  has  struggled  to  remain  useful  as 
ittle's  operations  shriveled.  Sources 
these  executives  were  each  paid  be- 
!en  $400,000  and  $500,000  a  year.  For- 
r  employees  say  Whittle's  lavish  prac- 
!s  extended  to  every  corner  of  the 
ipany.  To  celebrate  the  launch  of  the 
etronic  version  of  Special  Reports, 
alls  a  former  executive,  he  threw 
•ties  in  New  York  and  Los  Angeles 
ting  $100,000  each. 
tVhittle  defends  his  high  salaries  as  a 
:essary  tool  to  attract  the  best  people, 
d  that  periodically  get  out  of  hand?" 
i  asks,  "Yes.  Was  it  central  to  the 
I  )blems  of  Special  Reports  and  mnn? 
j  solutely  not."  Whittle  also  says  his 
i  'awling  $55  million  headquarters  was 
1  iropriate  for  the  company  when  its 
I  itures  were  mostly  print,  and  were 


based  in  Knoxville.  Nowadays,  Channel 
One  is  in  Los  Angeles,  while  the  Edison 
Project  is  in  New  York.  Whittle  is  seek- 
ing new  tenants  for  the  building. 

One  thing  Whittle  is  not  apologizing 
for  is  the  Edison  Project:  "When  you 
look  back  on  all  this,  Edison  will  be  the 
most  important  thing  we've  done."  In- 
deed, the  project  can  offer  Whittle  some 
hope.  Edison  CEO  Schmidt  says  he  has 
obtained  tentative  contracts  to  operate 
24  elementary  schools  for  municipalities 
ranging  from  Dade  County,  Fla.,  to 
Wichita  to  Bridgeport,  Ohio.  That's  more 
than  Schmidt  expected,  and  it  puts  Edi- 
son on  track  to  open  its  first  10  schools 
by  September,  1995. 

The  trouble  is,  Edison  needs  another 
$50  million  or  so  to  actually  run  the 
schools.  Schmidt  has  already  .spent  $40 
million  to  design  a  curriculum  and  mar- 
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ket  it  to  school  districts  nationwide.  This 
fall,  he  and  Whittle  plan  to  raise  more 
cash  from  both  institutions  and  wealthy 
individuals.  Schmidt  says  Edison  can 
turn  a  profit  and  become  self-financing 
after  a  couple  of  years.  But  even  some 
former  Edison  board  members  are  skep- 
tical that  Whittle  will  ever  be  able  to 
make  schools  a  profitable  business.  For 
one  thing,  Schmidt  plans  to  make  costly 
technological  investments,  such  as  net- 
working computers  at  school  with  those 
in  students'  homes. 

Observers  have  their  doubts.  "We've 
l)een  trying  to  find  ways  to  introduce 
technology  into  every  classroom,"  says 
Joan  A.  Buckley,  assistant  director  of 
the  Educational  Issues  Dept.  at  the 
American  Federation  of  Teachers.  "We 
haven't  been  successful  in  that,  let  alone 
networking  them  into  their  homes,"  she 
adds.  Schmidt  counters  that  because  Ed- 


ison is  a  private  enterprise,  it  can  make 
more  long-term  investments  in  technolo- 
gy than  local  school  districts,  many  of 
which  face  stiff  public  resistance  to  bud- 
get hikes. 

In  many  ways.  Whittle  has  more  rid- 
ing on  Edison  than  any  of  his  other  ven- 
tures. Whittle  acknowledges  that  some 
of  his  company's  problems  stem  from 
the  fact  that  he  has  spent  so  much  time 
crusading  for  Edison.  Also,  sources  say 
Whittle  poured  $20  million  of  his  own 
money  into  Edison  last  summer,  after 
his  last  effort  to  find  outside  investors 
came  up  short. 

Whatever  his  investment  in  Edison, 
Whittle's  personal  resources  are  consid- 
erable. He  amassed  a  tidy  fortune  when 
Time  bought  its  stake  in  the  company  in 
1988.  Whittle's  personal  take  was  $40 
million.  And  he  hasn't  hesitated  to  spend 
his  money.  In  addition 
to  his  East  Hampton 
house.  Whittle  owns  a 
townhouse  off  Fifth  Av- 
enue and  a  meticulously 
decorated  apartment  in 
New  York's  fabled  Da- 
kota. Friends  say  the 
townhouse  and  summer 
home  each  cost  more 
than  $10  million.  Whit- 
tle also  owns  a  place  in 
Knoxville,  and  sold  his 
farm  in  Vermont. 
GLOBMHOTTING.  Fnends 
say  his  lifestyle  has  be- 
come more  baronial 
since  he  married  Pris- 
cilla  Rattazzi,  the  niece 
of  Italian  industrialist 
Gianni  Agnelli,  in  1990. 
A  few  years  ago,  he 
bought  and  expensively 
decorated  the  Knoxville 
house  to  entice  Rattazzi 
to  spend  more  time 


more 

there.  Despite  that,  Rattazzi  spends 
most  of  her  time  in  New  York.  So  Whit- 
tle keeps  up  a  gi'ueling  schedule  of  com- 
muting between  Knoxville,  Manhattan, 
and  East  Hampton.  Throw  in  trips  to 
Channel  One's  studios  in  Los  Angeles 
and  overseas  pilgrimages  to  meet  inves- 
tors, and  Whittle's  schedule  rivals  that 
of  any  globe-trotting  mogul. 

Despite  all  the  adversity.  Whittle's 
friends  say  he  seems  newly  energized 
these  days.  Perhaps  scrambling  to  save 
his  company  is  the  supreme  challenge 
for  a  supreme  salesman.  And  he  may 
yet  stage  a  comeback.  For  now,  though, 
Chris  Whittle's  remarkable  odyssey  has 
taken  a  turn  for  the  worse.  It  will  take 
more  than  a  spellbinding  sales  pitch  to 
bring  him  back. 

By  Mark  Lmidler  in  New  York,  with 
David  Greising  in  Chicago  and  Maria  Md- 
lory  in  Atlanta 
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Keep  A  Great  Thing 
Growing  America, 
Tree  City  USA 

You  can  help  make  your 
town  a  Tree  City  USA, 
make  your  neighborhood 
more  beautiful,  and  make 
your  home  more  valuable 
when  you  prune  and  care  for 
your  trees. 

A  free,  easy-to-follow 
"How  To  Prune"  guide  has 
been  prepared  by  The  National 
Arbor  Day  Foundation  to 
show  you  how. 

You'll  learn  how  to  shape 
and  guide  a  shade  tree  when 
it's  young  so  that  it  will  grow 
straight,  strong  and  healthy. 

Keep  a  great  thing  grow- 
ing. Write  for  your  free 
booklet  today  Send  your 
name  and  address  to:  How 
To  Prune,  National  Arbor 
Day  Foundation,  Nebraska 
City,  NE  68410. 


TREE  CITY  LSA 

LThe  National 
'ArixM-DayFoundatkyi 
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THE  NUMBER-CRUNCHERS 
DRUGMAKERS  FEAR  AND  lOYf 


Studies  by  Peto  and  Collins  can  make  or  break  a  drug 


R 


ichard  Peto  has  never  treated  a 
patient  or  shaken  a  test  tube.  Yet 
the  54-year-old  Oxford  University 
professor  of  statistics  loves  to  talk  about 
the  millions  of  people  he  has  spared 
from  death.  The  impressive  thing  is, 
others  tend  to  agree  with  him.  "If  you 
look  at  his  work  in  heart,  breast,  and 
lung  disease,  it  adds  up  to  a  lot  of  lives 
saved,"  says  Dr.  Thomas  Chalmers,  a 
sometime  critic  of  Peto  who  is  an  ad- 
junct professor  of  medicine 
at  Tufts  University. 

Peto  and  his  partner,  Dr. 
Rory  Collins,  are  the  kings 
of  a  new  statistical  science 
called  meta-analysis— literally, 
beyond  analysis.  At  Oxford's 
Clinical  Trial  Service  Unit, 
which  they  co-direct,  they 
amass  heaps  of  data  from 
studies  medical  researchers 
have  done  on  big  killers  and 
after  some  tweaking  add 
them  together.  Voildl  Head- 
line-grabbing, hard-to-refute 
conclusions  emerge  that  can 
earn— or  lose— hundreds  of 
millions  for  drugmakers. 
Hoechst,  Merck,  Bristol-My- 
ers Squibb,  Wellcome  Foun- 
dation, and  Roche  have  spon- 
sored Peto's  independent 
reviews  of  their  drugs— de- 
spite the  risk  of  unfavorable 
findings.  "Few  investigators 
have  the  impact"  of  Peto  and 
Collins,  says  Steven  Weisman,  research 
director  at  Sterling  Winthrop,  maker  of 
Bayer  aspirin  in  the  U.  S. 
TOE  NEXT  ACT.  That's  for  sui-e.  Since  1985, 
when  Peto  declared  that  tamoxifen, 
made  by  Zeneca  Group  PLC,  boosted  the 
five-year  survival  rate  for  breast  can- 
cer patients  to  55%  from  50%,  sales  of 
the  drug  have  doubled.  It  was  Peto  and 
Collins  who,  in  studies  done  in  1988  and 
1994,  found  that  aspirin  helps  treat— 
and  prevent— heart  attacks  and  strokes. 
Some  72%  of  U.  S.  heart  attack  victims 
now  get  aspirin  vs.  38%  in  1987. 

Another  splash,  in  1991,  involved 
t-PA,  the  blood-clot-busting  drug  that 
Genentech  Inc.  sells  for  $2,200  a  dose. 


After  the  Oxford  duo  found  that  HI 
st's  $300-a-dose  streptokinase  was 
fective  and  a  bit  safer,  t-PA's  m£ 
share  fell  to  53%  from  65%.  It  cost! 
nentech  $50  million  in  new  studi(5 
tip  the  balance  back  and  recover 
market  share.  Although  Peto  disag 
with  the  decision,  in  June  a  U.  S. 
&  Drug  Administration  advisory 
approved  Genentech's  proposed  labi 
changes,  in  effect  endorsing  its  c| 


PETO'S 
GREATEST 
HITS 

Oxford  University 
Professor  Richard 
Peto  and  fiis  partner, 
Dr  Rory  Collins,  use 
statistical  studies  to 
determine  what 
causes  killer 
diseases — and  how 
to  treat  or  prevent 
them.  Some  of  their 
most  influential 
findings: 


that  t-PA  is  slightly  more  effective 
cheaper  brands. 

For  their  next  act,  Peto  and  Co 
plan  a  probe  of  cholesterol-lowe 
drugs.  And  come  September,  Peto 
make  waves  with  a  new  book  in  w 
he  predicts  that  worldwide  cai 
deaths  from  smoking  will  reach  10 
lion  a  year  by  the  2020s.  The  book 
tradicts  Devra  Lee  Davis  of  the  IjpP 
Pul)lic  Health  Service,  who  argues  thf 
sharp  rise  in  U.  S.  cancers  of  the  bijr 
breast,  and  testicles  over  20  years 
V)e  linked  to  pesticides,  air  pollution, 
other  chemicals  in  the  environmW 
Peto,  by  contrast,  attributes  the  ris  ii 
these— and  all  other  cancers— to  smotlg 
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former  pack-and-a-half-a-day  smok- 
imself,  Peto  earned  a  degree  in 
lematics  and  natural  sciences  from 
bridge  University,  plus  a  master's  in 
sties  from  Imperial  College  in  Lon- 
in  1967.  By  then  he  longed  for  real 
:.  But  his  mentor,  Sir  Richard  Doll— 
in  the  1950s  confirmed  the  link  be- 
■n  smoking  and  lung  cancer— won  a 
ion  at  Oxford  and  persuaded  Peto 
in  him.  Collins  arrived  12  years  lat- 
5  a  new  M.  D.  Intending  to  stay  a 
,  he  never  left. 

ETHERNESS.  In  an  office  crammed 
stacks  of  papers  and  with  memos 
1  to  walls,  the  lanky  Peto  focuses  on 
Dig  picture— conceiving  and  publiciz- 
studies.  Across  the  hall  sits  Collins, 
vho  deals  with  researchers  and  de- 
5  drug  reviews.  They  live  with  their 
riends,  100  yards  apart  and  a  five- 
ite  walk  from  the  office,  "in  case 
jet  desperate  to  talk,"  says  Collins. 
)th  are  motivated  by  something  oth- 
tian  a  desire  for  wealth— they  each 
about  $60,000  a  year.  "Anyone  who 


lunch  with  Tufts's  Chalmers,  who  is  of- 
ten called  the  father  of  meta-analysis, 
is  built  around  gathering  data  from  ex- 
isting studies  and  trying  to  make  it  all 
comparable.  Some  of  the  studies  have 
thousands  of  patients,  some  a  handful. 
Peto  uses  only  randomized  trials,  in 
which  half  the  patients  get  the  drug  be- 
ing investigated  and  the  rest  another 
drug  or  placebo. 

The  controversial  part  of  meta-analy- 
sis is  merging  the  disparate  studies.  Say 
there  have  been  a  dozen  trials  examin- 
ing one  drug's  effectiveness  against  can- 
cer, all  inconclusive  because  too  few  pa- 
tients were  involved  in  each  one.  If  all 
12  are  lumped  together,  and  some 
shrewd  fudge  factors  are  used  to  make 
the  data  more  similar,  the  drug  may  be 
shown  to  work.  The  downside  is  that 
whether  the  result  is  legitimate  or  not 
depends  heavily  on  the  fudge  factors. 

Critics  of  Peto  and  Collins  say  their 
method  is  chancier  than  some,  assuming 
greater  homogeneity  in  trials  and  pro- 
ducing more  definitive  results.  "I've  dis- 


IGlSfil  They  find  that  ta- 
moxifen from  ICI,  now 
Zeneca  Group,  boosts  the 
5-year  survival  rate  for 
breast  cancer  patients 
from  50%  to  55%.  Soles  of 
the  drug  quickly  double. 


*^-**'*"  Their  analysis  of 
treatments  involving 
1 7,000  heart  attack 
patients  shows  that  deaths 
plunge  40%  when  victims 
are  treated  with  a 
combination  of  Hoechst's 
streptokinase  and  aspirin. 
Use  of  both  drugs  for 
heart  patients  zooms. 


USGU  They  find  that  a 
$300  dose  of  strepto- 
kinase is  as  effective  as 


t-PA,  which  Genentech 
sells  for  $2,200  a  dose, 
for  dissolving  blood  clots. 
t-PA  sales  suffer  until 
subsequent  research  by 
Genentech  shows  it  to  be 
marginally  more  effective 


UauSLM  An  analysis 
based  on  1 20,000 
patients  shows  that  aspirin 
helps  prevent  heart  attacks 
and  strokes. 

A  new  Peto  book,  due  in 
September,  argues  that  the 
increase  in  cancers 
caused  by  smoking — 
which  he  predicts  will 
reach  10  million  annually 
by  the  2020s — accounts 
for  all  of  the  increase  in 
world  cancer  rates. 


les  his  sons  Karl  after  Marx,  Russell 
■V  Bertrand,  Tom  after  Paine,  and 
n  after  Trotsky  is  not  after  money," 
3  Dr.  Charles  Hennekens,  professor 
ireventative  medicine  at  the  Harvard 
ool  of  Medicine,  referring  to  Peto's 
•  boys.  "We  must  be  saving  a  few 
s  of  thousands  of  lives  a  year  in 
ast  cancer;  another  few  tens  of  thou- 
ds  from  aspirin,"  says  Peto  of  what 
'es  him.  His  smoking  estimates  "could 
e  hundreds  of  thousands  of  more 
s  a  year,"  he  adds.  All  three  cases  il- 
;rate  his  strategy:  Concentrate  on 
imon  ailments,  where  minute  drops 
nortality  benefit  masses  of  patients, 
'eto's  method,  inspired  by  a  1976 


agreed  with  them  on  techniciues,"  says 
Nan  M.  Laird,  chair  of  the  department 
of  biostatistics  at  the  Harvard  School 
of  Public  Health.  Not  many  complain 
publicly:  Peto  "intimidates  statisticians 
because  he's  learned  the  chnical  stuff, 
and  clinicians  because  he  knows  statis- 
tics," says  Laird.  His  regard  for  nonbe- 
lievers  is  low.  "I'm  sick  of  them  saying 
I'm  mixing  apples  and  oranges.  Can't 
they  even  find  a  different  metaphor?" 

Much  of  the  company-sponsored  work 
that  Peto  and  Collins  do  isn't  meta-anal- 
ysis—it's  traditional  trials  involving  hun- 
dreds of  doctors  worldwide.  Usually,  "it's 
quite  a  long  process  to  persuade  compa- 
nies" to  sponsor  such  work,  says  Col- 


Hns,  since  they  don't  get  early  peeks  at 
the  data.  "But  it's  in  their  interest  for  us 
to  be  seen  as  independent.  If  we  can 
show  unequivocally  that  a  drug  works, 
it's  a  hell  of  a  lot  easier  to  sell." 

The  two  see  increasing  threats,  par- 
ticularly in  the  U.  S.,  to  both  large  ran- 
domized trials  and  meta-analysis.  The 
first  is  a  new  statistical  tool  called  out- 
comes research,  which  includes  analyzing 
databases,  such  as  hospital  records,  to 
see  what  treatments  work  best.  The 
U.  S.  Agency  for  Health  Care  Policy  & 
Research,  created  in  1989,  is  funding 
such  studies,  which  cost  much  less  than 
randomized  trials.  Wrong  move,  argues 
Peto:  "If  you  try  to  review  nonrandom- 
ized evidence,  you  can't  avoid  the  pos- 
sibility of  bias."  Dr.  Richard  J.  Greene, 
director  of  the  agency's  Center  for  Med- 
ical Effectiveness  Research,  disagrees. 
He  calls  outcomes  research  "useful  for 
understanding  current  patterns  in  clinical 
treatment.  It  is  not  a  substitute  for  ran- 
domized clinical  trials." 

More  threatening,  Peto  worries,  is 
the  brouhaha  over-  alleged 
fraud  in  a  2,100-patient 
National  Cancer  Institute 
ti'ial  comparing  two  surgi- 
cal procedures  for  breast 
cancer.  In  March,  a  doc- 
tor at  a  Montreal  hospital 
was  found  to  have  altered 
the  ages  of  6  of  354  wom- 
en. It  didn't  affect  the 
study's  results,  but  the  de- 
ception prompted  Con- 
gress to  double  the  bud- 
get for  auditing  such 
trials.  Frets  Peto:  "They're 
going  to  make  all  sorts  of 
extra  rules.  It'll  reduce  the 
number  of  patients  in  ran- 
dom trials  and  the  num- 
ber of  doctors  who  do 
them.  Unless  these  people 
are  stupid,  they've  got  to 
realize  this." 

Last  March,  Peto  plead- 
ed with  medical  winters  to 
do  nice  stories  on  Dr.  Ber- 


nard P.  Fisher  of  the  University  of  Pitts- 
burgh, who  led  the  breast  cancer  trial. 
He  even  urged  Dr.  Jerome  Kassirer,  ed- 
itor of  the  New  England  Journal  of  Me- 
dicine, to  dedicate  an  issue  to  Fisher 
and  to  "explain  why  large-scale  random- 
ized evidence  ...  is  so  important."  Kassir- 
er declined. 

Most  of  Peto's  peers  agree  that  his 
flair  for  figures  more  than  compensates 
for  such  antics.  "Just  because  he  goes  off 
the  deep  end  sometimes  shouldn't  di- 
minish the  credit  he  gets,"  says  Chalm- 
ers. Not  much  chance  of  that.  Peto  and 
Collins  say  they'll  keep  stirring  up  trou- 
ble—and trying,  indirectly,  to  save  lives. 
By  Randi  Hutter  Epstein  in  London 
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GEHING  A  CLEARER  PICTURE 
OF  CRIME— LITERALLY 


California  mathematicians  and  computer  scientists  are 
rescuing  criminals  from  obscurity.  Leonid  Rudin,  a 
founder  of  Cognitech  Inc.  in  Santa  Monica,  used  complex 
equations  to  clean  up  fuzzy  footage  of  Reginald  Denny's 
beating  during  the  1992  Los  Angeles  riots.  He  says  his  com- 
pany will  release  a  software  package  called  Police  Video 
Workstation  late  this  year  so  local  police  departments  can  do 
their  own  scrutinizing. 

The  software  teases  out  video  details  hidden  by  distortion, 
blurring,  and  low  light.  Other  video-enhancement  techniques 
rely  on  simpler  linear  equations— the  kind  used  to  calculate 
building  strength  and  heat  transfer.  Partial  differential  equa- 
tions, commonly  used  to  design  airplane  wings  or  analyze  the 
flow  of  blood  in  the  heart,  look  at  more  variables  and  thus 
can  decipher  more  detail  in  images.  Police  departments  and 
insurance  companies  have  expressed  interest  in  the  soft- 
ware. Meanwhile,  Rudin  is  off  to  analyze  film  of  the  B-52 
bomber  crash  in  Washington  state  in  June. 


NOW,  LEDs  MAY  GIVE  lASERS 
A  RUN  FOR  THE  MONEY 


Light  emitting  diodes  are  the  poor  cousins  of  lasers.  Al- 
though cheaper  and  more  reliable  than  lasers,  they're  not 
as  Ijright  and  can't  turn  on  and  off  as  rapidly.  That's  why  la- 
sers are  the  light  sources  of  choice  for  fiber  optics,  laser 
printers,  and  fax  machines.  Now,  though,  scientists  at  AT&T 
Bell  Laboratories  have  a  brighter,  faster  light-emitting  diode 
(LED)  that  uses  so-called  microcavity  effects. 

The  microcavity,  a  tiny  pair  of  mirrors  less  than  one-thou- 
sandth of  a  millimeter  apart,  traps  photons  so  that  light  is 
emitted  in  one  direction.  In  the  Aug.  12  issue  of  Science,  the 
Bell  Labs  team  announced  a  resonant-cavity  LED  that's  five 
times  as  bright  as  today's  LED.  They  also  demonstrated  the 
possibility  of  making  one  10  times  as  bright  and  twice  as 
fast.  Of  course,  that's  just  10%  the  brightness  and  speed  of  a 
laser.  But  lead  author  E.  Frederick  Schubert  says  that's  good 
enough  for  short-distance  fiber  communications,  such  as  be- 
tween workstations  in  a  building,  as  well  as  for  laser-quality 
printers  and  fax  machines.  He  estimates  the  LED  could  cost 
one-fifth  as  much  as  a  laser  and  last  10  times  as  long. 


GIVE  MRIs  A  LIHLE  STATIC, 
AND  THEY  MIGHT  BE  CHEAPER 


Static  electricity  isn't  popular.  If  it's  not  blowing  circuits,  it's 
causing  clothes  to  cling.  But  Lawrence  M.  Silverberg,  an 
associate  professor  of  mechanical  engineering  at  North  Caro- 
lina State  University,  .says  static  electricity  has  a  good  side, 
too.  For  example,  it  could  reduce  the  cost  of  the  magnetic  res- 


onance imaging  (MRI)  systems  used  in  hospitals  and  cl] 
MRI  systems  use  an  array  of  dish-type  antennae  ti 
point  the  location  of  signals  reflected  from  within  a  pat: 
body.  "Fancy  and  expensive,"  these  antennae  could  b 
placed  by  one  cheap  electrostatic  antenna  that  can  c 
shape,  says  Silverberg.  He  pins  the  center  of  a  thin  co; 
tive-polymer  film  to  a  metal  plate.  Given  a  static  charge 
film  stiffens.  Then,  juice  fed  to  the  metal  plate  produces 
pulsive  force  that  bends  the  film  outward  from  its  o 
creating  a  dish  antenna.  By  meticulously  regi-ilating  the  el 
static  energy,  Silverberg  can  shape  the  dish  so  it  plots  thi 
tances  and  directions  of  reflected  MRI  signals.  The  same 
nique  could  be  used  to  make  satellite  antennae  that 
scan  the  earth  by  changing  shape,  eliminating  the  need 
position  the  entire  satellite.  Several  companies  are  negot: 
for  licenses  to  the  patented  technology,  Silverberg  adds 
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THESE  AMPS  ARE 
TUBUIAR,  MAN 


Guitar  players  love  the  "warm"  sound  of  amplifiers  tha 
vacuum  tubes.  Players  who  intentionally  overload 
get  sounds  chip-driven  amps  can't  match.  IVouble  is,  vac 
tubes  run  hot,  they  wear  out  fast,  they're  more  costly- 
they're  harder  to  find  as  the  world  moves  to  chips.  So  the 
intensifies  for  solid-state  amps  that  sound  like  tube  amp: 
Eric  K.  Piitchard,  a  custom-electronics  designer  in  Berl 
Springs,  W.Va.,  thinks  he  has  the  answer.  Pi-itchard  spent 
en  years  with  oscilloscopes,  computers,  and  musicians  tryii 
divine  the  essence  of  tubes.  He  says  other  efforts  failed  b; 
understanding  the  nonlinear  behavior  of  vacuum  tubes  an( 
harmonic  interactions  between  different  stages  of  amplific£ 
His  company,  Deja  Vu  Audio,  has  released  its  first  pro( 
the  $2,000  Amp  11,  which  can  be  equipped  with  plug-in 
ules  to  sound  like  such  great  amps  of  the  past  as  Jim 
shall's  Plexi  and  Leo  Fender's  Black  Faced  Twin.  Pritcha 
winning  believers.  "I  wanted  to  take  the  thing  apart  and 
out  where  the  tubes  were  hidden,"  says  Paul  C.  Bechtol 
feature  writer  for  Vintage  Guitar  magazine.  Pritchard  hop^ 
license  the  technology  for  all  sorts  of  amplifiers,  inclu 
recording  gear  and  stereos. 


IT 


A  FABRIC  THAT  SUCKS  UP 
SECONDHAND  SMOKE 


it  I 


Overcome  by  second- 
hand smoke?  The 
solution  may  be  curtains 
for  smokers.  Tokyo- 
based  Asahi  Chemical  In- 
dustry Co.  says  it  has 
synthesized  a  polymer 
that  bonds  to  such  odor- 
causing  elements  as  nico- 
tine, aceto-aldehyde,  and 
ammonium  sulfide.  Asahi 
says  it  has  also  learned 
how  to  bind  the  polymei- 
to  acrylic  fabric. 

Asahi's  tests  indicat- 
ed one  gram  of  the  fabric  can  inhale  the  byproducts  of  15 
cigarettes  and  that  treated  fabric  can  go  to  the  cleaners 
times  without  losing  potency.  By  1996,  Asahi  hopes  to 
1,000  tons  of  the  fabric  per  year  to  carpet,  upholstery,  and 
tain  makers.  It  costs  an  extra  $1  a  yard  over  untreated  fal 
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ME  STATES  SWING  INTO 
WAY  CONSTRUCTION 


re  than  a  dozen  are  building  local  fiber-optic  networks 


I  his  past  spring,  a  group  of  eighth 
graders  in  Mount  Ayr,  Iowa,  were 
comparing  the  benefits  of  manned 
anmanned  space  flight.  They  wanted 
ick  the  brain  of  a  nearby  legend:  as- 
hysicist  James  Van  Allen,  a  profes- 
emeritus  at  the  University  of  Iowa 
owa  City.  But  the  80-year-old  Van 
n,  who  discovered  the  radiation  belt 
ind  the  earth  that  bears  his  name, 
n't  up  to  making  the  200-mile  trek 
he  tiny  farm  town. 

0  Mount  Ayr  turned  to  a  simpler 

tion:  Iowa's  state-owned  $100  mil- 
fiber-optic  network,  which"  connects 

dreds  of  schools,  hospitals,  and  pub- 

iffices.  Van  Allen  ambled  down  to  a 

ioconferencing  room 

he  university  that  is 

ed  to  a  similar  room 
Mount   Ayr  High 

ool.  The  one-hour  in- 

aew  session  cost  the 

3ol   $10,  compared 

1  $500  for  a  commer- 
hookup. 

tEAT  LABS."  Iowa's 
jy  Information  High- 
'  system  is  one  that 
3r  states  view  with 
at  envy— and  fear, 
'emors  worry  that  to 
'act  industry  and 
3,  they  must  begin 
ding  similar  state-of- 
-art  communications 
■astructures.  So  leg- 
tures  are  pouring 
lions  of  dollars  into 
1  high-capacity,  intra- 
'ernment  networks, 
3n  designed  and 
1  by  local  telephone 
ipanies. 

I'hese  systems,  which 
ry  voice,  video,  and 
a,  are  meant  simul- 
eously  to  improve 
te  services  and  save 
ney  (table).  Accord- 
to  a  National  Gov- 
iors'  Assn.  report  is- 
fd  in  July,  more  than 
lozen  states  have  In- 


MATION  PROCESSING 


formation  Superhighway  projects  under 
way.  "The  states  are  all  elbowing  each 
other  out  of  the  way  to  be  in  the  lead," 
says  one  New  York  State  official. 

The  efforts  are  getting  kudos,  and 
funding,  from  Washington.  "The  states 
are  great  laboratories  for  us,"  says  Rob- 
ert M.  Pepper,  chief  of  the  Federal 
Communications  Commission's  Office  of 
Plans  &  Policy.  But  they  also  are  get- 
ting a  fair  amount  of  static.  Some  legis- 
lators grouse  about  the  tens  of  millions 
of  dollars  these  systems  can  cost.  And 
experts  wonder  whether  the  networks 
can  deliver  on  their  promise  of  econom- 
ic development.  While  "these  projects 
can  be  helpful,  it  gets  overplayed,"  says 


INTRASTATE  PROJECTS  ON 
THE  INFORMATION  SUPERHIGHWAY 


IOWA  has  the  first  state  network  up  and  running-and  the  lorgest 
(above:  the  Stark  Armory  Switching  Center) 

GEORGIA  started  up  a  statewide  fiber-optic  network  in  January  that 
links  colleges,  grade  schools,  and  technical  schools 

KENTUCKY  will  issue  a  contract  this  fall  to  develop  a  communications 
system  to  replace  the  jumble  of  government  networks 

LOUISIANA  last  year  launched  TeleMed,  a  program  to  provide  a  video 
linkup  between  urban  hospitals  and  those  in  rural  areas 

SOUTH  GVROUNA  developed  an  extensive  backup  communications 
network  in  1 989,  after  Hurricane  Hugo  wiped  out  coastal  service 

TEXAS  is  setting  up  computer  kiosks  in  public  spaces  to  better  distribute 
information  about  state  services 

DATA:  NATIONAL  GOVERNORS' ASSN. 


Eli  M.  Noam,  a  Columbia  University  ec- 
onomics professor. 

The  skepticism  isn't  stopping  states 
from  plunging  ahead  with  their  plans. 
Iowa's  system,  which  went  on-line  in 
November,  1993,  is  the  first  and  also 
the  largest.  Planning  for  the  project, 
built  by  Omaha-based  MFS  Network 
Technologies  Corp.,  started  during  the 
farm  crisis  in  the  mid-1980s,  when  rural 
communities  were  going  bust.  The  orig- 
inal aim  was  to  link  all  of  Iowa's  public 
schools,  providing  them  with  access  to 
universities  and  to  professors  such  as 
Van  Allen. 

BIG-HOUSE  CALLS.  The  hope  was  that  a 
better-educated  workforce  could  vie  for 
new  industry  with  areas  boasting  better 
school  systems.  "We  wanted  companies 
to  locate  in  rural  areas,  so  the  schools 
there  needed  the  opportunity  to  com- 
pete," says  Governor  Terry  E.  Bran- 
stad.  The  jury  is  still  out  on  whether 
the  network  will  lead  to  jobs. 

But  Iowa  is  not  stopping  at  educa- 
tion. The  state  is  linking  all  of  its  ai^- 
mories  with  the  help  of  a  $10  million 
grant  from  the  Pentagon.  And  $20  mil- 
lion from  the  federal  Health  &  Human 
Services  Dept.,  is  help- 
ing hospitals  to  ptirchase 
equipment  for  video 
linkups  between  doctors 
in  distant  locations. 

Other  states  are 
starting  out  small  with 
their  network-building, 
setting  up  pilot  projects 
that  are  aimed  at  im- 
proving education  or 
health  care.  North  Caro- 
lina is  using  a  video  link 
to  slash  medical  costs 
for  its  inmates  at  Cen- 
tral Prison  in  Raleigh. 
Doctors  at  East  Caroli- 
na University  Medical 
School  in  Greenville- 
more  than  100  miles 
away— can  monitor  a 
prisoner's  heartbeat  as 
a  nurse  uses  a  digital 
stethoscope.  The  cost  of 
such  video  consultations 
is  $70,  compared  with 
$7.50  the  state  used  to 
pay  to  transport  pa- 
tients and  their  guards 
to  Greenville.  Since  the 
progi-am  started  in  1990, 
the  state  has  saved 
$211,000  on  treatment, 
while  spending  only 
$100,000  on  the  network. 
"This  is  not  just  a  sexy 
thing  to  do,"  says  Lowell 
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Christy,  a  researcher  at  the  hospital. 
"There  are  real  economic  benefits." 

Which  doesn't  mean  these  projects 
enjoy  clear  sailing.  In  Iowa,  Branstad  ig- 
nited a  political  firestorm  in  1991  when 
he  announced  that  the  network  would 
be  competitively  bid  rather  than  handed 
to  local  phone  companies.  "It  was  a  very 
emotional  battle,"  says  Robert  Eide  of 
MFS,  the  low  bidder. 
"DOUBLE  WHAMMY."  The  telephone 
companies  tried  to  kill  the  project,  ar- 
guing that  the  state  had  no  business 
owning  a  network.  They  also  warned 
that  if  the  state  shifted  its  $7  million  in 
yearly  phone  traffic  to  a  private  opera- 
tor, rates  for  other  customers  would 
soar.  "This  is  a  double  whammy  for  tax- 
payers," complains  Todd  Schulz,  state 
director  of  the  Iowa  Telephone  Assn., 
which  represents  local  phone  compa- 
nies. "Not  only  do  they  have  to  pay  to 
build  it,  but  they  may  have  to  pay  high- 
er phone  rates,  too."  In  fact,  rates  have 
not  gone  up  since  the  network  began 
operations,  but  Schulz  still  insists  that 
hikes  are  inevitable. 

To  avoid  similar  flak,  many  states 
are  working  with  their  local  phone  com- 
panies. But  without  competitive  bidding, 
costs  can  be  inflated.  That  presents  oth- 
er roadblocks,  as  Maryland  Governor 
William  Donald  Schaefer  found.  Last 
summer,  he  made  a  deal  with  Bell  At- 
lantic Corp.  to  wire  most  of  the  state's 
schools  with  videoconferencing  equip- 
ment so  students  can  watch  teachers 
in  distant  classrooms.  But  local  cable 
companies  protested  to  the  state  attor- 
ney general  that  the  contract,  which 
could  be  worth  more  than  $50  million 
over  10  years,  was  issued  without  open- 
ing up  the  biddingprocess  to  competi- 
tion. The  state  opened  the  contract  to 
competition  but  required  any  bidder  to 
provide  switching  service— which  only 
the  phone  company  could  do.  To  no 
one's  surprise.  Bell  Atlantic  was  the 
sole  bidder.  Outraged  cable  companies 
have  filed  a  protest. 

Most  state  projects  are  faring  bet- 
ter. But  those  who  think  they'll  be  part 
of  a  seamless  national  information  inter- 
state may  be  disappointed.  These  net- 
works are  more  likely  to  remain  high- 
tech local  roads.  "There  is  no 
coordination"  between  the  states,  says 
Harry  M.  Trebing,  a  Michigan  State 
University  economics  professor.  "I'm  not 
sure  that's  an  optimal  way  to  develop  a 
network." 

Governors,  though,  aren't  too  wor- 
ried about  the  big  picture.  If  they  can 
improve  services,  save  money,  and  cre- 
ate a  few  jobs,  the  funds  for  paving 
these  high-tech  roads  will  seem  well 
spent. 

By  Mark  Lewyn  in  Washington,  with 
bureau  reports 


CHIEF  EXECUTIVES  I 


THE  ROCKEFELLER  PROTEGE 
WHO'S  POLISHING  THE  DIME 


Richard  Parsons  pulls  off  a  strategic  merger  for  his  revived  thrt 


E 


ver  since  he  joined  New  York's 
Dime  Savings  Bank  in  1988,  many 
have  expected  Richard  D.  Parsons 
to  leave  the  thrift  at  any  moment.  Poli- 
tics, after  all,  was  said  to  be  his  first 
love;  law,  a  close  second.  Parsons  had 
distinguished  himself  during  the  1970s 
both  as  a  valued  Vice-Presidential  aide 
to  the  late  Nelson  A.  Rockefeller  and 
as  a  member  of  President  Gerald  R. 
Ford's  domestic-policy  team.  A  black  Re 
publican  who  had  soared  during  the 
1980s  as  a  respected  attorney.  Parsons, 
it  seemed,  could  write  his  own  ticket. 

Six  years  later,  though,  the  46-year- 
old  executive  is  still  at 
Dime's  helm.  And,  for  an 
erstwhile  lawyer,  he  has 
done  a  solid  job  of  turn- 
ing around  a  left-for-dead 
savings  bank  that  lost 
$92.3  million  in  1989.  Last 
month.  Parsons  merged 
Dime  with  rival  Anchor 
Bancorp  Inc.  to  create 
the  nation's  fourth-larg- 
est thrift.  As  chairman  of 
the  new  Dime  Bancorp, 
an  institution  with  com- 
bined assets  of  $20  bil- 
lion, he  will  be  banking's  highest-ranking 
African  American. 

FICKU  RATES.  So  why  are  close  observers 
still  convinced  he  isn't  long  for  Dime? 
Because  even  Parsons  balks  at  referring 
to  himself  as  a  banker.  "This  is  not  my 
highest  calling,"  he  says  readily.  "It 
doesn't  call  upon  my  best  abilities." 
While  he  insists  he  harbors  "no  secret 
plan  to  go  into  politics,"  he  would  like  to 
return  to  public  service  someday.  "I 
think  it's  a  question  of  taking  care  of 
some  professional  and  personal  commit- 
ments first,"  says  New  York  Mayor  Ru- 
dolph W.  Giuliani,  who  in  1993— to  no 
avail— offered  Parsons  a  job  as  deputy 
mayor  for  economic  development. 

Parsons'  chief  commitment  is  to  steer 
the  new  Dime  to  calm  waters.  The  prob- 
lem is,  the  bank's  future  is  uncertain  at 
best.  Parsons  and  former  Anchor  Chair- 
man .James  M.  Large  .Jr.  (now  Dime's 
chief  operating  officer)  both  turned 
around  ailing  thrifts  over  the  past  few 


PARSONS  SAYS  THAT 
BANKING  "IS  NOT  MY 
HIGHEST  CALLING" 
AND  THAT  SOMEDAY 
HE  MAY  WELL  RETURN 
TO  PUBLIC  SERVICE 


years  by  cutting  costs  and  cleaningi?i! 
problem  loans.  But  they  got  a  big  Ijd. 
from  low  interest  rates— rates  that 
since  turned  up  sharply,  threatenin| 
squeeze  profits. 

Moreover,  even  though  the  new  tsi 
will  likely  be  stronger  than  Ancho  c 
Dime  would  be  alone— assuming  the  e' 
partners  can  merge  without  turmoi-i 
remains  a  shrimp  in  its  market.  > 
York  is  overcrowded  with  such  giar 
as  Citibank,  Chemical  Bank,  and  CI 5 
Manhattan  Bank.  Dime  brings  littlrt 
the  party  that  they  don't  have.  Indi!' 
many  analysts  think  Dime's  only 

future  lies  in  selling  v 
to  a  bigger  bank, 
Thomas  F.  Theurkau  a 
Keefe,  Bruyette  &  W(fl 
Inc.:  "In  a  couple  < 
years,  it's  not  incorH•^ 
able  for  Dime  to  !> 
takeover  candidate." 

Dime's  chairman,  o 
surprisingly,  prefctM 
look  on  the  bright  - 
Sitting    in    his  "I 
overlooking  Manhatia 
Rockefeller  Centei-,  : 
points   out  confidc'il 
that  Dime  and  Anchor  have  boili 
strong  followings  among  working  r.-, 
depositors— conservative  investors  \K 
like  to  put  their  nest  eggs  in  a 
place.  Parsons  insists  Dime  can  tai 
them  with  a  full  range  of  financial  :i 
vices,  "whether  it's  bonds,  mutual  fui> 
insurance,  annuities,  or  financial  pn 
ning."  Citi  and  Chase  have  those  thir^^ 
too,  he  admits.  But  Dime  can  buil  ; 
niche  as  New  York's  community  ban. 
Analysts  say  adding  services  is  hid 
er  than  it  looks.  But  Parsons  does  ktv 
a  lot  about  the  working-class  denizenio 
New  York's  outer  boroughs.  H<'  \i 
born  in  Brooklyn's  Bedford-Stuy\ 
section  and  raised  with  his  three  sistr 
and  brother  in  Jamaica,  Queens.  Hisi 
ther,  a  gi-aduate  of  Hampton  Univers| 
was  a  radio  technician  for  the  forr 
Pan  American  World  Airways  Inc. 
mother  was  a  homemaker  and  nursel 
Parsons  was  a  smart  kid— he  mol 
ahead  two  grades  in  school  and  heactd 
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,he  University  of  Hawaii 
1  he  was  only  16.  At  that 

he  lacked  the  discipline 
je  required.  He  walked  on 
)asketball  team  (earning  a 
larship),  but  "I  had  miser- 
grades,"  he  says,  "and  was 
50cial  chairman  of  my  fra- 
ty  for  two  years  in  a  row." 
ons  left  college  six  cred- 
lort  of  his  history  degree, 
he  did  meet  his  wife,  Lau- 
1  Hawaii  and  says  pointed- 
lat  marriage  stabilized  his 
"I  got  serious.  About  my 
:ation,  about  my  career, 
it  life.  I  realized  that  it 

up  to  me  to  accomplish 
L I  wanted." 

is  Law  School  Admission 

scores  were  good  enough 
arn  admission  to  Albany 

School,  where  he  finished 

in  his  class  in  1971.  That 
icted  the  attention  of  Rob- 
R.  Douglass,  then  counsel 
ew  York  Governor  Rocke- 
r  (and  later  vice-chairman 
ihase).  Parsons  joined  the 
a  and  was  a  hit.  When 
cefeller  went  to  Washing- 
in  1974  as  Gerald  Ford's 
i-President,  Parsons  went, 

A  year  later,  he  became 
5ral  counsel  of  Ford's  do- 
tic  council. 

UBLESHOOTCR.  Since  joining 
e  in  1988,  his  job  has  been 
exercise  in  crisis  control. 
1  after  he  arrived,  a  plunge 
lortheast  real  estate  drove 
thrift  to  the  edge  of  col- 
6.  "I  had  no  idea  the  depth 
vhich  the  whole  industry 
Id  plunge,"  Parsons  recalls, 
lidn't  think  I  was  signing 
for  a  pleasure  cruise.  Nor 
I  think  we'd  have  to  sail 
mgh  a  hurricane." 
'arsons  cut  costs  by  closing 
k  branches  and  slashing  half 
he  4,000-employee  payroll, 
n,  he  tackled  the  thousands 
'low  documentation"  mort- 
es  Dime  had  made  without 
ifying  the  applicant's  em- 
inent or  income.  At  the  end  of  the 
I  quarter,  nonperforming  loans  were 
I  of  assets,  down  fi-om  11%  in  1993. 
;hor's  rate  is  much  better  at  0.5%. 
i  thrift  industry  average,  analyst 
mrkauf  says,  is  2.8%. 
Vsons  will  continue  to  clean  up  his 
tfolio  while  better  managing  the  new 
ne's  94  banking  offices  in  New  York 
I  New  Jersey.  (It  has  five  in  Florida, 
.)  One  goal  is  to  acquire  smaller 
iks  in  the  New  York  area  to  keep 
wing.  Of  course,  success  in  putting 


THE  PARSONS  TALE 


BORN 


Brooklyn,  N.Y.,  1948 


EDUCATIONS 


Attended  University  of  Hawaii,  1 964-68 
J.D.,  Albany  Law  School,  1 971 


POLITICS 


■  Assistant  Counsel  and  First  Assistant  Counsel  to  New 
York  Governor  Nelson  Rockefeller,  1971-73 

■  First  Assistant  Counsel  to  New  York  Governor  Malcolm 
Wilson,  1 973-74 

■  Deputy  Counsel  to  Vice-President  Rockefeller,  1 974-75 

■  General  Counsel  and  Associate  Director  of  the  White 
House  Domestic  Council,  1975-77 


Patterson,  Belknap,  Webb  &  Tyler,  New  York,  1 977-1 


BANKING 


Dime  Savings,  president,  1 988;  chairman,  1 990-present 


NEW  YORK  CITY 


Head  of  Mayor  Rudolph  Giuliani's  transition  team,  1 992 
Chairman  of  NYC  Economic  Development  Corp. 


Dime  on  a  more  solid  footing— or  selling 
it— would  only  enhance  Parsons'  stock 
as  a  candidate  for  the  public  sector.  He 
isn't  saying  what  sort  of  position  he 
would  seek,  but  there's  little  doubt  he'll 
eventually  put  his  hat  in  the  ring.  "I 
don't  know  that  he  will  go  into  elective 
politics,  but  he  certainly  will  go  back 
into  government,"  says  retired  federal 
Judge  Harold  R.  Tyler  Jr.,  Parsons'  men- 
tor at  Patterson,  Belknap,  Webb  &  Ty- 
ler, the  New  York  law  firm  he  joined 
after  his  stint  in  Washington. 


Parsons  acknowledges  that 
being  a  black  Republican  makes 
him  .stand  out.  But  he  insists  it 
is  "not  something  I  think  of  as 
having  special  meaning  or  sig- 
nificance. More  and  more,  black 
Americans  are  finding  that  it  is 
not  good  to  be  in  a  position 
where  you  can  be  taken  for 
granted,  as  black  Americans 
are  by  the  Democrats." 

Parsons  brands  himself  a 
Rockefeller  Republican:  fiscally 
conservative,  socially  less  so. 
Early  on,  he  recoiled  at  what 
he  saw  as  the  Democratic  dog- 
ma: that  the  world  was  unfair 
because  it  conferred  more  ben- 
efits on  some  than  on  others, 
and  that  making  it  fair  meant 
taking  from  the  rich  and  giving 
to  the  poor. 

He  acknowledges  that  he 
himself  owes  a  great  debt  to 
the  Rockefeller  organization  for 
taking  him  in.  "The  old-boy  net- 
work lives,"  he  says.  "Every- 
body I  knew  as  a  kid,  or  half  of 
them,  were  in  jail  or  killed,  and 
the  other  half  were  hiding  out. 
So  I  didn't  grow  up  with  any 
of  the  old  boys.  The  Rockefell- 
er entourage  created  a  network 
for  me."  (Interestingly,  Parsons' 
grandfather  was  a  caretaker  on 
the  Rockefeller  estate  in  Po- 
cantico  Hills,  N.Y.,  where,  in 
1986,  the  family  sold  Parsons 
a  home.) 

Once  given  the  connections 
Parsons  created  his  own  op- 
portunity. "My  own  experience 
in  life,"  he  says,  "has  suggested 
to  me  that  you  cannot  give 
somebody  something  of  endur- 
ing value;  those  things  have 
to  be  earned.  If  you  just  give 
something  to  somebody  who 
has  not  invested  in  obtaining 
it,  they  have  no  respect  for  it." 

Parsons  is  all  for  commer- 
cial investment  in  the  inner 
city  as  a  way  to  cure  social 
ills.  To  help  urban  citizens  help 
themselves,  he  advocates  that 
banks  team  with  pension  funds 
and  others  to  spread  the  risk  of  funding 
ostensibly  risky  projects.  He  has  also 
spent  time  heading  a  skills-training  pro- 
gram for  released  prison  inmates,  drug 
addicts,  and  others. 

But  politics  will  have  to  wait.  Par- 
sons and  Large  have  a  job  to  do  to 
make  Dime  competitive.  "We're  confi- 
dent we'll  have  enough  muscle,"  Parsons 
says.  Given  the  power  of  rivals  like  Citi 
and  Chase,  some  luck  would  help,  too. 

By  Veronica  Byrd,  with  Kelley  Hol- 
land, in  Ne  w  York 
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Law 


DO  YOU  REALLY 
NEED  THAT  LAWYER? 


On  Wednesdays  in  Al- 
ameda County  Fam- 
ily Court,  California 
Superior  Couil  Judge  Roder- 
ic  Duncan  presides  over 
about  25  eases  before 
lunch— roughly  10  more  than 
other  mornings.  It  is  pro  per 
(also  known  as  pro  se]  day, 
when  combatants  appear 
without  lawyers.  "I  can  dis- 
pose of  pro  per  cases  in  less 
time,"  says  Duncan.  "Man.\' 
of  the  cases  boil  down  to 
pretty  simple  things." 

With  attorney  fees  spiral- 
ing  above  $200  an  hour, 
more  people  who  can't  af- 
ford the  tab— or  choose  not 
to  pay  it— are  representing 
themselves,  most  often  in 
such  matters  as  contract  dis- 
putes with  plumbers,  non- 
contentious  divorces,  or 
straightforward  personal-in- 
jury claims.  The  reasoning 
is  simple:  Why  let  a  lawyer 
gi'al)  a  third  or  more  of  youi- 
insm-ance  settlement  or  dam- 
age claim  in  a  trial  when 
you  might  be  able  to  do  as 
well  on  your  own? 
LOSING  BADLY.  "In  most  cas- 
es, the  amount  you've  got 
to  pay  for  even  a  very  good 
and  conscientious  lawyer  is 
simply  too  much,"  contends 
Joseph  L.  Matthews,  the  au- 
thor of  How  To  Win  Your 
Personal  Injury  Claim 
($24.95,  Nolo  Press).  "Even 
if  a  lawyer  in  a  standard 
case  can  get  you  10%  or 
even  25%  more  than  you 
might  get  yourself— which  is 
already  stretching  it— the 
lawyer  is  charging  33%  to 
40%.  You  lose  badly." 

Many  agree.  "The  number 
of  people  proceeding  pro  se 
is  dramatically  greater  than 
in  the  early  1980s,"  says 
Sara-Ann  Determan,  chair 
of  an  American  Bar  Assn. 
committee  that  studied  di- 
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;  cases  in  Maricopa  Coun- 
riz.  In  1990,  88%  of  Mar- 
.'s  cases  involved  at  least 
self-represented  litigant, 
om  24%  a  decade  earlier. 
2%  of  the  cases,  both 
eschewed  attorneys.  Of 
3  who  served  as  their 
lawyers,  72%  said  they 
d  do  so  again. 
;torneys  are  not  even 
)me  in  many  small-claims 
:s— except,  of  course,  to 
e  their  own  cases.  The 
ose  of  these  forums  is  to 
s  quickly  and  informally 
3  disputes  involving  mod- 
;ums  of  money  (typically 
K)  to  $5,000).  Everybody's 
'e  To  Small  Claims  Court 
Ralph  Warner  ($18.95, 
Press)  lists  state-by -state 
lations  and  includes  tips 
rguing  your  case.  If  your 
ite  is  automobile-related, 
can  obtain  free  pamph- 
m  small  claims  and  lemon 
by  sending  a  self-ad- 
sed  stamped  envelope 
,he  Center  for  Auto 
ty,  2001  S  Street  N.W., 
e  410,  Washington, 
.,  20009-1160. 

0  one  suggests  that 
lie  should  shun  lawyers 
ti  they  are  involved  in  a 
plex  injury  or  discrimi- 
on  case,  or  one  with 
)  of  money  at  stake. 
3y  may  not  think  of 
■ything  a  lawyer  would 
k  of,"  says  Harvey  W. 
land  Jr.,  a  partner  at 
shon,  Sawyer,  Johnston, 
wody  &  Cole  in  Miami. 

should  a  criminal  de- 
lant  proceed  without 
isel.  "If  you're  charged 

1  a  crime,  I  would  rec- 
lend  going  to  a  lawyer 
r  no  other  reason  than 
'8  are  so  many  pitfalls 

intricacies  in  criminal 
"  says  Steven  L.  Kess- 

a  Manhattan  attorney, 
i,  criminal  suspects  can 

on  a  public  defender. 

THB  SKINNY.  For  those 
I  go  it  alone,  "it  is  ter- 
Y  difficult  to  figure  out 
the  little  nitty  gritty 
f  about  what  color  pa- 

to  use,"  says  Los  An- 
is  attorney  Sara  J.  Ber- 
i-Barrett,  who,  with 
.1  Bergman,  a  law  pro- 
lor  at  the  University  of 


California  at  Los  Angeles,  co- 
wrote  Represent  Yourself  in 
Court  ($29.95,  Nolo  Press).  In- 
deed, preparation  is  critical. 
For  example,  she  recommends 
observing  ahead  of  time  the 
judge  who  will  hear  the  case. 
Clerks  may  clue  you  in  about 


public  records  to  get  the  skin- 
ny on  your  opponent:  If  he 
or  she  doesn't  have  sufficient 
assets,  it's  probably  pointless 
to  proceed  with  the  claim. 
"Novices  should  understand 
that  lawyers  should  have  no 
greater  access  to  evidence 


WITH  ATTORNEY  FEES  ABOVE  $200  AN 
hour,  more  people  are  representing 
themselves  in  court-in  straightforward 
disputes,  divorces,  and  injury  cases 


regulations,  and  some  courts 
offer  booklets  outlining  rules. 

Before  filing  or  answering  a 
lawsuit,  you  should  informally 
quiz  witnesses  and  gather 
bank  records,  medical  charts, 
police  reports,  or  insurance 
claim  forms.  You  should  also 
search  real  estate  and  other 


TIPS  ON  PREPARING 
FOR  COURT 


Make  a  trial  notebook 
covering  such  matters 
as  v/hat  you  must  prove  or 
disprove,  the  evidence  you 
have,  and  the  witnesses  you 
want  to  call. 

5^  Ask  the  court  clerk 
about  rules  and 
deadlines. 

5V       's  possible,  size  up 
ahead  of  time 
the  judge  who  will 
hear  your  case. 

1^  Rehearse  your  opening 
statement,  direct  and 
cross-examinations,  and 
closing  arguments  in  front  of 
a  trusted  friend  or  relative. 

Prepare  witnesses  to 
^     testify,  and  verify  that 
they'll  show  up.  If  necessary, 
subpoena  them. 

Prepare  a  crib  sheet 
X     with  a  list  of  common 
objections. 


Consult  with  a  legal 
coach  if  necessary. 


DATA:  mmm  YOm[Lf  III  COURT 


and  witnesses  than  they  do," 
says  Bergman. 

In  the  pretrial  phase,  you 
should  consider  a  settlement. 
It's  no  sign  of  weakness  to 
reach  an  accord  before  trial: 
Even  when  lawyers  are  in- 
volved, most  cases  are  settled 
out  of  court. 

If  the  case  goes  to  trial, 
nonlawyers  may  face  hostil- 
ity from  the  bench.  On  the 
other  hand,  judges  could 
cut  newcomers  some  slack. 
"If  an3^hing,  it's  more  diffi- 
cult for  a  lawyer  to  face  a 
layman  adversary,  because 
the  legal  system  will  bend 
over  backward  more  often 
than  not  to  show  that  it's 
fair,"  says  Richard  J.  Kuitz, 
a  New  York  attorney  spe- 
cializing in  trial  work. 

Opposing  counsel  may  at- 
tempt to  throw  you  off  with 
complicated  motions  or  by 
requesting  a  jury  trial.  But 
again,  being  an  outsider 
sometimes  can  work  in  your 
favor.  Says  Judge  Duncan: 
"You  dig  your  toe  in  the 
carpet  and  say:  'Ladies  and 
gentlemen  of  the  jury,  I'm 
really  sorry  you  have  to  be 
here  to  do  this.'  I  was  per- 
fectly willing  to  have  the 
judge  decide  the  case,  but 
the  other  lawyer  [requested 
a  jury).  Please  forgive  my 
ineptness.  I'll  do  the  best  I 
can.'  Wow,  the  jury  starts 
looking  daggers  at  the  law- 
yer." 

Making  speeches  is  not 
permitted  when  you  are  di- 
rectly examining  witnesses: 
You'll  have  time  during  clos- 
ing arguments.  Before  delv- 
ing into  the  specifics  of  the 


case,  Bergman  and  Berman- 
Barrett  recommend  asking 
witnesses  a  few  background 
questions,  to  calm  any  jitters. 
Then,  when  you're  ready  to 
zero  in  on  the  pertinent 
events,  you  can  ask  a  combi- 
nation of  questions:  narrative 
(describe  the  events  of  May 
1),  open-ended  (what  did  the 
car  look  like  after  the  acci- 
dent?), or  closed  (what  color 
was  the  car?).  Be  careful  ask- 
ing friendly  witnesses  leading 
questions  (the  car  wasn't  red, 
was  it?).  Opposing  counsel  will 
likely  object,  and  the  judge 
will  probably  not  allow  your 
question.  Leading  questions 
are  acceptable  during  cross- 
examinations,  however,  be- 
cause there  is  little  chance 
that  an  opposing  witness  will 
falsely  agree  with  you. 
NO  HEARSAY.  Nonlawyers 
should  also  learn  the  rules  of 
evidence.  For  one  thing,  evi- 
dence you  present  must  have 
relevance:  That  is,  there  must 
be  a  logical  link  between  what 
you  submit  and  the  legal 
claim  you  are  making.  In 
most  instances,  hearsay— evi- 
dence from  witnesses  not  pre- 
sent in  court,  where  they  can 
be  seen  and  cross-examined— 
is  not  admissible.  When  you 
suspect  the  opposition  has  in- 
troduced improper  evidence, 
you  can  object.  But  do  it 
fast— to  keep  the  judge  and 
jury  from  hearing  something 
prejudicial. 

Even  the  best-prepared 
self-litigants  may  be  wise  to 
call  on  a  lawyer  at  some 
point.  A  number  of  attorneys 
are  "unbundling"  their  servic- 
es and  coaching  people  who 
are  otherwise  handling  their 
own  cases.  Legal  coaches 
might  advise  you  on  the 
strength  of  your  case  or  assist 
in  preparing  documents.  Los 
Angeles  attorney  Forrest  S. 
Mosten,  a  family-law  special- 
ist, has  set  up  a  library  with 
consumer-oriented  law  books 
and  lawyer-training  video- 
tapes. Self-help  clients  can 
browse  as  long  as  they  like 
for  no  charge.  But  when  they 
sit  with  Mosten,  the  meter 
starts  ticking.  He'll  dispense 
advice  in  five-minute  inter- 
vals, at  his  regular  hourly 
rate  of  $350.      Edward  Baig 
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Phones 


TAKE  YOUR 
MESSAGE  TAPE 
AND  TOSS  IT 


In  this  brave  new  world  of 
anytime,  anywhere  com- 
munications, people  get 
antsy  about  missing  their 
phone  calls.  Which  is  why 
some  60%  of  U.  S.  households 
have  an  answering  machine. 
Ah,  but  what  a  frustrating 
piece  of  equipment  it  is.  The 
tape  can  break,  the  power  can 
go  out  and  leave  messages 
unrecorded  for  hours,  or  you 
can  mess  up  the  complicated 
set  of  codes  needed  to  check 
messages  remotely  and  in- 
stead erase  them  all.  As  one 
anguished  answering-machine 
victim  wails:  "With  all  of  our 
techno-accomplishments,  why 
can't  someone  come  up  with  a 
foolproof  way  to  handle  phone 
messages?" 

Well,  they're  trying.  The 
latest  key  to  more  reliable 
performance  is  digital  technol- 
ogy. The  new  crop  of  digital 
answering  machines  provides 
features  unheard  of  in  old- 
fashioned  cassette-tape  mod- 
els. Local  telephone  compa- 
nies with  fancy  digital 
switches  are  offering  custom- 
ers a  home  version  of  the 
voice-mail  systems  used  by 
most  offices.  And  a  personal 
computer,  when  it  is  equipped 
with  a  modem  and  special 
software,  can  turn  into  the 
most  sophisticated  answering 
machine  on  the  block. 
NO  MOVING  PARTS.  Digital  an- 
swering machines  have  been 
around  for  about  six  years, 
but  a  recent  wave  of  cheaper, 
easier-to-use  models  from 
AT&T,  Sony,  PhoneMate,  Pan- 
asonic, and  several  other  man- 
ufacturers makes  this  option 
more  attractive.  The  big  ad- 
vantage: no  moving  parts.  A 
microchip  records  incoming 
and  outgoing  messages.  That 
one  change  makes  a  vast  im- 
provement in  reliability,  since 
the  first  thing  to  malfunction 
on  most  answering  machines 
is  the  tape.  Because  the  mi- 


crochip is  programmable, 
manufacturers  can  also  build 
in  such  high-tech  featui'es  as  a 
gizmo  to  note  the  date  and 
time  of  each  message.  And 
you  can  instantly  play,  replay, 
skip,  or  delete  any  message 
at  whim. 

The  fanciest  models  act 
something  like  a  switchboard. 
AT&T's  1545,  for  example,  is 
a  combination  speakerphone 
and  answering  machine,  with 
four  mailboxes  for  incoming 


With  new  digital 
answering  gear, 
less  can  go  wrong 


messages.  You  can  record  dif- 
ferent outgoing  messages  and 
switch  between  them  by  just 
pushing  a  button.  For  each 
mes.sage,  a  display  shows  the 
date,  time,  and  which  incom- 
ing line  it  was  on.  It  can 
store  up  to  26  minutes  worth 
of  messages. 

Bogen  Communications'  Fii- 
day,  billed  as  an  "electronic 
receptionist,"  is  even  more 
elaborate.  It  features  music- 
on-hold  capabilities  and  re- 


mote call  forwarding.  This 
kind  of  gadgetry  doesn't  come 
cheap,  though.  The  1545  lists 
at  $219.99  and  the  Friday  at 
$399. 

There  are  plenty  of  cheaper 
models.  AT&T's  1339  lists  for 
only  $89.99.  But  it  has  a  prol> 
lem  common  to  low-end  digi- 
tal machines:  The  microchip 
can't  store  as  many  messages 
as  a  tape.  With  the  1339,  mes- 
sages are  limited  to  a  minute 
in  length,  and  total  capacity  is 
only  seven  minutes. 

Sound  quality  is  another 
negative.  The  recording  on  a 
microchip  tends  to  be  tinny 
and  scratchy,  so  listen  to  sev- 
eral models  before  buying 
one.  Some  also  lack  a  backup 
electrical  supply.  If  there's  a 
power  outage,  the  messages 
vanish. 

If  all  this  seems  too  compli- 
cated, you  can  call  your  local 
phone  company  and  order  in- 
home  voice  mail.  The  service 
usually  costs  between  $6  and 
$8  a  month  and  is  the  ulti- 
mate in  convenience.  You  just 
pick  up  your  phone  when  you 
get  home,  and  a  beep  will 
alert  you  to  any  messages. 
Punch  in  your  password  and 
retrieve  your  messages,  re- 
corded with  the  same  sound 


quality  as  the  p 
telephone  systenji) 
fers.  The  service  iiar 
cessible  from  anywer 
offers  lots  of  cap;iti 
stores  messages  iret 
nitely,  and,  like  du^uf 
machines,  allows;#ili 
stant  and  randon^ 
cess.  Of  course,  »sf 
pay  for  the  se^ie 
month  after  montl  s 
it  ultimately  costs  u; 
than  an  answeringn. 
chine,  but  it's  abou  ii 
most  reliable  of  k-i-r, 
available  options,  s^ik 
swering  machinesal 
ways  break.  The  psj'le) 
company  doesn't,"  ^iffi 
Evan  Schwartz,  a  d\i 
ton-based  freeliisia 
writer,  explaining  '^5. 
he  chose  home  vi^ili 
mail.  5g 
FEELING  OF  LOSS.  T4 

not  exactly  true.  S|fl 
home  voice-mail 
scribers  complain 
the  service  does| 
down  at  times— and  when  | 
happens,  all  the  message: 
lost.   But  breakdowns 
rare.  A  more  common 
plaint  is  the  lack  of  any  b 
ing  message  light.  The 
way  to  tell  if  a  message 
come  in  is  to  pick  up 
phone  and  check.  "It's  eas 
forget,"  says  Schwartz, 
he  adds,  "that's  a  convenliji, 
excuse  for  not  calling  sc 
one  back." 

If  you've  laid  out  monej 
a  PC  in  the  past  year,  cha; 
are  you  can  tiu-n  that  into  ^ 
most  cutting-edge  answe 
machine  around.  Several 
ufacturers,  including  Coni 
Computer,  AST  Research, 
Packard  Bell  Electronics, 
fer  computer-based  ph( 
management  systems 
standard  feature.  Just  i 
the  computer's  modem 
the  wall  jack,  and  your  PC 
do  voice  mail— with  a  mail 
for  each  family  m.ember-  |>„ 
well  as  receive  faxes.  You 
check  your  messages  rem 
ly,  reroute  them  to  anoti 
number,  and  even  have  t 
PC  read  you  a  fax  or  an  e't 
tronic-mail  message  over  * 
phone.  In  other  words,  )i 
need  never  miss  any  m('ss:( 
ever.  Catheiine  AiA 
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PERSONAL  BUJ 


m  ■ 

II 


it  1 


|h(>pi)ing  for  munifipal 
1  bonds  sure  isn't  like 
I   shopping  for  clothes, 
iiantra  among  many  ap- 
l)uyers  is  "Never  pay 
l  ice,"  but  munis  are  one 
i.ise  where  you  are  often 
,  V  off  when  you  pay  a 
iiim. 

IS  is  especially  true  now. 

(iiie    thing,  premium 

-which  sell  above  their 
lue  because  their  cou- 
liigher  than  prevaihng 
:  —are  less  sensitive  to 
est-rate  increases  than 
el-  discount 
That's  be- 
'  they  gener- 
i  larger  cash 

\\  hich  can  be 
'ested  at  high 
ites.  All  bonds 
fall  in  value 
5  continue  to  in 
se,    "but  the 
nhill  slope  for  a 
lium  bond  is  less 
re,"  says  Eugene 
lis,  a  partner  at 
m  Brothers  Harri- 

&  Co.  in  New 


I  lELESS."    Also,  a 
ige  in  the  tax  law 
1$   premium  bonds 
1  more  of  an  edge 
■  discount  bonds.  The 
1    on    a  discounted 
1-the  $100  you  get  at 
urity  if  you  pay  $900 
a  $l,000-par  bond— used 
)e  taxed  at  the  capital- 
is  rate— currently  28%. 

if  the  bond  was  pur- 
sed after  Apr.  30,  1993, 

gain  is  treated  as  ordi- 
y  income.  This  makes  a 
difference  in  the  aftertax 
irn  on  discount  bonds,  es- 
ally  now  that  the  top  mar- 
il  rate  is  up  to  39.6%.  The 
change  also  drives  down 

price  of  discount  bonds 
ther  and  faster,"  says  Rai- 
since  the  market  will  fac- 
in  the  eventual  tax  liabil- 
Premium  municipal  bonds 
duce  no  gains  at  maturity. 


Smart  Money 

PREMIUM  BONDS: 

HIGHER  PRICE,  BETTER  DEAL 


The  higher  yieki  you  get  each 
year  is  tax-free. 

Corporate  and  Treasury 
bonds  selling  at  a  premium 
also  enjoy  more  price  stability 
than  is  the  case  with  par  or 
discount  bonds— because  of 
their  higher  annual  payments. 


better  value  for  the  price. 

"Individual  investors,  for 
the  most  part,  are  absolutely 
clueless  about  bond  arithme- 
tic" and  only  want  to  buy 
bonds  at  a  discount,  says  Jay 
Chitnis,  a  bond  dealer  at 
Stoever  Glass  &  Co.  in  New 


HOW  PREMIUM  MUNIS  STACK  UP 


Colifornia 
bonds* 


Price  Coupon 
(8/14/94)  rate 


Before-tox    Aftertax       Prke  change 
yield  to       yield  to        if  rates 
maturity .     maturity**     rise  0.5% 


But  only  in  the  municiiial 
market  do  premium  bonds 
yield  substantially  more  to 
maturity  than  other  bonds  of 
comparable  maturity  and 
quality.  This  is  because  the 
municipal  market  is  dominat- 
ed by  small  investors,  who  of- 
ten have  an  aversion  to  pay- 
ing a  premium— even  when 
it's  in  their  best  interests. 
Since  there's  less  demand  for 
premium  munis,  buyers  get 


York.  "Ti'y  to  sell  an  SO-year- 
old  client  a  bond  at  a  15% 
premium.  It's  not  going  to 
happen."  Premium  bonds  are 
also  less  marketable  to  trust 
officers,  who  have  a  fiduciary 
responsibility  not  to  erode  the 
principal  of  a  trust. 

With  softer  demand  for 
premium  munis,  the  yield  to 
maturity— a  measure  that  fac- 
tors in  both  the  annual  cou- 
pon payments  and  any  in- 


crease or  decrease  in  princi- 
pal—can be  as  much  as  0.5% 
higher  than  for  a  similar  dis- 
count muni,  says  Chitnis.  For 
example,  a  $10,000  investment 
in  California  state  bonds  with 
a  7.5%  coupon  selling  at  a  14% 
premium  would  grow  to 
about  $21,330  by  the  time  the 
bonds  matured  in  13  years, 
assuming  you  reinvest  the 
coupons  and  rates  don't 
change  dramatically.  A  com- 
parable investment  in  Califor- 
nia munis  with  a  5%  coupon 
selling  at  a  8%  discount  would 
grow  to  $20,480, 
for  someone  in 
the  31.7%  tax 
bracket,  according 
to  Chitnis. 

The  same 
spreads   can't  be 
found  in  the  mar- 
kets for  corporate 
and  Ti'easury  bonds, 
which  are  dominated 
by  professional  inves- 
tors who  won't  shy 
away  from  a  bond  just 
because  it  is  trading 
above  par. 

There  are  some  dis- 
advantages to  premium 
bonds.  The  biggest  is 
that  they  are  subject  to 
calls  because  of  their 
higher  coupons.  If  you 
buy  a  bond  at  a  premium 
and  a  year  later  it  gets 
called,  you  will  be  stuck 
with  a  loss  of  principal. 
C^heck  to  see  if  the  bond 
you're  buying  is  callable. 
Also,  if  you  spend  the  in- 
come as  you  get  it  instead  of 
reinvesting  it,  you'll  end  up 
with  less  pi'incipal  at  maturi- 
ty. That  shouldn't  be  too 
much  of  a  shock,  since  you'll 
have  been  reaping  higher  cou- 
pon payments.  And  it's  less 
than  the  shock  awaiting  dis- 
count muni  buyers  when  they 
learn  that  the  gain  on  their 
bonds  at  maturity— which 
seemed  like  such  a  good 
deal— will  be  taxed  as  much 
as  39.6%.  Amey  Stone 


Worth  Noting 


INDING  WORK.  Whether 
idering  a  career  move  or 
t  updating  a  resume,  get 
p  fi'om  Through  The  Brick 


Wall:  Job  Finder  by  Kate 
Wendleton  with  Wendy  Alfus 
Rothman  ($13,  Five  O'Clock 
Books,  800  538-6645).  Based 
on  techniques  of  the  Five 
O'clock  Club,  a  national  ca- 
reer-strategy group,  the  book 


covers  everything  from  tar- 
geting growth  industries  to 
negotiating  salary,  and  it  in- 
cludes a  list  of  job  resources. 
■  INFREQUENT  FLIERS.  North- 
west Airlines  WorldPerks  was 
named  the  best  fi^equent-flier 


program  for  people  who  fly 
occasionally  by  the  Mileage  & 
Points  newsletter  ($23.95  a 
year,  602  482-1624).  The  pro- 
gi'am  has  low  mileage  require- 
ments and  offers  lots  of  ways 
to  earn  miles  without  flying. 
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BUSINESS  WEEK  MARKET-PLACE  ■ 

100  EAST  OHIO  STREET  SUITE  632 

CHICAGO,  ILLINOIS  6061 1 

Business  Opportunities 


I     Twenty  Businesses  You 
Can  Run  From  Your  Home 
With  A  Computer! 

FREE  Cassette  Tapes:  These  free,  two 
FREE  cassettes  will  explain  hdw  you  can  start  sev- 

CBS/  486  ComfruteT  cral  or  all  of  these  twenty  turnkey  businesses 
part-time  and  still  retain  the  security  of  your  present  position.  If  you 
purchase  our  software  and  business  program,  we  will  give  you  the  com- 
puter and  printer.  If  you  already  own  a  computer,  you  may  receive  a 
discount.  Some  individuals  are  now  earning  $4,000  to  $10,000  per 
month  part-time.  Free  home  office  training.  Financing  available. 
To  receive  free  cassettes  and  color  literature,  call  toll-free: 

1-800-343-8014,  ext.  769 

 Computer  Business  Services,  Inc. 


Computer  Software 


INCREASED 
PROFITS 

Simplify  your  bookkeeping  and  Increase 
productivity  with  leading  business  management 
and  accounting  software  system.  Installed  In  your 
business  for  as  little  as  S400, 

Call  for  free  demo. 

^  Businessyision 

2963  Gulf  to  Bay  Boulevard. 
Suite  255.  Clearwater.  FL  3461 9 
(800)  742-8188  Ext.  21 

Dealer  Inquiries  Welcomed. 


Presentation  Equipment 


LASER  POINTER 

STAR  LITE 


ItE    24K  GOLD 

plus  shipping 
S  handling 
1  year  Limited  Warranty 
•Range  up  to  100  yards 
•  WE  include  2  AAA  Batteries 

C.H.  WORLDWIDE 
P.O.  Box  2712 
San  Ratnon,  CA  94583 
Tel:  510-838-1665         lULL  PKEt 
Fax:  510  838  3172  800-291-5511 


DEALER  INQUIRIES 
WELCOME! 


Buildings/Structures 


FACTORY  CLEARANCE! 


SAVEUr045'/i 


Buy  Factory  Direct.  Build  it  yourself! 
20  x  32  •  25x48 
35*56  •  50x124 

800  888  4606  st.. 


Display  Products 


Business  Opportunities 


Steel  Framed  Homes  for  Lasting  Value 


♦  Energy  Efficient  9"  (li-30)  Insulation 

♦  Unmatcfied  Protection  from  Wind,  Fire, 
Termites,  Snow,  and  even  Eorthquokes 

♦  Americon-Mode  Steel  (66%  Recycled) 


DISTRIBUTORS  WANTED 


♦  Simple,  Bolt-Together  Construction 

♦  Refundoble  Investment,  full  Troining 

♦  1 8-Yeor  Industry  Leader  with  ffomes  in 
50  States  and  26  Countries 

Coll  today  for  a  FR[[  Info  Patk  or  to 
order  a  $9.95  VIDEO.  Schedule  ol 
upcoming  SIMIHARS  also  available 


Tri-Steel 


1.800.874.7833  (817|497-7070   fai:  (8171497-7497 

Vm  S  STEMMONS  FRWY  .  DENTON,  Tt  76?ll!) 


Publishing 


QUALITY  PUBLISHING  ! 


Publisfier  witfi  over  30  years 
experience  will  print  and 
publisti  your  promotional 
books,  manuals,  directories, 
company  histories.  Fast, 
efficient,  state-of-the-art 
production  and  design. 
FREE  estimates.  We'll  help 
buHd  your  image,  create  top 
quality,  effective  boot<s. 

Carlton  Press  pWllBHB 

Dept  BW.H.  11  W.  32  St .  NY.  NY  10001 


Telecommunications 


Two  Cellular  Phones 
-  One  Number 


Order  this  handheld 
MOTOROLA  phone 
and  we  will  put  it  on 
the  same  number  as 
your  existing 
cellular  phone! 


No  second  bill,  no  second 
number  to  give  out! 

.  Programmed  to 

Only  $495    your  existing 

cellular  number! 

Spy  Supply,  Inc. 

1212BoylslonSl.  #120 
Chestnut  Hill,  MA  02167 

(305)  340-0579  •  (617)  327-7272 


Voice  Messaging  System 

for  Small  Office/Home  Office 


Automate  your  home  office  or 
small  business  with  Watson  LRB 
Simply  Load  the  program  on  your 
PC.  Record  your  message,  and 
Begin  saving  lime  and  money  with 
your  customized  Watson  system 

■  turnkey  voice  mail  system 

■  quick  and  easy  to  set-up  &  use 

■  paging,  phonebook,  &  inbound/ 
outbound  notification  programs 

■  modem  and  bilcom  S-W  included 

■  delivers  professional  image 

■  over  60K  Watson  systems  sold 


Fitr  more  information  call: 

1-800-6- WATSON 

(Inlroduclory  price  of  $399  +  S&H. 
Mention  this  ad  and  receive  a  10% 
discount  on  your  order.) 

Nalunil  MicroSyslcms 

8  Enc  Dnvc,  Nalick,  MA  01760 


Business  OpportunltlB!!  ^ 


WANTED!!! 

Used  or  old  equipment,  facility 
production  lines,  etc. 

CHINA  MARKET 
Public  Relations 
Merchandise  sales, 
purchase  and  processini 
International  Niche  Corporal^ 
Tel:  201/461-1388  Fax:  201/461-1I||^ 


Office  Supplies/Equipm 


SHRED-ER 

SHREDS  AN  8  1/2"  x  11" 
SHEET  OF  PAPER  TO  OVER 

15,000  j 

PARTICLES,  FOR  MORE  ,4^ 
INFORMATION  PLEASE  CALL  V 
(800)  545-7225 


11 


Education/Instruction  - 


MBA  by  Distance  Learn 

•  No  Barhelot  s  degree  requited 
<  Maior  British  university 

•  Chosen  by  The  Economist  Inlellige' 

Unit  as  one  of  the  world  s  best  M 
HERIOT-WATT  UNIVERSIT: 

North  American  Dislrtbulor 

1780  Shalluck.Suile  2,  Berl(f  ley  CA  94, 
1-800-MB.'\-0707,  ExI.  20 


EARN  YOUR  COLLEGE  DEGREE  AT  H( 


B,S.  &  M.B  A.  in  Business  /T[Ar\U/T' 
a  s.  in  Environmental  Studies  tnAlJWl'.lL 
M.S.  in  Management/ 
Envifonmenial  Studies 
Approved  lor  tuition 


UNlVERSi 


ACCREDHTDMH 

andColltta 

reimbursement  by  major  companies. 
For  a  free  catalogue  call  1 -800-767-0(1 


University  Degre 


Self  Paced     Home  Study 
Associate  Bachelor  Master  Doll 

Business  Admin.  Psychology.  Finamlt 
Tech  Mgnnl.  Law.  Paralegal,     ^gma  ki^, 


9  km 

all 


tnfl  Business.  Health  Care, 
Human  Resources  Admin,  [Si 

(800)477-2254  (24  hrs) 
Southern  CalHomla  Untver-  'tga^, , 
sity  for  Professional  Studies  f'll- 
202  Fashion-BW,  Tuslin.  CA  92680 


EXTERNAL  DEGREE 

BA/BS  MS/MBA  PhD/JD 
I  Credit  for  work  /life  exp  •  Accredi 
(800)  444-8569  (24  hrs.) 

LaSalle  University 

I  Dept.  569  Mandeville,  LA  70470-4(^ 


AD  RATES  AND  INFORMATION 
PHONE:  (312)  337-3090 
FAX:  (312)  337-5633  OR  WRITE: 


BUSINESS  ^WE  EK 

Marketplace 


BUSINESS  WEEK  MARKET-PLACE 
1  GO  EAST  OHIO  STREET  SUITE  632 
CHICAGO,  ILLINOIS  6061 ) 


Automotive 


3UGHT/SOLD 

,  O  LITERATURE  ''H^'^^^ 

1900-1970 

A   ,  TRUCK,  CYCLE,  FARM,  AIR  BOAT 
^   Cats  .  Service  &  Parts  Books,  Dealer 
I,  Owner  Manuals,  Other  Literature 

1-S00/H4  (K)ti8 
FAX  SO«/W(v(l<»l 


Si'  ison 

[  I  [iji  Avenue 

III  nam,  MAOrOl 


Catalogs/Marketing 


uiur  videos  and  products  into 
ins  lit  mail  order  catalogs!  We're 
iin  issioned  manufacturer  s  rep  firm 
jlizing  in  selling  to  this  growing 
ci  Please  call: 
Direct  To  Catalogs,  Inc., 
i600  Coffman  Farms  Road 
Keedysville,  MD21TS6 
JO  1/432-44 10 


Real  Estate 


►ST  &  BEAM  HOME 
,  VERMONT 

jl  )m  built  in  1992,  38  acres, 
I;  ie  location,  many  extras,  near 
1  i  airports.  Brochure  $309,000 

<  3ARBUSH  INVEST  PROP. 

<  :  Info  line  aOO-5S1-4550 


[Computer  Equipment 


EWLETT-PACKARD 
BuySell-Trada 

aMrJel  ColorPro 
sskjet  Oralt  Pro 

:ugge<Wrtter  Dratt/Master 
Isclrostatic  Plotters  DmIgnJet 

10  Wortislatrons  and  Vectras  also  available. 

>d  Dasher  &  Associates 

'  second  Ava..  S,  Blrmtngham.  AL  Z5?22 
am:  20S/S91-4747  Fax:  205/S91-1 10« 
aO(V»3S-4«33 


Manufacturing 


irieations  -  Components 

steel,  wood,  plastic,  for  ofiBce 
cl»ir  bases,  filters,  liwils; 
?teria,  bar,  lounge,  food  court, 
■estaurant.  school,  ho^tal. 
library 
Thank  You 
9)328-2263;  fn(213)322-3021 


Cable  TV 


E  CATALOG!  1-800-345-8927 
RROLD  HAMLIN  OAK  ETC. 

ABLE  TV  DESCRAMBLERS 


Special  Dealer  Prices'  •  Compare  Our  Low  Retail 
ces!  •  Orders  From  Slock  Shipped  Immedialelyi 

•  Guaianleed  Warranties  &  Pricesi 
•  All  Maior  Credil  Cards  •  No  Calilomia  Sales 

PACIFIC  CABLE  CO.,  INC. 
2  Reseda,  Oept  878        Reseda,  CA  91 335 
r  Catalog,  orders  &  inio  1  -800-345-8927 


Corporate  Gifts 


NOBODY  BEATS  I 
OUR  PRICES!  I 

IMPRINTED 

""OS  32 

SPORT 
BOTTLES 


YOUR 


I  AMlf  AS  LOW  A^^^^S  LOW  AS'^  | 

^  99cT  69C  I 

EACH        k        EACH  ^ 
^^^OTY.  -  lOOe^^OTY.  -  2500^H 


1-800-936-5646 

LOBiOGE4l? 

USA 

FAX:  (415)  579-5534  •  FREE  BROCHURE 


|[Ieatf]er  Specialties 

Custom  Leather  Accessories  for  Golf. 
Fund-Raisers  and  Corporate  Outings 
Call  for  Brochure;  1-800-476-7654 
Fax:  (610)  668-9545 


Menswear/Fashion 


men's  WIDE  SHOES 

EEE-EEEEEE,  SIZES  5-13 

Extra  width  for  nnen  who  need 
it.  Excellent  variety, 
styling  and  quality. 
Send  for  FREE 
CATALOG 


HITCHCOCK  SHOES.  INC 

Dept.  55  H  Hinghani.  MA  02043 


Sports  Equipment 


Cheat 
At  Tennis 


Itknnis  h kTkI  Your  Own 
Portable 
iip  Tennis  Ball 
Machine 

1-800-448-8867 

for  FREE  brochure 


Corporate  Gifts 


Straw  Hat  Fever! 


SAMPLE  BEFORE 
YOU  BUY! 


Summer  is  here!  Tee  otf  with  our  Ijest.  natural  straw  golf 
hat. Available  with  your  logo  or  message  embroidered  on  a 
1 00%  cotton  pleated  band  thai  is  available  in  five  colors  Non- 
personalized  sample  .  $1 1.95  plus  shipping.  In  quantity  wilh 
your  logo  as  low  as  $1 J  95.     CALL  FOR  FREE  BROCHURE 


LOBiOGEAR 


1-800-936-5646 

 FAX:  (415)  579-5534 


Ballistic  Attache 


Other  bags  available  from 
$S.()()  to  $20.(X). 

FREE  sample 

 for  31)  days.  

Call  now  for  a  FREE  catalog! 

1-800-837-5554 

Executive  Express'" 


Cfuimpagne 
Cor^'Ejftractor 


Removes  corK  a  plastic 
Champagne  corKs  safely 

$12.95 

plus  $2.50  s/h 

ixdd6%  salestsiA  inPA 


Protect  Your  Eyes! 
Lavaco  Industries,  Inc. 

(1-800-  528-  2265) 
(fax;  215-  322-  5021) 


CfLEBRAfl 

ANANNIVER^ 

ICOMMiMoi 

ATOURMJ 

RECOGfirZE 

A  COimiBUTION 


F  CUSTOM  flUl 
'SCARVErtBSni 


(800)  252-59W 
et  0^)322-4142,  FAX:  (203)  32 
CALL  FOR  INFORMATION 


Corporate  Gifts 


Build  Your  Image 

Build  Your  Business 


IMPRINTED  COFFEE 
MUGS  AS  LOW  AS 

$1.29 


EMBROIDERED 


CAPS  AS  LOW  AS 

$3.99 


Free  48-page  catalog  with  hundreds  of 
promotional  business-building  products 

1-800-792-2277 

DEPARTMENT  714 

FAX  1-510-786-1111 


The  Corporate  Choice' 


America's  Choice  for  corporate 
I  identity  apparel  and  merchandise  I 


FOR  AD  RATES  AND  INFORMATION 
PHONE:  (312)  337-3090 
FAX.  (312)  337-5633  OR  WRITE: 


Marketplace 


BUSINESS  WEEK  AAARKET-PIACE 
100  EAST  OHIO  STREET  SUITE  63! 
CHICAGO,  ILLINOIS  60611 


Business  Services 


The  Elephant  Secretary 

remembers  all  your  important  dates, 
selects  amazingly  appropriate  cards, 
stamps  &  addresses  them  in  your  own 
hancfwriting ,  &  gets  'em  there  on  time. 
We  do  alfthe  work  &  you're  a  herol 
How  do  we  do  it?  call  24  hours: 

I-?00-7-ELEPHANT 


Presentation  Equipment 


FREE  CATALOG 

Slide  Management  Systems  • 
Media  Storage  •  Archival  Products 

•  Projection  Equipment  • 
Presentation  Aids,  and  much  morel 

^  Multiply  800-325-3350 


Health/Nutrition 


em  MORE 

JUICE  FROM 
YOUR  APPLES! 

Complete  home  cider 
press  and  fruit  grinder,  S 
models  to  choose  from, 
completely  assembled  or 
in  Kit  form  Tfie  secret  is 
the  cast  iron  '  APPLK 
EATER  grinder  which 
reduces  the  fruit  to  a 
fine  piJp  and  will  grind  a 
bushel  of  whole  apples  in  5  ininules.  Tub  holds 
full  bushel  of  pulped  fruit  Heavy  1 V2"  acme 
screw  and  cast  iron  crossbeam  Hardwood 
construction.  Call  or  send  $1  00  for  catalog. 

HAPPV  VAIXEY  RANCH  915/849-3105 
16577  W.  527  Dept  16  •  Paola,  KS  66071 


Travel 


FLYAMiG  IN  MOSCOW 


Break  the  sound  barrier  | 
inaMiG-21.Climbto  \\ 
the  edge  of  space  in  \ 
a  MiG-25.  ^z=^=^ 
Experience  the  incredible  ^, 
tailslide  in  the  MiG-29.  '/ 
You  need  not  be  a  pilot.  MIGS  elc. 
offers  a  variety  of  planes  and  flight 
packages.  Packages  start  at  $5500 
Call  for  a  free  brochure. 

MIGS  e/c.,lnc. 
800  MIGS  ETC  (USA) 

813  923-0607 


CAMBRIDGE  DIET 
AND 

NUTRITION  PLANS 
1-800-4-HEALTH 


Investment  Services 


Correction  Done 
Interest  Rates 
at  their  Peak? 

Read  the 
Aggressive  Investor 
to  find  out. 


Three  months 
One  year 


$  55 
$195 


The  Aggressive  Investor 

P.O.  Box  4011 
Cerritos,  CA  90703-4011 


Investment  Opportunities 


EasyCheck'"  Stock  Charts 


Follow  your  stocks'  pertormances 
by  plotting  them  once  a  week  on 
EasyCheck™  Stock  Charts.  A  sure 
way  to  track  your  investments  year 
after  year  Convenient,  easy  to  use. 
100  sheets  for  $24.95  plus  ,S&H 

Toil-Free  1-800-793-9340  Ext.18 


Business  Services 


RESEARCH  REP0R1 

19.850  academic  topics  availal 
Send  $2.00  for  the  290-page  cataf 
Custom-written  reportsalso  availal 
RESEARCH  ASSISTANCE 
11322  Idaho  Ave  ,#206BF, 
Los  Angeles.  CA  90025 
Toll  Free  Hotline:  800-351-021 
(California:  310-477-8226)  t|j 


,  WITHIN  24  H( 

•BANK  TO  BANK  TRAN! 
•WE  ASSUME  THE  CREDIT 
CALL  JEFF  FARKASToll  Free 

800-241-CAS 

ADVANTAGE  FUNDING  Cl 

Giving  Your  Business  the  ADVANTAGE  lo  Si 


Business  Opportunitie  i 


iiifi 


m 


HAVE  A  GREAT  IDEAj'""" 
BUT  NO  MONEY? 
Venture  Capital  Source 
Seed  Money  •  Start-up  • 
Expansion  •  Developmen 
Phone  903/759-9295  Fax  903/297- 
or  write  to: 
P.O.  Box  150411 
Longview,  TX  75615-04lf 


ADVERTISE  IN  THE  BUSINESS  WEEK  MARKETPLACE...  > 
AND  REACH  6.5  MILLION  RESPONSIVE  READERS!! 

For  rates  and  information  mail  or  fax  this  coupon  today!  The  next  Marketplace  section  closes  on  August  24. 


Ml 


NAME: 


COMPANY: 
ADDRESS: 
CITY:  


PHONE: 


STATE: 
FAX: 


ZIP: 


Mail  or  fax  to: 


Business  Week  Marketplace 
100  East  Ohio  Street,  Suite  632 
Chicago,  IL  60611 
Phone  312/337-3090  •  Fax  312/337-5633 


ilAmtK 
f(Me 


S3 


m 


liii 

!  to: 


.]  ^  In  t! 


DUCTION 

from  last  week:  0,1% 
from  last  year;  3.8% 


1967=100  (four-week  moving  average) 


LEADING 

change  from  last  week;  0.4% 
Change  from  last  year:  8.2% 


July  30 
196.4 


July  30 
241.2 


236. 


230. 


224. 


Aug. 
)993 


Dec 
1993 


Ap, 
1994 


July 
1994 


218J 


July  23 
240.2r 


Aug 
1993 


Dec 
1993 


Apr, 
1994 


July 
1994 


roductien  index  was  neorly  flat  in  the  week  of  July  30  But  auto  and 
on's  reopened  after  model  changeovers,  indicating  increases  in  the  index  in 
weeks.  Cool,  paperboard,  paper,  and  lumber  output  and  rail-freight  traffic 
.rt^ased.  Production  of  steel  and  electric  power  fell,  and  crude-oil  refining 
was  unchanged.  As  a  result,  the  unaveraged  index  rose  to  199.1,  from 
For  July,  the  index  fell  slightly  to  196,4,  from  196.8  in  June. 

BW  production  index  copyright  1994  by  McGraw.Hill  Inc 


The  leading  index  increased  during  the  week  ended  July  30.  Higher  stock 
prices  and  faster  growth  in  the  M2  money  supply  offset  the  slower  growth  rates  for 
real  estate  loans  and  materials  prices.  Bond  yields  were  unchanged,  and  data  on 
large-business  failures  were  unavailable.  Before  colculotion  of  the  four-week  moving 
overage,  the  index  dropped  to  242.2,  from  242.7.  The  index  rose  to  241.1  for  the 
entire  month  of  July,  from  238  in  June, 

Leading  index  copyright  1 994  by  Center  for  International  Business  Cycle  Research 
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Latest 

Week 

%  Change 

Latest 

Week 

%  Change 

week 

ogo 

year  ago 

week 

ago 

year  ago 

/6)  thous.  of  net  tons 

1,795 

1,769# 

-1.6 

STOCK  PRICES  (8/5)S&P500 

459.70 

454.53 

2.4 

8/6)  units 

108,987 

1 14,052r# 

17,3 

CORPORATE  BOND  YIELD,  Aao  (8/5) 

7.96% 

8.05% 

13.1 

(8/6)  units 

108,989 

106,089r# 

30.6 

INDUSTRIAL  MATERIALS  PRICES  (8/5) 

104.6 

104.7 

9.8 

C  POWER  (8/6)  millions  of  kilowatt-hours 

68,046 

68,201  # 

2.6 

BUSINESS  FAILURES  (7/29) 

NA 

316 

NA 

3IL  REFINING  (8/6)thous.ofbbl./day 

1 4,402 

14,153# 

1.7 

REAL  ESTATE  LOANS  (7/27)  billions 

$432.3 

$432. 9r 

5.0 

/30)  thous.  of  net  tons 


19,925# 


19,374 


20.0      MONEY  SUPPLY,  M2  (7/25)  billions 


$3,567.0      $3,561. 2r 


2.4 


.OARD  (7/30)  thous.  of  tons 


883. 3# 


863.4r 


8.0     INITIAL  CLAIMS,  UNEMPLOYMENT  (7/23)  thous 


329 


390 


-16.9 


7/30)  thous.  of  tons 


826.0# 


814.0r 


4.3 


!'.  (7/30)  millions  of  ft. 


504.5# 


457.9 


6.6 


Sources:  Stondord  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980=100),  Dun  &  Brad- 
street  (failures  of  large  companies).  Federal  Reserve,  Labor  Dept  CIBCR  seasonally  adjusts  data 
on  business  failures  and  real  estote  loans 


ti  EIGHT  (7/30)  billions  of  ton-miles 


24. 1# 


23.3 


15.3 


American  Iron  &  Steel  Institute,  Worc/'s  Aufomofive  Reports,  Edison  Electric  Institute, 
1  Petroleum  Institute,  Energy  Dept.,  American  Paper  Institute,  WWPA  ,  SFPA',  Association 
.  :an  Railroads 


KIGNEXCHANGi 

Latest 
week 

Week 
ago 

Year 
ago 

SE  YEN  (8/10) 

101 

100 

102 

N  MARK  (8/10) 

1.58 

1.58 

1.71 

'1  POUND  (8/10) 

1.54 

1.54 

1.46 

1  FRANC  (8/10) 

5.40 

5  41 

6.05 

AN  DOLLAR  (8/10) 

1.37 

1.39 

1.31 

fRANC  (8/10) 

1.33 

1.34 

1.53 

.N  PESO  (8/10)' 

3.388 

3.380 

3  154 

a  Major  New  York  banks.  Currencies  expressed  in  units  per  U.S.  dollar,  exce 
<pressed  in  dollars 

pt  for  British 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

8/10)  $/troy  oz. 

378,300 

378.450 

0.6 

CRAP  (8/9)  #1  heovy,  $/ton 

136.50 

1 17.50 

21.3 

rUFFS  (8/9)  index,  1967=100 

212.3 

213.9 

1.6 

{  (8/6)  C/lb. 

1 1 1.7 

1 15.7 

22.1 

•JUM  (8/6)  C/lb. 

70.0 

71.0 

23.3 

(8/6)  #2  hard,  $/bu. 

3.56 

3.53 

10.2 

i  (8/6)  strict  low  middling  1-1/16  in.,  C/lb. 

71.30 

74.18 

29.6 

s:  London  Wednesday  final  setting,  Cfiicogo  market,  Knight-Ridder  Commodity  Research 
Mefais  Week,  Kansas  City  market,  Memphis  market 


Latest 
month 

Month 
ago 

%  Change 
year  ago 

BUSINESS  WEEK  PRODUCTION  INDEX  (July) 

196.4 

196. 8r 

3.9 

BUSINESS  WEEK  LEADING  INDEX  (July) 

241.1 

238.0r 

8.2 

EMPLOYMENT,  CIVILIAN  (July)  millions 

122.5 

122. 4r 

1.8 

UNEMPLOYMENT  RATE,  CIVILIAN  (July) 

6.1% 

6.0% 

NM 

Sources:  BW,  CIBCR,  BLS 

■  !l.l!l,^.rVII!M!/W. 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

MONEY  SUPPLY,  Ml  (7/25) 

$1,158.6 

$l,153.1r 

6.7 

BANKS'  BUSINESS  LOANS  (7/27) 

298.2 

343. 2r 

9.1 

FREE  RESERVES  (8/3) 

875 

352r 

894.3 

NONFINANCIAL  COMMERCIAL  PAPER  (7/27) 

149.6 

153.6 

-6.5 

Sources:  Federal  Reserve  (in  billions,  except  for  free  reserves,  which 
week  period  in  millions) 

ore  expressed  for  a  two- 

MONEY  MARKET  RATES 

Latest 
week 

Week 
ogo 

Yeor 
ago 

FEDERAL  FUNDS  (8/9) 

4.23% 

4.21% 

2.98% 

PRIME  (8/10) 

725 

7.25 

6.00 

COMMERCIAL  PAPER  3-MONTH  (8/iO) 

4.81 

4.69 

3.20 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (8/1 0) 

4.78 

4.67 

3.15 

EURODOLLAR  3-MONTH  (8/5) 

4.68 

4.73 

3,18 

Sources:  Federal  Reserve,  First  Boston 


ato  in  the  production  indicators  ore  seasonally  adjusted  in  computing  the  BW  index  (chart),  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipment, 
ern  Wood  Products  Assn.     2  =  Southern  Forest  Products  Assn.     3  =  Free  market  value     NA  =  Not  available     r= revised     NM  =  Not  meaningful 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  fea- 
ture with  a  significant  reference  to  a  company.  Most 
subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


YOU'VE  JUST  MISSED  THE 
FIRST  SIGN  OF  BREAST 
CANCER  IF  YOU  DIDN'T  SEE 
THAT  SMALL  DOT  IN  THE 
UPPER  LEFT  HAND  CORNER. 
Because  it  can  start  that  small 
inside  your  breast.  That's  why  a 
yearly  mammogram  is  a  must, 
especially  if  you're  over  50. 
Doctors  agree  that  as  you  get 
older,  the  risk  of  breast  cancer  is 
higher.  But  with  early  detection, 
you  increase  your  chance  of  suc- 
cessful treatment.  Even  though 
you  may  have  missed  the  first 
sign  of  breast  cancer,  a  mammo- 
gram won't.  For  information, 
please  call  the  American  Cancer 
Society  at  1-800-ACS-2345. 

A  MAMMOGRAM. 
EARLY  DETECTION  IS  THE 
BEST  PROTECTION. 


AMBUCAN 


A  Public  S«v,ce  ot  fbOMm 
This  Publicalion      •soSR* 


MASSACHUSETTS  DIVISION 


Abbey  Home 
Healthcare  54 

Advanced  Micro 
Devices  28 

Airbus  Industrie  49 

AK  Steel  24 

Allied  Film  Laboratory  65 
Apple  Computer  29 
Aronson  &  Fogler  63 
AST  Research  28,  78 
AT&T  28,  78 
Austin-Hayne  18 
Autofacts  26 
Avontos  18 

B 


Banco  de  Venezuela  51 
Bell  Atlantic  28,  73 
Bellcore  28 
Bethlehem  Steel  24 
BNP  51 
Boeing  49 
Bogen 

Communications  78 

Bridgestone/Firestone  31 

Bristol-Myers  Squibb  70 

British  Steel  24 

Brown  Brothers 
Horriman  79 

Brunswick  30 


Coble  Television 
Laboratories  28 

Capitol  Cities/ABC  65 

Carnival  Cruise  Lines  30 

Cathay  Pacific 
Airways  49 

Challenger,  Gray  & 
Christmas  20 

Channel  One  66 

Chase  Manhattan 
Bank  74 

Chemical  Bank  74 

China  Steel  51 

Choice  Hotels 
Internotional  30 

Chriss  Street  32 

Chrysler  6,  20,  21,  24, 
26 

Cirrus  Logic  8 

Citibank  74 

Comcast  28 

Comerica  Bank  20 

Compaq  Computer  28, 
78 


Connor  Clark  32 

Continental 
Cablevision  28 

Cowen  65 

Cowles  Magazines  55 
Cox  Cable  28 
CPC  International  65 
Cyrix  28 

D 


Digital  Equipment  8 
Dillords  40 
Dime  Bancorp  74 

E 


Eastman  Kodak  6,  62 
Elf  Aquitaine  51 
Exxon  62 


Federal  Express  6 

First  International 
Computer  51 

First  National  Bonk  of 
Chicago  20 

Ford  24 

Fuji  49 

G 


GapKids  40 
GE  60,  62 
Genentech  70 
Genmor  30 
GM  20 

Goldman  Sachs  66 
Greyhound  Lines  32 
Gruner  &  Johr  55 

H 


Harley-Davidson  30 

Heinz  (H.J  )65 

HMG  Digital 
Technologies  65 

Hoechst  70 
I 


IBM  28,  29,  64 

Industrial  Bank  of 
Japan  48 

Integrated  Network  28 
Intel  8,  28 

International  Data  29 
Izod  40 


J.D.  Power  26 

J.  Walter  Thompson  55 


Kawasaki  48,  49 

Kidder  Peabody  28,  60, 
62 

KnowledgePoint  18 
Kraft  General  Foods  55 
K-lll  Communications  66 


Lodenburg  Thalmonn  66 
Loral  6 

Lotus  Development  8 
LTV  24 

M 


Mognavox  66 
Matra  51 

McDonnell  Douglas  49 

McGraw-Hill  18 

Medical  News 
Network  66 

Merck  70 

Meredith  55 

Merrill  Lynch  62 

Mershon,  Sawyer, 
Johnston,  Dunwody  & 
Cole  76 

MFS  Network 
Technologies  73 

Microsoft  18,  28 

Mitsubishi  48,  49 

M.  Kimelmon  32 

N 


National  Steel  48 
NEC  18 
Nestle  65 

New  England  Journal  of 
Medicine  70 

New  York  Times  55 

NexGen  28 

Nissan  40 

Northern  Telecom  28 
Northwest  Airlines  36 
Nucor  24 

O 


Outboard  Marine  30 
P 


Packard  Bell  78 
PoineWebber  24 
Panasonic  78 
Pemex  40 
Philips  66 

Phoenix  Technologies  8 

Physician's 
Weekly  66Pirelli  31 

Plextor  18 

PolyGram  65 

Process  Development  26 


Quaker  Oats  55 
Quantum  8 


Raytheon  6 

RCL  Acquisitions  Wfrj^^ 
Renault  51  H.i,,;; 
Reuters  66  m-jti" 
Riordan  &  McKinzieS'"' 
Robertson  Stephens  il; 
Roche  70  :.«ri 
Rydex  Series  Trust  6 

S  I  i  :d 

 MiJll 

Salomon  Brothers  bit 

Sonwa  Securities  US  S 

Siemens  28  '  "1 

Singapore  .Airlines  * 

Smith  Barney  65    \  li 

Sony  65,  78 

Standard  &  Poor's  tf/M' 

65 

Sterling  Winthrop  7^ 
Stoever  Glass  79 
Sumitomo  Metal 
Industries  48 
Sun  Microsystems  2 


m 


ill 


Tele-Communications  li 
Tenneco  30  .  jitm 

Texas  Instruments  4Cj~ 
Time  V/orner  28,  6( 
Time-Life  Books  55 
Tippins  48 
Total  Pharmaceutical 
Core  54 
Toyota  26 
TRW  6 

Tuscaloosa  Steel  24 


If 


m 


Unilever  65  I 
United  Rubber  Work| 
America  31 
US  Steel  24 
U  S  West  28 


Viacom  28 
W 


Wal-Mart  Stores  55 
Walt  Disney  30,  36 
Wellcome  Foundotiorl'B  - 

Welsh  Money 
Management  64 

Whittle 

Communications  66 
Windcrest/  McGraw- 
Hill  18 
World  Class  Steel  ail*' 


i 


Xerox  40 
Z 


Zeneca  Group  70 


Jll 


yestment  Figures  of  the  Wee 


<TARY 

stocks  accelerated  and 
<.i  sputtered,  but  the 
rket  remained  in  a  nar- 

range.  Friday's  strong- 
cpected  employment  re- 
■d  to  fears  that  the  Aug. 
!  rymaking  committee 
b^ing  the  fifth  interest- 
far  this  year.  Bond 
sending  the  yield  on  the 
reasury  to  7.57%.  Mean- 
dollar  strengthened  at 
ect  of  rising  rates  and  an 
outlook  for  trade  talks 
iSe  U.S.  and  Japan. 


STOCKS 

Aug.      Feb.      Aug.     Aug.  4-10 


BONDS 

Aug.      Feb.      Aug.     Aug.  4-10 


THE  DOLUR 

Aug       Feb       Aug.     Aug.  3-10 


440  30  1600 


•455  1500 


—J;   1400  90 

1393  4: 


1  -week  change 
-0.3% 


52-week  change 
-12.5% 


1  -week  change 
-1.8% 


52-week  change 
-2.4% 


1  -week  change 
+0.4% 


KET  ANALYSIS 


>  change 


>CKS 

Latest 

Week 

52-week 

FUNDAMENTALS 

Latest 

Week  ago 

Year  ago 

lES  INDUSTRIALS 
COMPANIES  (S&P  MidCap  Index) 
)MPANIES  (Russell  200U) 
SANIES  (Russell  3000) 

3766.8 
172.7 
246.4 
264.3 

-0.7 
0.9 
0.3 

-0.1 

5.1 
1.8 
2.7 
15 

90-DAY  TREASURY  BILL  YIELD 
30-YEAR  TREASURY  BOND  YIELD 
S&P  500  DIVIDEND  YIELD 
S&P  500  PRICE/EARNINGS  RATIO 

4.43% 
7.57% 
2.77% 
18  7 

4.41% 
7.38% 
2.73% 
18.8 

3.09% 
6.44% 
2.79% 
22  8 

N  STOCKS 

Latest 

%  change  (local  currency) 

Uf...!.                 CO  ..  ..1. 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

S&P  500  200-day  moving  average 
Stocks  above  200-day  moving  average 
Speculative  sentiment:  Put/call  ratio 
Insider  sentiment:  Vickers  sell/buy  ratio 

460.4 
36.0% 
0.41 
0.97 

4605 
37.0%r 
0.36 
0.98 

Negative 
Positive 
Positive 
Positive 

(FINANCIAL  TIMES  100)  3167.0 
<IKKEI  INDEX)  20,770.3 
1  (TSE  COMPOSITE)  4205.1 

0.2 
0.7 
0.0 

5.4 
0.2 
4.7 

IISTRY  GROUPS 

BLOOMBERG  FINANCIAL  MARKETS,  BRIDGE  INFORMATION  SYSTEMS  INC 

»NTH  LEADERS 

%  change 
1  -month          1 2-month 

Strongest  stock  In  group 

% 

1 -month 

change 

12-month 

Price 

FACTURED  HOUSING 

15.5 

5  3 

FLEETWOOD  ENTERPRISES 

18.8 

6.7 

233/4 

CONTAINERS 

13.0 

38.0 

STONE  CONTAINER 

25.4 

134  9 

18'/2 

UTER  SYSTEMS 

12.0 

33.2 

TANDEM  COMPUTERS 

24.5 

46.3 

UVe 

WHOLESALERS 

10.4 

2.2 

McKESSON 

340 

103.4 

98 '/s 

> 

9.1 

20.8 

REEBOK  INTERNATIONAL 

20.3 

41.3 

363/8 

ONrH  LAGGARDS 

%  change 
1 -month  12-month 

Weakest  stock  in  group 

% 

1 -month 

change 

12-month 

Price 

URANTS 

-9.7 

0.1 

MCDONALD'S 

-10.6 

2,9 

26'/2 

r-DUTY  TRUCKS 

-6.0 

-8.4 

CUMMINS  ENGINE 

-13.7 

-7.2 

37 

fElL  EQUIPMENT  AND  SERVICES 

-5.6 

-10.4 

BAKER  HUGHES 

-8.2 

-24.6 

19'/2 

XPLORATION  AND  PRODUCTION 

-4.7 

-18  5 

BURLINGTON  RESOURCES 

-7.6 

-22.5 

38 

ISHINGS  AND  APPLIANCES 

-4.0 

-4.2 

WHIRPOOL 

-7,4 

-22.9 

48% 

MORNINGSTAR  INC 


ts 

k  total  return 

% 

LAGGARDS 
Four-week  total  return 

% 

!GTON  STRATEGIC  INVESTMENTS 

13,1 

MONITREND  GOLD 

-8.9 

SAN  STANLEY  INSTL.  ASIAN  EQUITY 

12  4 

GAM  GLOBAL 

-4.5 

UARD  INTL.  EQUITY  INDEX  EMERG.  MKTS.  12  0 

DFA  JAPANESE  SMALL  COMPANY 

-4.4 

total  return 

% 

52-week  total  return 

% 

DER  LATIN  AMERICA 

iCO  EMERGING  MARKETS  INSTL. 

CAN  STANLEY  INSTL.  EMERG.  MARKETS 

55.9 
52.0 
49.5 

MONITREND  GOLD 

KEYSTONE  AMERICA  HARTV/ELL  EMERG.  GR.  B 
STEADMAN  OCEANOGRAPHIC  TECHNOLOGY 

-44.5 

-29.0 
-24.6 

j^^B  S&P  500 

4-week  total  return 


I.  Average  fund 

52-week  total  return 


TIVE  PORTFOLIOS 


DRI/McGRAW-HILL 


amounts 

;nt  the  present 

>f  $10,000 

id  one  year  ago 

I  portfolio 

ages  indicate 
Y  total  returns 


nil 


Foreign  stocks 
$11,899 

-0.65% 


U.S.  stocks 
$10,477 

-0.57% 


Money  market  fund 
$10,202 

+0.05% 


Gokl 
$10,070 

-0.36% 


Ti'easury  bonds 
$9,563 

-1.89% 


on  ihis  page  are  as  of  market  close  Wednesday,  Aug  1 0,  I  994,  unless  otherwise  indicated  Aug  9  Mutual  fund  returns  are  as  of  Aug.  5  Relotive  portfolios  are  volued  as  of  Aug  9  A  more  detailed 
jroups  include  S&P  500  companies  only;  performance  ond  sfiare  prices  are  as  of  market  close        explanation  of  tfiis  poge  is  ovoiloble  on  request.  r=revised 
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Editorials 

NO  TURNING  BACK  IN 

MEXICO 

eneath  the  murder  and  mayhem  that  have  punctuated 
HiK  the  Mexican  election  campaign  over  the  past  year,  an 
Hl9  amazing  shift  in  the  body  politic  has  quietly  taken  place. 
The  left,  which  nearly  took  power  in  1988,  has  imploded,  and 
some  70%  to  80%  of  the  electorate  now  support  the  free-mar- 
ket policies  of  out-going  President  Carlos  Salinas  de  Gortari 
(page  40). 

Whether  they  prefer  the  governing  Institutional  Revolution- 
ary Party  (PRI)  or  the  up-and-coming  National  Action  Party 
(pan),  the  vast  majority  of  Mexicans  want  to  continue  the  pol- 
icies of  economic  pluralization:  privatizing  the  state  sector,  lib- 
eralizing foreign  investment,  and  boosting  market  competitive- 
ness. If  anything,  the  shift  of  the  middle-class  opposition  vote 
away  fi'om  the  left  to  the  PAN,  which  is  to  the  right  of  the  PRI, 
highlights  one  critical  fact  about  the  Aug.  21  election  in  Mex- 
ico: No  matter  who  wins,  there  will  be  no  rejection  of  NAFTA 
and  no  return  to  the  nationalist-populist  economic  policies  of 
the  past. 

This  is  good  news  for  the  U.  S.  and  Canada,  Mexico's 
NAFTA  partners,  but  it  means  even  more  for  Peru,  Argentina, 
and  Venezuela.  These  countries  have  also  switched  to  free- 
market  economies  but  worry  that  recent  peasant  and  labor 
unrest  might  push  the  region  left. 

Pi"e-election  polls  in  Mexico  show  that  these  fears  are  mis- 
placed. But  changes  are  coming.  First,  the  pacto,  the  wage 
agr-eement  among  unions,  business,  and  government,  will  get 

richer.  Salinas  brought  inflation  down  to  7%  by  keeping 
hikes  below  the  rise  in  inflation.  Expect  wages  to  at  least 
pace  in  the  futiu'e. 

Second,  the  "dirty  float"  of  the  peso  against  the  doUa 
get  dirtier.  With  Mexican  companies  taking  out  dollar 
and  the  country  in  need  of  capital  inflow  fi-om  the  U.  S.,  a 
devaluation  is  unlikely.  But  over  time,  the  peso  will  pro 
decline  a  bit  faster  against  the  dollar. 

Tliird,  the  tight  fiscal  discipline  that  generated  a  budge 
plus  will  get  looser.  Spending  on  agriculture  and  educat 
essential  to  bringing  the  peasants  and  the  young  into  the 
ern  economy. 

Will  this  add  up  to  a  new  burst  of  inflation?  Probably 
Selling  off  state  assets  can  finance  added  social  spendin 

The  election  in  Mexico  marks  the  second  stage  of  th< 
ralization  of  Mexican  society.  The  decentralization  of  its 
mand  economy  is  now  being  followed  by  a  similar  shift 
one-party  political  system.  Mexico's  challenge  is  to  "sec 
ize"  its  judiciary  and  police,  removing  political  corruption 
both  institutions.  Devolving  power  and  resources  to  the  s 
within  Mexico  would  help  as  well.  A  new  federalism  r 
provide  the  kind  of  political  flexibility  that  is  needed  U. 
ralize  the  pohty. 

Liberalization  of  the  Mexican  economy  is  being  foil 
by  a  more  liberal  society.  There  is  another  term  for  t 
call  it  democracy. 

VIGILANCE  FROM  THE 

FED— NOT  ZEAL 

■■|wo  disparate  economic  events  are  about  to  make  a  big 
impact  on  our  lives.  Pricing  power  suddenly  returned  to 
H  at  least  one  big  segment  of  the  American  economy  as 
steel  companies  successfully  pushed  through  a  hefty  10%  hike 
to  Detroit.  Across  the  Pacific,  interest  rates  began  rising  in 
Tokyo,  signaling  that  Japan,  like  the  U.  S.  and  Europe,  is  once 
again  expanding. 

Remember  synchronous  growth?  It's  back.  But  it's  bigger 
this  time  with  the  integration  into  the  international  market 
economy  of  former  communist  and  statist  countries.  China,  East- 
ern Europe,  Latin  America,  Southeast  Asia,  the  Middle  East, 
and  even  South  Africa  are  all  growing,  triggering  talk  of  a 
global  capital  shortage  in  the  Washington-Wall  Street  circuit. 

Both  events  are  bound  to  make  the  life  of  Federal  Reserve 
Chairman  Alan  Greenspan  a  lot  harder  in  the  months  to  come. 
Inflation  hawks  at  the  Fed  will  probably  see  them  as  further 
proof  that  higher  interest  rates  are  needed.  They  believe  that 
the  economy  is  growing  at  a  faster  clip  than  most  private  econ- 
omists hold.  Odds  are,  when  the  Fed  meets  on  Aug.  16,  it  will 
raise  rates  yet  again.  If  the  Fed  is  right  about  the  economy, 
the  hike  won't  be  enough  to  derail  the  expansion. 

But  the  stakes  keep  rising  for  any  further  tightening  of  the 
monetary  faucet.  The  recovery,  now  in  its  third  year,  is  show- 

ing  signs  of  wear  and  tear.  Higher  interest  rates  have  slan 
new  home  sales.  New  car  sales  are  off  their  highs.  Retail 
have  softened,  and  productivity  gains  may  have  peake 
this  business  cycle. 

Inflation,  the  clearest  sign  of  an  overheated  economy 
yet  to  spread  its  poison.  Despite  big  payroll  employinent  g 
unit  labor  costs  remain  extremely  low.  And  while  price 
industrial  and  agricultural  commodities  have  gone  up,  n 
facturers  are  afraid  to  pass  the  hikes  along  to  customer 
far,  gi'owth  is  not  generating  inflation. 

The  Fed's  game  to  date  has  been  to  get  ahead  of  infls 
ary  pressures  early.  That  strategy  meant  moving  from  a 
commodative  to  a  more  neutral  monetary  stance.  Now  the  { 
may  change  to  engineering  a  "soft  landing"  as  the  U.  S.  e? 
sion  matures.  Further  rate  hikes  will  bite  hard,  especial 
fiscal  policy  remains  tight. 

It  behooves  the  Fed  to  be  vigilant  as  the  world  ecor 
shifts  into  higher  gear,  and  as  pricing  power  makes  a  i 
frequent  show  at  home.  But  stakes  are  growing  for  any 
calculation  in  monetary  policy.  The  U.  S.  growth  rate  air 
appears  to  be  downshifting  to  2.5%  for  the  second  half  o 
year  from  3.5%  in  the  first  six  months.  Any  mistake  in  i 
etary  policy  after  Aug.  16  could  be  very  costly. 
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Where  is  America's  safest 
insurance  cnmpany  locaied? 

NOT  NEW  YORK. 
NOT  CHKAGO. 
NOT  PHILADELPHIA. 
NOT  LOS  ANGELES. 
NOT  EVEN  HARTFORD. 

It's  in  Cnlumlius,  Genrgla. 

Again. 

For  the  second  year,  Findncial  World 
has  found  America's  safest  insurance 
company  in  Columbus,  Georgia. 

Iiisiiriiiff  Oi  er  JS  Million 
People  Worldicide 

Financial  World  is  the  nation's  oldest  business  magazine,  with  a  biweekly 
circulation  ot  over  500.000.  ©1993  AFLAC  Incorporated.  All  rights  reserved. 
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^  m  Meriwether  and  his  dream  team  of  high-tech  traders  made 
^  lions  for  Salomon  Bros.  How  big  will  they  score  on  their  own? 

PAGE  30 


Of  course  we're  glad  2i 
to  fly  with  us  this  year.  |u 


l\Aore  than  that,  you  trii 


Illion  of  you  chose 
ust  mean  you  like  us 
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Cover  Story 


so  DREAM  TEAM 

When  John  Meriwether  headed 
Salomon's  arb  department,  he  put 
together  a  brain  trust  that  made 
billions  for  the  firm  by  combining 
arcane  math,  finance  theory,  and 
good  old  market  smarts.  Now, 
working  out  of  a  laid-back  office  in  a 
leafy  Connecticut  suburb,  the  group 
aims  to  replicate  that  success  at 
Long  Term  Capital— and  in  the 
process  prove  that  the  something- 
for-everyone,  high-overhead  Wall 
Street  firm  is  an  anachronism 
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Dennis  Keegan  has  a  tough  act  to 
follow  at  Salomon 
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why  Settle  For  Being  Merely  Effective 
Vhen  You  Could  Be  Insanely  Awesome? 


Introducing  Z-NOTEFLEX, 
The  Ultimate  Multimedia  Presenter. 

Loosen  your  tie,  and  get 
ready  to  bring  down  the  house 
With  Z-NOTEFLEX,  Zenith 
Data  Systems'  new  multi- 
media showstopper 
Built  around  a  powerful 
notebook,  the  Z-NOTEFLEX 
system  lets  you  take  the  show 
on  the  road,  and  carry  it  around 
in  your  hand.  With  sharp, 


Z-NOTEFLEX 
up  to 


colorful  video  and  stereo  '"'^^^^Z^'"' 


sound,  your  business  pre- 
sentations are  sure  to  get 
attention.  Detaching  the 
LCD  display  and  placing  it 
in  front  of  your  viewers  will 
have  an  even  greater  impact." 

And  the  Z-NOTEFLEX  s 
modular  components  offer 
you  a  wide  range  of  system 
enhancements,  multi- 
media capabilities  and 
peripheral  solutions.  So  you 
custom  order  the  features  you 
want  today,  then  upgrade 
when  you're  ready 


antivt'-matnx,  256~color 
LCD  display 

FLEXSITE 
LCD  display  stand 

FLEXBAY 
battery  charamg  bay 
floppy  dnw  hay 

Fl^XEK^CK 
rntianct'd  port  replicator 
two  type-lll  PCMCh\  slots 
netu'ori^ing  module 

Fl£XSHOW" 
double-speed  CD-ROM  dnve 
amplified  stereo  speakers 
two  type-ni  PCMCIA  slots 
itUearated  power  supply 


in 


itel 


in 


<ide. 


:)ynghl  G  |W4  Zenilh  Data  System^  Cuipoidlion  Zi.-iiilh  Ual.i  bysK'ni=  Lorpordtion  is  <i  fiull  ..unipdii^  I  NOIl  f  I.L\  diid  Mdkc  1  lu- 
'  trademarks  ol  Zenith  Data  Systems  Corporatioti  MPL2  cerlilication  mark  is  owned  by  the  Multimedia  PC  Marketing  CouikiI,  Inc  lntelDX4  is  a 
demaik  ol  Intel  Corporation  'With  the  opiional  FLEXSITE  video  stand  "FUtXSHOW  unit  requires  ftL  power  Spqcilicatlons  are  subject  to  thangt 


Multimedia  PC 

Your  audience  wants  something  worth 
watching.  And  the  Z-NOTEFLEX  delivers. 
Make  that  connection,  and  you  could  be  an 
overnight  success. 

Call  us  for  the  awesome  details. 
1-800-289-1279,  Ext.  5122 

ZENITH 

DATA  SYSTEMS 

MAKE  THE  CONNECTIO 


NEW  WORLD  ORDER 

WHAT  NEXT?  AK-47 
WEED-WHACKERS? 


Painfully,  Russia's  arms 
makers  are  learning  how 
to  convert  their  products  and 
technologies  to  civilian  uses. 
A  research  institute  that  pro- 
vided satellite  reconnaissance 
to  the  military  now  sells 
weather  data  to  the  govern- 
ment and  news  organizations. 


lAREWELLTOARMS 


Rossion 

Military 

Consumer 

Con|Hiny 

Product 

Product 

AVIAnCA 

Jet  fighters 

Sports  planes 

ELECTRON 

Antennas 

Microwave  ovens 

URALAZ 

Missile  carriers 

Heavy  trucks 

DATA:  BUSINESSWEEK 


Many  heavy  defense  manu- 
facturers are  showing  versatil- 
ity at  entering  the  world  of 
commerce.  UralAz,  a  factory 
in  the  Ural  Mountains,  has 
converted  its  huge  all-terrain 
trucks  that  used  to  tote  mo- 
bile SS-9  nukes  into  carriers 
of  pipelines  and  timber.  Avia- 


tica,  which  makes  Sukhoi-27 
jet  fighters  outside  Moscow, 
also  now  builds  lightweight 
sports  planes.  And  on 
Moscow's  central  Tverskaya 
Street,  vendors  sell  ice  cream 
from  metal  kiosks  that  once 
were  missile  nose  cones.  Elec- 
tron, a  former  antenna  maker 
in  Chelyabinsk,  is  now  making 
microwave  ovens  in  partner- 
ship with  a  nearby  "secret" 
missile  factory. 

But  there  have  been  major 
disappointments,  notably  qual- 
ity problems  among  those 
seeking  to  turn  sophisticated 
electronics  gear 
into  relatively 
simple  consumer 
gadgets.  The  Tan- 
tal  defense  plant 
in  Saratov  shut 
down  its  video  re- 
corder assembly 
line  in  June,  un- 
able to  compete 
with  spiffier  Asian  models. 
The  Kirov  Factory  in  St.  Pe- 
tersburg, where  T-80  tanks 
were  made,  has  designed  an 
energy-efficient  jeep  for  con- 
sumers. But  it  has  suffered 
from  imports  of  Chevy  Blaz- 
ers and  Jeep  Grand  Chero- 
kees.  Patricia  Kranz 


NETWORK  NEWS 

DO  VIOLENT  TOONS  LEAD  TO  VIOLENT  TEENS? 


Which  is  too  violent  for 
kids  to  watch  on  the 
tube:  shoot-'em-up  cop  shows 
or  Saturday  morning  car- 
toons? Maybe  l)oth,  according 
to  a  new  monitor  of  violent 
programming. 

The  UCLA  Center  for  Com- 


BEEP  BEEP  Urn-  ciiiiii  s  (i  iidlchdiig 


munication  Policy,  embarking 
on  a  study  of  the  1994-9.5  and 
1995-96  seasons  of  the  Big 
Three  networks  and  Fox,  will 
evaluate  all  progi'amming.  But 
Jeffrey  Cole,  the  center's  di- 


rector, says  emphasis  will  be 
placed  on  children's  pro,gTams, 
including  cartoons.  "There  is 
definitely  a  concern,"  says 
Cole,  "about  at  what  age  chil- 
dren can  distinguish  fantasy 
from  reality."  His  $500,000 
study,  funded  by  the  broad- 
casters, is  their  grudging  re- 
sjjonse  to  Capitol  Hill  criti- 
cism of  TV  violence— and  a  bid 
to  stave  off  federal  regulation. 
They  say  they'll  use  the  re- 
port in  program  planning. 

Some  broadcasters,  though, 
fear  that  Cole,  who  has  no 
kids  himself,  may  go  too  far. 
Says  Martin  Fi-anks,  a  CBS  ex- 
ecutive vice-president:  "I  don't 
think  that  watching  Road 
Runner  is  going  to  turn  a 
child  into  a  psychopath." 
There's  no  established  link, 
the  CBS  executive  says,  be- 
tween video  violence  and  the 
real  thing.        Charlie  Green 


DRAWN  AND  QUARTERED 


ECO-TOURISM 


DON'T  DRINK  THE  WATER, 
WHATEVER  YOU  DO 


B 


ored  with  the  beach  and 
the  lake?  Ti-y  toxic-waste 
tourism.  The  Environmental 
Protection  Agency  is  setting 
up  a  $3,000  visitors'  cen- 
ter at  a  Superfund  site 
in  Colorado.  The  soon-to- 
open  center  will  display 
dozens  of  photogi'aphs  of 
the  mess  and  drawings 
explaining  the  $120  mil- 
lion, seven-year  cleanup, 
which  began  in  1992.  Al- 
ready this  summer,  hun- 
dreds of  sightseers  have 
visited  the  site's  scarred  earth 
and  cyanide-laced  streams. 

The  site,  at  a  ghost  town  in 
the  Rockies  called  Summitville 
(elevation:  11,500  feet),  is  a 


defunct  gold-mining  opera 
dating  from  the  1870s. 
the  EPA  says  the  real  p 
lems  began  when  Galactic 
sources,  a  Vancouver 
company,  ran  a  cyanide-le 
ing  operation  from  1986|j 
1992.  That's  where  cyanide  | 
lution  is  poured  through  | 


to   extract   gold.  Galaci. 
which  went  into  Canadian 
uidation  proceedings  in  h; 
1992,  couldn't  be  reached  r 
comment.      San  d ra  A  tch  i:  ■. 


THE  BIG  PICTURE 


|Al    Notice  your  nevvspaper  is  a  bit  thicker  these  days?! 
IIKhiI  •  That's  because  help-v/anted  advertising  is  up  to 
heights  not  seen  since  1990.  Just  another  indicator  that  the  econom, 
continues  to  improve. 


u  NATIONAL 
"ELP^WANTED  INDEX 
(95)         NEARLY  AVERA?" 
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FOOTNOTES 

Total  number  of  firearms  manufactured  in  the  U.  S.,  1984: 


3.88  million.  In  1992:  4.04  million.  In  1993:  5.19  million 
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UPFI 


The  Berger  Small  Company  Growth  Fund. 

A  Different  Berger  Fund 

With  The  Same  Berger  Philosophy. 


or  over  wo  decades,  Bill  Berger 
and  the  Berger  Funds  have  helped 
in\-'estors  reach  for  their  goals  with 
the  Berger  100  Fund  (a  growth  fund) 
and  the  Berger  101  Fund  (a  growth  and 
income  fund).  Now,  the  Berger  Funds 
offer  investors  a  third  opportunity:  the 
Berger  Small  Company  GR)vvth  Fund. 

President  Rod  Linatelter  and  Portfolio 
Manager  Bill  Keithler  apply  the  same 
common-sense  investment  philosophy 
to  this  fund  that  the  Berger  Funds  has 
used  for  20  years:  Seek  to  invest  in  profit- 
able, successful  companies  because  they 
are  more  apt  to  become  profitable, 
successful  investments. 

Backed  by  this  philosophy,  the  Berger 
Small  G^npany  Growth  Fund  seeks  to 
achieve  its  goal  of  aggressive  growth. 
It  invests  in  equity  securities  of  small, 
growing  companies  with  market  capitaliza- 
tion of  less  than  $1  billion  and  a  proven 
track  recced  ot  at  least  three  years. 

So  it  you're  kioking  for  a  tund  with  a 
time-tested  philosophy- and  experienced 
people  to  implement  it -then  k)ok  at 
the  Berger  Small  Company  Gnnvth 
Fund  today. 


Open  an  account  with  as  little  as  $250. 

Please  call  (800)  3334001 

for  a  prospectus  containing  more  complete  intormatitm  including  management  fees, 
charges  and  expenses.  Read  it  carefully  belore  investing. 


Together  we  can  move  mountains.' 


1994  Berger  Associates,  Inc 
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RETURN  ON  QUALITY: 
BEYOND  THE  BUZZWORD 

^i^er  Story,  Aug.  8)  hit  the  nail  right 
on  its  golden  head. 

The  concept  of  a  "bottom-line  disci- 
pline to  quality"  is  at  the  core  of  any 
meaningful  cjuality-management  strategy. 
When  planning  quality  efforts,  organ- 
izations must  continually  ask:  Will  this 
benefit  our  customers?  Will  this  benefit 
our  bottom  line? 

Lest  one  think  that  "retui-n  on  qual- 
ity" is  a  new  concept,  look  at  J.  M.  Ju- 
I'an's  Managerial  Breakthrough  (McGraw- 
Hill,  1964).  Juran  pointed 
out  the  critical  relation- 
ship between  continuous 
quality  improvement 
(l)i-eakthrough)  and  retui'n 
on  investment  (the  most 
important  measure  of  fi- 
nancial performance). 
Everything  old  is  new 
again. 

G.  Rowland  Blackiston 
President 
Juran  Institute 
Wilton,  Conn. 


BusinessWeek 


The  misconceptions  in  your  article  are 
the  same  misconceptions  that  have 
trapped  many  companies  trying  to  im- 
plement total  quality  management.  You 
would  have  done  the  public  a  service  if 
you  instead  probed  why  Americans: 

■  seem  unable  to  deal  with  a  paradigm 
that  shifts  our  focus  to  customers  as 
the  key  to  success,  with  financial  re- 
sults as  the  outcome; 

■  cannot  seem  to  grasp  that  running 
around  doing  lots  of  stuff  is  not  TQM; 

■  cannot  implement  all  of  a  system  but 
instead  pick  and  choose  the  things  that 
feel  comfortable,  then  are  stunned  and 
angry  when  the  results  don't  pan  out. 

Managers  wouldn't  try  to  drive  a  car 
with  no  tires  or  assemble  a  child's  toy 
without  all  of  its  parts.  Yet  they  routine- 
ly operate  this  way,  implementing  sys- 
tems with  incomplete  understanding, 
leaving  out  important  components. 

Peggy  Darragh-Jeromos 
Mansfield,  Ohio 


You  seem  to  misrepresent  the 
losophy  of  W.  Edwards  Dem 
with  whom  I  worked  until  his  de 
Deming  would  not  have  been  proui 
any  company  that  lost  sight  of  the  r 
to  please  customers  nor  of  any  comp 
that  thought  profit  was  less  imporl 
than  quality. 

Total  quality  management  ii 
thoroughly  pragmatic  (albeit  extren 
demanding)  way  to  make  increas 
profits  by  not  only  satisfying  but 
lighting  customers  with  better  prodi 
and  services  for  less  cost. 

Return  on  quality  is  a  fine  idea, 
which  Deming  would  have  approved, 
suming  that  you  can  make  the  mi 
urement,  which  I  doi 
Demin,g  v/ould  wo 
that  if  we  focus  more 
cost  than  on  quality, 
will  be  back  to  the  c 
of  the  cost-effectiven 
analysis,  which  gave 
the  Ford  Pinto.  Qua 
gave  us  the  Ford  Taui 
You  pick;  Ford  aire; 
has. 

Lloyd  Dob 
Garner,  N 


You  took  six  full  pa 
of  one  of  the  m 
important  business  magazines  in 
world  to  tell  readers  that:  (a)  a  religi( 
like  devotion  to  the  quality  movem 
and  all  its  many  artifacts,  trappin 
rites,  and  rituals  is  no  guarantee  of  b 
ness  success;  and  (b)  I  ought  to  pay 
tention  to  the  financial  returns  from 
quality  program. 

Just  how  stupid  do  you  think  we  a 
Frederick  W.  NicP 
East  Windsor,  IS 

Your  article  puts  the  cart  before 
horse.  How  can  you  design  an  et 
tive  process  and  calculate  the  return 
quality  initiatives  without  knowing  w 
your  customers  want? 

Profitable  comjfanies  use  customer 
telligence  as  the  cornerstone  of  th 
quality  j^rogi-ams  to  deliver  more  of 
right  values  at  the  right  time.  A  rec^ 
ly  published  study  concludes  that  "str 
market  leaders"  deliver  15%  more  sa 
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•addy  fought  in  the  war. 


The  Motorola  MicroTAC  Ultra  Lite'" 
comes  from  a  long  line  of  heroes. 
Like  the  original  SCR  536  hand-held 
wireless  radio,  which  cut  our 
boys  loose  from  the  wires  of  war. 
Lives  depended  on  us  then.  Busy 
lives  depend  on  us  now.  Motorola. 
The  best-selling,  most-preferred 
cellular  phones  in  the  world. 


)0-331-6456  ®.  Molorola  and  Ullra  Liie  aic 
^marks  of  Motorola,  Inc  ®iyy4  MotoroLi,  Inc 


M)  MOTOROLA 


Run  with  it. 


3M  is  the  brand  business  demands. 
Rated  number  one  in  reliability,  it's 
no  surprise  3M  diskettes  and 
quarter-inch  cartridges  are  pre- 
ferred over  other  brands.  Now  our 
new  go-anywhere  disi<ettes  give 
you  enhanced  pert'onnance  so  you 
can  tatce  your  work  anywhere. 
Another  reason  why  more  busi- 
nesses protect  important  informa- 
tion on  3M  brand  storage  products 
than  any  other  brand  in  the  world. 
You  should,  too.  Find  out  more. 
Call  1-800-888-1889,  ext.  1703. 

3M  Reliability 

.3M  diskfttfs  require  compatible  drives.  Prelcrente  and 
reliabiliiy  rollings  based  on  indcpcndcnl  research-  '£  3M  l'W4 


faction  than  their  competitors,  and  that 
increasing  customer  satisfaction  by  3% 
adds  1%  to  ROI. 

Connie  Freid 
Yonkers,  N.Y. 

It  is  more  difficult  than  you  think  to 
link  "buzzword"  programs  (e.g.  TQM, 
reengineering)  to  customer  require- 
ments. Managers  and  workers  get  all 
fired  up  to  fix  what  they  perceive  to 
be  broken  and  seldom  go  to  the  cus- 
tomer for  input.  It  is  another  hurdle  to 
fold  these  requirements  into  a  tactical 
plan. 

It  is  ironic  that  the  Commentary  on 
page  27  ("dec's  board  has  woken  up. 
Now  comes  the  hard  part")  concerns  a 
company  that  should  read  the  [quality] 
article  very  closely.  Simply  rolling  out  a 
program  is  not  enough. 

James  H.  Dooley 
Milford,  Mass. 

We  don't  know  the  source  of  a 
statement  on  Johnson  &  John- 
son in  your  article  referencing  our  ex- 
perience with  benchmarking.  To  the 
contrary,  our  benchmarking  efforts  have 
had  a  significantly  favorable  return-on- 
quality  investment  and  have  led  to  bet- 
ter products  and  services  for  our 
customers. 

Jeffrey  M.  Nugent 
Vice-President 
Johnson  &  Johnson 
New  Brunswick,  N.  J. 

JIM  WALTER  HOMES  LITIGANTS 
HAVE  NO  roUNPATION  

Your  article  on  our  legal  dispute  in 
Texas,  "Jim  Walter  homeowners 
raise  the  roof"  (The  Corporation,  Aug. 
1),  was  terribly  one-sided,  implying  only 
a  token  response  on  our  part  rather 
than  the  hom's  spent  with  your  reporter. 

It  should  come  as  no  surprise  that  at- 
torney Hector  Gonzalez  and  his  clients 
will  allege  that  any  and  all  problems 
with  their  homes  are  the  result  of  poor 
construction:  They  are  not  making  their 
mortgage  payments  and  under  normal 
circumstances  would  face  certain  fore- 
closure. The  article  makes  only  pass- 
ing reference  to  the  very  significant  is- 
sues of  unsightliness  and  deterioration 
resulting  from  years  of  homeowner  ne- 
glect and  poor  maintenance.  Moreover, 
it  never  addresses  the  fact  that  Jim 
Walter  Homes  builds  to  stages  of  inter- 
ior finishing  selected  by  our  custom- 
ers, and  therefore  the  condition  of  these 
homes  often  reflects  work  Gonzalez'  cli- 
ents performed  themselves. 

The  Vidals  allege  that  our  company 
did  not  respond  to  complaints  about  a 


CORREaiONS  &  CIARIHCATIOH 

In  the  Personal  Business  article  "Mi 
ing  the  most  of  upbeat  news"  (Aj 
15),  we  misprinted  the  phone  numl 
for  l/B/E/S  International.  The  corr| 
number  is  900  225-2622. 


problem  with  their  foundation 
ever,  according  to  their  own  swj 
court  statement,  the  Vidals  didn't  c| 
plain  of  a  foundation  problem  until  t| 
had  jumped  on  Gonzalez'  bandwa| 
some  six  years  after  their  home 
completed. 

We  have  made  clear  that  we 
gladly  repair  any  problems  that  an  i; 
pendent  inspector  determines  were  1( 
imately  the  result  of  our  construct 
but  Gonzalez  prevents  us  from  d( 
so.  We  are  confident  that  when  the  f 
of  the  case  are  fully  presented  in 
proper  forum,  we  will  prevail  and  th 
nancial  impact  will  be  negligible. 

Any  reader  who  has  built  a  h( 
knows  that  problems  often  arise  du] 
or  even  after  construction  and  occas 
ally  escalate  to  litigation.  Such  dispi 
currently  represent  less  than  two-tei 
of  1%  of  our  84,000  active  mortgage 
counts,  excluding  the  unique  situatia 
south  Texas,  and  nearly  half  of  th 
represent  counterclaims  predicts 
filed  by  customers  trying 
prevent  or  delay  foreclosure. 

The  fact  that  a  company  our 
sometimes  faces  litigation  is,  reg: 
tably,  a  function  of  doing  business 
day,  but  it  is  not  the  standard  by  wl 
Jim  Walter  Homes  should  reasons 
be  judged.  Measure  us,  instead,  by 
more  than  300,000  satisfied  families 
whom  we  have  provided  affordable 
meownership  for  over  47  years. 

David  L.  Towns 
Vice-Presid 
Human  Resources/Public  Relati 
Walter  Industries 
Tar 
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t/SUALLY  THERE'S 
ONLY  ONE  THING  YOU 
NEED  to  GET  A  SMALL 


BUSINESS  LOAN. 
A  BIG  BUSINESS. 


At  First  Interstate  Bank,  we're  careful  who  we  loan  our 
money  to,  hut  we're  hardly  impossible.  We  have  a  variety  of 
loans  and  lines  of  credit  to  help  your  business  grow,  so  come  to 
First  Interstate  Bank.  Because  with  us,  a  big  business  isn't  a 
prerequisite  for  a  loan.  It  may,  however,  be  the  result. 

5^MALL  BUSINESS  LOANS  /.r  TEMPORARILY  SMALL  BUSINESSES. 


©  1994  First  Interstate  Bancorp 


First  Interstate  Bank 


You  DON'T  Have  To  Drive 
In  These  Places  To  Appreciai 
Cars  That  Were  Designed 

For  Them. 


Mu  ronAir  is  a  rci^i\tcrcJ  US  traJcmurli  of  Inma  Curl  FrciiJcnheri} 

10BCA 


'fin 


I  h  e  r  J  0  u  live  in  Manchester,  England,  or  Lancaster,  Pennsylvania,  you'll  love  For  J  Motor 
I  p  a  ny  '  s  /V  £  W  GLOBAL  CARS.  Because  our  best  designers  and  engineers  around  the  world 
't  them  for  drivers  in  75  countries.  Which  js  iv  h  y  they  created  safety  features  designed  to  meet 
8  standards.  And  a  COMPUTERIZED  TRANSMISSIOM  sjstcm  that  adjusts  as  easily  to  the 
n  stretch  of  the  Autobahn  as  it  does  to  the  bustling  streets  of  To  k  y  o .  It's  why  they  i  n  c  o  r  p  o- 
;  d  the  M  i  c  r  o  n  A  i  r  '  Filtration  System*  that  can  keep  even  the  dust  of  the  .11  o  j  a  v  c  or  the  pollen 
Holland  from  getting  inside.  And  why  they  created  the  DURATEC  1-6  engine*  which  can  go 
',000  miles  before  i  t  s  J  i  r  s  t  scheduled  t  u  n  e  u  p .  World-class  features,  in  a  MORE  AFFORD- 
.  £   CLASS   OF   CAR.  And,   starting   September   29th,    you'll  be   able   to   drive   one  for  yourself. 

FORD  CONTOUR 


^MERCURY  MYSTIQ^UE 

10C-CA 


In  a  country  that  celebrates  a  first  birthday 
like  this,  a  600th  is  worth  attending. 

It's  Seoul's  600th  anniversary  as  the  capital  of  Korea.  And  to  celebrate  this  histori(  Jj,' 
milestone,  events  have  been  planned  on  a  grand  scale,  throughout  the  year. 

Walk  backwards  across  an  ancient  bridge  to  ensure  good  health  at  the  King  Sejon^ 
Festival.  Participate  in  the  decorating  of  floats,  lantern  parades,  and  folk  dances  at  th( 
Halla  Festival.  It's  Oktoberfest,  St.  Patrick's  Day,  and  The  Museum  of  Modern  Art  rollec 
into  one.  With  authentic  Korean  parades,  foods,  art  shows,  and  games. 

1'he  most  convenient  way  to  the  celebration  is  on  Korean  Air.  We  have  more  nonstof 
flights  to  Seoul  than  anyone  else,  with  over  100  weekly  connections  throughout  the  Orient 
And  fly  you  there  in  relaxing  comfort,  with  impeccable  service.  For  more  information 
call  213-484-5780.  Bur  do  it  soon.  The  next  one's  not  for  100  years. 
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Fly  the  spirit  of  dedication." 
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lEY  MELTDOWN:  RESTORING  ORDER  TO  THE  GLOBAL  CURRENCY  SYSTEM 

dy  Shelton 

'ress  •  399pp  •  $24.95 


it  time  to  sink 
joating  rates? 


T 


f  ome  authors  have  an  uncanny 
I  knack  for  spotting  news  before  it 
'  hits  the  front  page.  Judy  Shelton, 
lior  research  fellow  at  Stanford  Uni- 
ity's  Hoover  Institution,  made  her 
c  with  her  1989  book,  The  Coming 
zt  Crash,  which  predicted  the  eco- 
c  and  political  calamities  that  be- 
the  Soviet  Union  a  year  later.  In 
her  display  of  prescience,  Shelton 
ntly  delivered  Money  Meltdown: 
oring  Order  to  the  Global  Currency 
em— just  as  the  U.  S.  dollar  was 
imeting  to  a  historic  low  against  the 
nese  yen  and  stum- 
l  badly  against  the 
nan  mark.  The  green- 
's collapse  made 
nines  worldwide, 
thing  new  life  into 
old  debate  about 
:her  the  current  sys- 
of  floating  exchange 
3  can  provide  the  lu- 
ition  needed  for  an  in- 
singly  complex  global 
omy. 

1 16  first  three  chapters 

'loney  Meltdown  pro- 
an  accessible  and 

iprehensive  study  (al- 
through  a  conserva- 
lens)  of  the  global 
ency  markets,  back  to 
creation  of  the  Bret- 
Woods  monetary  system  in  1944. 
ig  the  way,  Shelton  provides  plenty 
)dder  for  critics  of  the  present  sys- 
The  dollar's  steady  decline,  she  ar- 
i,  is  just  the  latest  evidence  of  a 
ed  system  that  creates  a  drag  on 
world  economy.  The  floating-rate 
cture  exerts  little  discipline  on  gov- 
nents  that  engage  in  reckless  deficit 
iding,  she  contends,  and  the  result- 
volatility  creates  disincentives  for 
)orations  to  invest  abroad.  Mean- 
6,  central  bankers  play  "high-stakes 
5r"  with  speculators,  fi'ittering  away 

i9ns  of  dollars  in  mostly  vain  efforts 

iifluence  the  value  of  their  cun-encies. 
3  real  producers  and  consumers  of 
world  can  only  be  discouraged  and 

usted  by  a  game  that  is  biased  to- 

I  d  the  shrewd  practitioners  of  mone- 

' '  artifice,"  she  writes. 
.  subsequent  valuable  chapter  ex- 


plores various  reforms  experts  have  pro- 
posed, such  as  private  currencies  and 
"trading  bands"  supported  by  multigov- 
ernment  intervention.  Unfortunately, 
Shelton's  own  prescription  is  one  of  the 
least  attractive:  the  re-imposition  of  an 
international  gold  standard.  Her  reason- 
ing: A  return  to  gold-backed  currencies 
would  force  governments  to  display 
more  fiscal  responsibility  or  face  the 
prospect  of  investors  demanding  gold 
for  their  paper  currency.  This  would  sta- 
bilize currency-exchange  rates  and  pi'e- 
sumably  lower  the  cost  of  capital,  stimu- 


he  dollar's  decline, 
Shelton  argues,  is 
evidence  of  a  flawed 
system  that  is  a  drag 
on  the  world  economy 


JUDY  SHELTON 
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late  corporate  investment  overseas,  and 
launch  a  new  era  of  global  growth. 

Unfortunately,  by  the  end  of  the  book, 
the  reader  is  left  with  the  suspicion  that 
Shelton  isn't  driven  simply  to  reduce 
rate  volatility  but  to  rein  in  "self-serving 
govei'nments."  Wlien  Shelton  argues  that 
the  issuance  of  paper  notes  by  a  "redis- 
tributionist  government"  can  lead  to 
"class  warfare,"  readers  must  believe  she 
is  most  worried  about  the  plight  of  the 
creditor  class. 

Shelton's  call  for  a  new  gold  standard 
today  seems  outdated.  She  produces  lit- 
tle empirical  evidence  that  the  current 
system  truly  impedes  global  growth. 
She  simply  issues  apocalyptic  warnings 
that  floating  exchange  rates  will  spark 
future  catastrophes  such  as  the  hyper- 
inflation that  sparked  fascism  and  World 
War  II.  Can  we,  she  asks,  "in  this  nucle- 
ar age  . . .  accept  the  inevitability  of  a 


scenario  that  has  led  to  such  misery  and 
destruction  in  the  past?"  Could  spats 
over  exchange  rates,  she  adds,  result 
"in  the  possibility  of  military  conflict?" 

There  are  practical  problems  with  try- 
ing to  impose  a  new  gold  standard, 
which  Shelton  dismisses  too  quickly:  The 
world  gold  supply  isn't  growing  fast 
enough  to  support  a  vibrant  global  econ- 
omy, and  reliance  on  a  gold  standard 
subjects  nations  to  the  vagaries  of  a 
miners'  strike  in  Russia  or  South  Afiica. 
New  production  adds  only  about  2%  an- 
nually to  the  existing  supply  of  gold. 
Since  that's  below  the  projected  growth 
rate  of  the  global  economy  in  coming 
decades,  a  gold  standard  could  have  a 
deflationary  impact— although,  truth  be 
told,  that  might  be  fine  with  creditors. 
And  what  happens  if  domestic  economic 
troubles  prompt  a  nation  to  dump  its 
gold  reserves  on  the  world  market? 
Shelton  finds  such  potentially  destabi- 
hzing  scenarios  preferable  "to  the  fiscal 
offenses  that  are  carried 
out  by  profligate  politi- 
cians in  the  absence  of 
the  discipline  inherent  in 
a  gold  standard." 

While  it  is  difficult  to 
defend  the  deficit  spend- 
ing of  many  nations  in  re- 
cent years,  the  imposition 
of  a  gold  standard  would 
impede  the  ability  of  gov- 
ernments to  act  in  the 
best  interests  of  their 
citizens  by,  for  example, 
providing  fiscal  stimulus 
during  recessions.  As 
economist  Milton  Fried- 
man has  noted,  govern- 
ments forced  to  constrain 
their  domestic  policies  to 
meet  international  obliga- 
tions are  akin  to  the  circus  clown  who 
breaks  his  back  lugging  a  piano  over  to 
his  stool. 

In  truth,  Shelton  and  other  critics 
may  overstate  the  consequences  of  re- 
cent exchange-rate  volatility.  The  dol- 
lar's tumble  against  the  yen  is  largely 
the  result  of  the  shortsighted  trade  pol- 
icies of  .Japan,  which  refuses  to  shrink 
its  huge  world  surplus.  Actually,  when 
calculated  on  a  trade-weighted  basis,  the 
greenback  is  up  for  the  year  against 
other  currencies.  Despite  similar  gyra- 
tions in  the  stock  and  bond  markets, 
corporations  somehow  manage  to  raise 
capital  through  the  sale  of  debt  and  eq- 
uity. Would  Shelton,  the  free  market- 
eer, advocate  tight  restraints  on  those 
markets  as  well? 

BY  DEAN  FOUST 
Foust  covers  ijiteimational  finance  from 
Washington. 


"Mosam"  has  some 
great  stories  about  the 
Chesapeake  Bay. 


If  you  want  to  know  how  to  build  a 
Deadrise  workboat,  or  how  the  crabs  are  running, 
or  even  about  the  muskrat  population  40  years 
ago,  all  you  have  to  do  is  spend  a  tew  minutes 
with  Elmer  "Mosam"  Ford. 

"Mosam"  knows  all  the  stories.  And  if 
he  embellishes  them  a  little,  well,  that  makes 
them  all  the  better. 

The  U.S.  Environmental  Protection 
Agency  also  has  some  things  to  say  about  the 
Bay.  And  while  these  stories  are  more  serious 
than  "Mosam  s,"  they  need  to  be  told,  too. 

The  stories  use  computer  models  and 
simulations  to  predict  the  effects  of  human 
interaction  with  the  Bay.  They  help  EPA  decision- 
makers determine  how  to  protect  this  national 
treasure  from  chemical  and  toxic  pollutants. 
The  same  techniques  are  also  being  applied  to 
safeguard  (jther  precious  national  resources. 

It  takes  a  lot  of  teamwork  to  keep  the 
environment  clean.  Martin  Marietta  is  proud  to 
help  by  processing  vital  information  for  the 
EPA  using  the  most  sophisticated  computing 
resources  available.  Together,  we  all  can  help 
keep  America  beautiful. 

And  that's  a  story  "Mosam"  loves  to  tell. 
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IN  SEARCH  OF  THE 
PAPERLESS  CONTRACT 


ow  efficiently  does 
your  business  use  tech- 
nology to  buy  and  sell 
products  and  services?  Odds 
are  the  process  is  an  archaic 
mix  of  telephone  and  fax  com- 
munications, multipart  pur- 
chase orders,  paper  invoices, 
and  checks. 

Many  large  companies  are 
replacing  paper  with  electron- 
ic forms  to  simplify  business 
within  the  enterprise.  Some 
large  corporations  have  man- 
aged to  extend  this  "electron- 
ic document  interchange"  (EDI) 
to  cover  dealings  with  big 
vendors  and  customers.  But 
the  growth  of  EDI  beyond  cor- 


Net.  But  the  experiences  of 
the  four-month-old  experiment 
suggest  that  this  goal  may 
prove  elusive. 

Two  major  hiu'dles  must  be 
overcome  to  make  spontane- 
ous electronic  business  a  real- 
ity. Proposals,  bids,  price  lists, 
and  purchase  orders  contain 
sensitive  information,  so  com- 
panies need  assurance  that 
data  transfers  are  secure. 
Plus,  every  company  in  the 
U.  S.  uses  different  forms  and 
procedures— and  each  wants 
to  do  it  its  way. 

CommerceNet  hopes  to 
make  transactions  work  over 
the  Internet  so  easily  that  a 


poraLe  walls  has  been  slow 
because  each  business-to-busi- 
ness relationship  has  to  be 
custom-engineered. 
SPONTANEITY.  Now,  a  group  of 
about  50  northern  California 
companies,  banded  together 
into  a  consortium  called  Com- 
merceNet, is  trying  to  change 
that.  "We're  headed  toward  a 
world  where  a  corporation 
can  spontaneously  do  electron- 
ic business  with  entities  they 
haven't  dealt  with  before," 
.says  Robert  Winn,  vice-presi- 
dent for  global-payment  ser- 
vices at  Bank  of  America, 
which  plans  to  provide  finan- 
cial services  on  Commerce- 


company  in  Palo  Alto  could 
put  out  a  request  for  propos- 
als in  the  morning,  receive 
bids  from  all  over  the  world 
by  evening,  and  send  out  an 
electronic  pmx-hase  order  the 
next  day. 

The  key  is  a  program 
called  Mosaic,  available  free 
from  the  National  Center  for 
Supercomputing  Applications 
at  the  University  of  Illinois, 
that  allows  text  and  graph- 
ics—even, in  theory,  sound 
and  video— to  be  displayed  on 
a  wide  variety  of  computers, 
including  PCs,  Macintoshes, 
and  Unix  systems. 

So  far,  just  about  the  only 


actual  commerce  taking  place 
on  CommerceNet  is  sales  of 
software  and  hardware  by  the 
on-line  Internet  Shopping  Net- 
work. Members  of  the  consor- 
tium have  devoted  their  ef- 
forts to  developing  a  secure 
version  of  Mosaic  that  will 
keep  transactions  safe  from 
prying  eyes  and  provide  for 
the  digital  equivalent  of  legal- 
ly binding  signatures  on  docu- 
ments. A  preliminary  version 
of  the  progi'am  is  being  circu- 
lated among  participants,  and 
planners  hope  that  the  first 
transactions  will  be  flying 
across  the  wires  sometime 
this  fall. 

But  daunting  problems  re- 
main. The  program  has  to  be 
nimble  enough  to  deal  with 
dozens  of  different  approaches 
to  business.  A  major  difficul- 
ty, says  one  person  close  to 
the  effort,  is  that  smaller 
companies  are  willing  to 
adapt  their  procedures,  but 
lack  the  technical  expertise. 
Big  corporations  are  techni- 
cally savvy  but  bureaucrati- 
cally  inflexible. 
PASSING  NOTES.  The  U.  S.  ex- 
port controls  that  place  se- 
vere limits  on  the  internation- 
al use  of  the  cryptographic 
technology  needed  to  secure 
the  system  may  present  a 
greater  impediment.  "We 
need  a  solution  that  works  for 
us  intemationally,"  says  Sandy 
Whitson,  EDI  business  manag- 
er for  Hewlett-Packard  Co., 
another  CommerceNet  stal- 
wart. "Otherwise,  this  won't 
go  much  of  anywhere." 

CommerceNet  isn't  the  only 
open-EDl  push  under  way. 
AT&T  is  working  with  Lotus 
Development  Corp.  and  No- 
vell to  develop  services  that 
will  allow  companies  to  more 
easily  link  their  Notes  and 
NetWare  networks  more  eas- 
ily, creating  another  path  for 
open  EDI. 

In  many  offices,  a  tyjjewi'it- 
er  is  kept  around  just  to  fill 
out  the  forms— often  those 
that  have  to  go  outside  the 
company— that  can't  be  han- 
dled easily  by  computer.  That 
typewriter's  days  may  be 
numbered,  but  you'll  probably 
have  to  keep  it  around  for  a 
while.  S.W. 


I3SDDQDDC 


COMMUNICATIONS 

LOGGING  IN  FROM  ABROAD  i, 


Communicating  with  the 
fice  by  modem  can  be  a  p 
and  overseas  travel  adds 
layers  of  complexity.  Rea 
Steve  Marsden  of  North  V 
couver,  B.C.,  v/onders  hov 
cope  with  a  system  that 
quires   an  operator-assis 
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i 


h 

G 
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Two  things  may  help.  On  ipia 
o  simple  "Y"  connector,  avi!|i;! 
able  wherever  telephone  c 
cessories  are  sold,  that  lets 
you  plug  your  laptop  and  c  1 1 
phone  into  a  single  outlet.  l#i 
second  is  communications 
software,  such  as  Digital 
Communications  Associate 
CrossTalk  or  Lotus  Develop 
ment's  cc:Mail  Mobile,  tha 
allows  the  modem  to  pick  u 
the  line  after  you  hove  pla 
a  call  manually. 

This  won't  always  work, 
software  can  fail  to  connecj 
your  timing  isn't  just  right. 
Modems  built  to  North  Am 
can  standards  can  be  flakyi 
foreign  phone  systems— an 
their  use  may  even  violate  ' 
cal  regulations. 

SOFTWARi  I 

ON-LINE  ACCESS  FOR  OS/2    I  ^ 

Users  of  IBM's  OS/2  operol 
ing  system  often  feel  like  or 
phans  because  so  little  soft-  p 
wore  has  been  written  for 
them.  Now,  CompuServe  h' 
written  a  new  version  of  its 
on-line  access  software  just 
for  OS/2.  The  program,  cui 
rently  in  its  final  tests,  will  b 
bundled  with  an  upcoming  • 
lease  of  OS/2  and  will  also  ^j,, 
be  available  for  downloadij. i,,^ 
from  CompuServe.  '  » 


Questions?  Comments?  techandu@mgh.com  on  Internet  or  fax  (202)  383-2125 
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ExRLORE  the  Internet! 


Five    Hour    Free  Trial! 

Dial  By  Modem  1-800-365-4636,  Press  return  until  you  get  a  prompt 
At  Username,  enter  JOINDELPHI.  At  Password,  Enter  BW9482 
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14,400  ? 


bps 


DELPHI  IS  the  only  major  online  service 
to  offer  you  full  access  to  the  Internet. 
And  now  you  can  explore  this  incredible 
resource  with  no  risk.  You  get  5  hours 
of  evening/weekend  access  to  try  it  out 
for  freel 

Use  DELPHI'S 
Internet  mail 
gateway  to  exchange 
messages  with  over 
30  million  people  at 
universities,  compa- 
nies, and  other  online  services  such  as 
CompuServe  and  MCI  Mail,  Download 
programs  and  files  using  FTP  or  connect  in 
real-time  to  other  networks  using  Telnet. 
You  can  also  meet  people  on  the  Internet. 
Internet  Relay  Chat  lets  you  "talk"  with 
people  all  over  the  world  and  Usenet  News 
IS  the  world's  largest  bulletin  board  with  over 
10,000  topicsl 

To  help  you  find  the  information 
you  want,  you'll  have  access  to  powerful 
search  utilities  such  as  "Gopher,"  "Hytelnet" 
and  "WAIS."  If  you  aren't  familiar  with  these 
terms,  don't  worry;  DELPHI  has  hundreds  of 
expert  online  assistants  and  a  large  collection 
of  help  files,  books,  programs,  and  other 
resources  to  help  get  you  started. 

Over  850  local  access  numbers  are 
available  across  the  country  Explore  DELPHI 
and  the  Internet  today.  You'll  be  amazed  by 
what  you  discover. 


Offer  applies  for  new  members  only  A  valid  credit  card  is  required  for  immediate  access 
Other  restrictions  apply  Complete  details  are  provided  during  the  toll-free  registration 

ittention  Current  Internet  Users:  See  what  DELPHI  cm  offer  youi  Sidck  quotes,  Grolier's  Encyclopedia, 
ewswires,  and  hundreds  of  other  services  are  just  a  few  keystrokes  away  Telnet  to  dclphi  com  and  enter  the 
sernatne  and  password  above  for  a  free  trial 

1,600  bps  available  in  most  local  areas  via  Tymnet  and  Spnninet  t4.4oo  bps  available  by  dialing  direct  to  Cainbridge,  I^A. 


INTERNET 

Questions?Call  1-800-695-4005. 
Send  e-mail  to  INFOffldelphi.com 


iGonomic  Viewpoint 


WHERE  HAVE  ALL 
THE  GOOD  JOBS  GONE? 


BY  ROBERT  KUTTNER 


The  economy  is 
generating  jobs, 
sure,  but  they're 
mainly  in  low-wage 
service  industries. 
Some  economists 
say  technology  is  the 
culprit.  Others  point 
to  global  trade, 
deregulation,  and 
weaker  unions 


ROBERT  KUHNER  IS  CO-EDITOR  OF  THE 
AMERICAN  PROSPECT  AND  AUTHOR 
OF  THE  END  Of  LAISSEZ-FAIRE 


AS  Labor  Day  approaches,  the  econo- 
my is  generating  jobs— 4  million  since 
Pi-esident  Clinton  was  elected— but  too 
few  good  ones.  If  anything,  the  trends  of  the 
1980s  have  intensified:  astronomical  earnings 
gains  for  the  economy's  superstars.  In  the 
middle:  relentless  downsizing,  with  new  pres- 
sures on  once-secure  professionals  as  well  as 
depletion  of  solid  blue-collar  jobs.  At  the  bot- 
tom: growing  part-time  and  temporary  hires, 
low-wage  jobs  in  services,  especially  retail- 
ing, and  dismal  starting  wages. 

Economists  disagree  about  the  cause  and 
cure  of  these  trends.  For  Harvard  economist 
Robert  Z.  Lawrence  and  Stanford  Universi- 
ty's Paul  R.  Krugman,  writing  in  the  April 
Scientific  American,  the  loss  of  good  jobs  is 
mainly  a  story  of  "technological  shocks"— rising 
l)roductivity  in  manufacturing  replacing  work- 
ers with  machines. 

But  unlike  the  earlier  shift  from  farm  to 
factory,  the  total  supply  of  good  jobs  has  not 
increased  because  the  service-sector  jobs  that 
replaced  factory  jobs  often  have  lower  pro- 
ductivity rates.  In  the  Lawrence-Krugman 
analysis,  trade  is  mostly  irrelevant,  as  is  the 
structure  of  industry. 

This  view  is  challenged  in  the  Brookings 
Papers  mi  Economic  Activity  by  Harvard  econ- 
omists Jeffi'ey  D.  Sachs  and  Howard  J.  Shatz, 
who  acknowledge  the  role  of  trade  in  eroding 
high-paying  manufacturing  jobs  and  wages. 

Other  economists  emphasize  structural 
changes  in  the  economy.  Lawrence  Mishel  and 
Jared  Bernstein  of  the  Economic  Policy  Insti- 
tute, David  Howell  of  the  New  School  for  So- 
cial Research,  and  Edward  Learner  of  the  Uni- 
versity of  California  at  Los  Angeles,  believe 
that  a  coml)ination  of  new  global  competition, 
deregulation  of  the  domestic  economy,  lower 
minimum  wages,  and  weaker  unions  have  al- 
tered the  historic  balance  of  bargaining  power 
between  management  and  labor.  The  effect 
of  trade  is  not  just  on  the  jobs  it  displaces  di- 
rectly, as  Lawrence  and  Krugman  contend, 
but  on  the  entire  wage  structure. 
JANITORS  AND  CLERKS.  If  this  argument  is  coi-- 
rect,  simply  raising  the  skill  level  of  the  Amer- 
ican worker  won't  solve  the  problem  of  bad 
jobs  and  bad  wages.  "Skill  levels  are  up,  but 
compensation  is  down,"  Mishel  says.  "Produc- 
tivity is  rising,  but  the  median  wage  is  falling." 

Mishel  and  Howell  document  evidence  of  a 
decline  of  what  economists  call  "return-to- 
skills."  Workers,  they  argue,  have  become  bet- 
ter- educated  and  trained  but  are  not  Vieing  re- 
warded for  it  as  reliably  as  in  the  past.  Mishel 
reports  that  "since  1989,  college-educated  work- 
ers are  no  longer  increasing  their  advantage 


over  other  workers."  Further,  say  Mishel 
Howell,  there  is  little  evidence  that  industr 
adding  technology  or  increasing  demands 
skills  at  rates  faster  than  in  the  past. 

So  the  question  remains:  Is  the  problen 
good  jobs  mainly  one  of  human  capital— a  c 
ciency  of  skills  that  workers  offer  employ( 
Or  is  it  on  the  demand  side,  with  "bad' 
and  wages  being  offered  by  employers?  0 
it  also  structural,  with  institutional  chan 
in  the  economy  permitting  employers  to 
ture  the  benefits  of  freer  global  markets  w 
out  having  to  share  them  with  employees' 

In  the  human-capital  view,  there  is  a 
match  between  workers'  low  skills  and  the 
vanced  skills  demanded  by  the  high-tech  e( 
omy.  But  according  to  the  Bureau  of  La 
Statistics,  the  occupational  categories  ger 
ating  big  job  numbers  are  the  same  depress 
ones  of  the  past  decade— fast-food  worker, 
itor,  retail  sales  clerk.  Nor  does  supply  ere 
its  own  demand.  If  we  suddenly  doubled 
number  of  engineers,  we  wouldn't  have  m 
engineering  jol)s,  only  a  glut  of  engineers. 
MIDLIFE  CRISES.  In  his  most  recent  paper,  L; 
rence  agi'ees  that  economists  who  stress  tt 
nology  must  also  look  harder  at  "labor-mana 
ment  relations  and  work  organization." 
generation  ago,  employees  were  sometir 
overpaid  relative  to  their  "worth,"  thanks 
unions,  higher  minimum  wages,  and  corpor 
norms  about  rewarding  loyal  service.  But 
1990s  are  weak  on  loyalty  or  sentimental 
Middle  managers  speak  bitterly  of  the  "50 
rule."  If  you  are  over  50  years  of  age  and 
make  more  than  $50,000,  your  job  is  at  ris 

Today's  labor  market  is  more  like  a 
book  free  market.  That  implies  more  effici 
deployment  of  resources  and  higher  grow|\f].( 
But  paradoxically,  in  the  bad  old  days  of  "i 
id"  lal)or  markets,  rates  of  productivity 
overall  economic  growth  increased  at  nea 
twice  the  rate  of  the  past  two  decades.  Th 
"rigidities"  also  yielded  social  contracts, 
security,  and  a  living  wage— which  transla  l^,^ 
into  reliable  purchasing  power,  hence  relia 
capital  investment,  and  higher  growth. 

So  what  should  policymakers  do?  If  you 
lieve  the  problem  is  mainly  one  of  skills,  Ssls 
need  a  heroic  effort  to  upgrade  education  i  :aniii 
training.  If  trade  and  union-bashing  have  er  ^^^^^ 
ed  employee  bargaining  power,  the  answei 
a  new  workplace  contract,  more  symmetri 
trade  rules,  and  lal)or-law  reform.  And  if  si 
growth  has  caused  productivity  gains  to  ( 
place  jobs  rather  than  raise  living  standar  w 
the  Federal  Reserve  should  reconsider 
aversion  to  growth.  My  own  view  is  that 
need  progress  on  all  three  fronts. 
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It's  not  just  a  letter.  It's  a  way  to  get  work  done. 


The  letter  is  X.  The  company  is  Xerox.  And 
le  story  is  all  about  change. 

Change  is  something  we're  comfortable  with 
:  Xerox.  It's  what  we've  been  doing  since  the  day 
e  created  the  first  copier,  and  changed  forever 
le  way  people  work  with  documents. 

Indeed,  we've  built  our  business  by  following 
le  document  wherever  it  takes  us.  Today,  few 
dngs  in  business  change  as  fast  as  the  document, 
begins  on  a  computer  screen.  It  moves  around 
le  world  on  interactive,  electronic  networks.  It 
dsts  in  multimedia  environments.  It  can  be 
canned,  stored,  retrieved,  revised,  distributed, 
Tinted  and  published  where,  when  and  how  you 
'ant  it. 

In  short,  the  document  is  constantly  moving 
•om  digital  form  to  paper,  and  back  again.  Wliich 
i  why  now,  more  than  ever,  our  mission  as  The 
'ocument  Company  is  clear:  to  put  together  the 
movative  document  services  you  need — the  sys- 


tems, solutions,  products  and  people — to  make 
your  business  more  productive. 

It  is  also  why  this  new  "digitized"  X  is  more 
than  a  letter  to  us.  It  is  a  symbol  of  change  and 
vitality  in  the  newly  emerging  digital  world.  It 
represents  everything  we  do  to  help  you  get  your 
work  done,  and  make  your  life  at  work  a  little 
more  satisfying  and  rewarding. 

We'll  be  using  this  new  syinbol  in  many  differ- 
ent ways,  so  keep  your  eyes  open  for  it. 

For  us,  it  signals  the  next  step  in  a  long  Xerox 
tradition  of  taking  the  first  step  into  OQO 

the  future.  And  in  a  world  that  won't   

stop  changing,  that's  still  the  most  pro-  DOCIMENT 

,  .  ,  ^  COMPANY 

ductive  step  anyone  can  take.  xerox 

THE  DOCUMENT  COMPANY 
XEROX 


ROX'  and  The  Document  Company'  and  the  stylized  X  are  trademarks  of  XEROX  CORPORATION  36  USC  380 


Even  in  the  caring, 
/     sharing  '90s,  you  can  still  use 
a  little  personal  space. 


After  all  the  time  youVe  spent  raising  your  sensitivity  to  the  needs  of 
others,  you  could  probably  use  some  time  for  yourself.  Fortunately, 
the  all  new  Monte  C^arlo  is  here.  It's  a  very  personal  space,  designed 
for  a  very  personal  fit.  It's  a  place  where  the  only  relationship  that 
matters  is  the  one  between  your  driving  instincts  and  a  car  engi- 
neered to  follow  them  unerringly.  Where  you  can  relax  undisturbed 
in  the  comfort  of  an  ergonomically  designed  driver's  seat,  within  an 
impeccably  designed  cabin.  Of  course,  you  could  decide  to  share  all 
thi;  with  someone  special.  But  that's  completely  up  to  you. 

The  New  JVlonte  Carlo 
dT'^ZJ    Genuine  Chevrolet" 


conomic  Trends 


BY  GENE  KORETZ 


THE  'REVOLUTION'  IN 
U.S.  PRODUaiVITY 
MAY  BE  OVERSTATED 


It's  a  popular  thesis— the  idea  that 
long-term  U.  S.  productivity  growth 
is  finally  on  a  roll  and  will  cruise 
through  the  1990s  at  the  2%  to  3%  annu- 
al clip  it  hit  in  the  1950s  and  1960s.  But 
economist  David  A.  Wyss  of  DRl/Mc- 
Graw-Hill  sees  "no  reason  to  rejoice  over 
a  revolution  in  productivity." 

Wyss  agrees  that  the  record  pace  of 
real  equipment  investment  in  the  cur- 
rent upswing,  along  with  continued 
downsizing  and  work  restructuring,  has 
helped  foster  productivity  gains.  He  also 
concedes  that  rising  output  per  hour  has 
accounted  for  far  more  of  the  economy's 
gi'owth  than  in  similar  expansions. 


THE  PRODUCTIVITY  REBOUND: 
NOTHING  TO  SHOUT  ABOUT 


12  - 


9  - 


GAIN  IN  PRODUaiVITY 
-    DURING  FIRST  13  - 
QUARTERS  OF  RECOVERY* 


RECOVERIES  STARTING  IN: 


i 


A  PERCENT  -12  QUARTERS  EOR  1971  RECOVERY 

DATA:  COMMERCE  DEPT 


Wyss  notes,  however,  that  productiv- 
ity gi'owth  itself  in  the  current  recovery 
appears  close  to  normal  (chart).  And 
though  the  government  says  real  busi- 
ness equipment  spending  has  soared  at  a 
near-record  44..3%  clip  since  early  1991,  it 
reports  that  actual  outlays  in  current 
dollars  are  up  only  34%— the  lowest 
amount  for  any  recovery  since  1960. 

The  big  reason  for  this,  of  course,  is 
that  quality  improvements  attributed  to 
computers  by  the  government's  num- 
bers grinders  have  caused  their  prices  to 
fall  sharply.  That  means  less  cash  buys 
more  real  goods,  pushing  up  equipment's 
contribution  to  economic  growth. 

Wyss  questions  such  quality  improve- 
ments, which  are  based  on  computers' 
raw  processing  powers.  As  the  govern- 
ment measures  it,  he  says  "my  IBM 
ThinkPad  is  'bigger'  than  the  $3  million 
IBM  7094  mainframe  on  which  I  first 


learned  to  program."  But  that  7094,  he 
notes,  was  used  exclusively  to  crunch 
numbers  and  ran  24  hours  a  day. 

By  contrast,  Wyss's  PC  is  usually 
zipped  up  in  a  travel  case  and  is  most 
often  crunching  words,  not  numbers, 
when  in  use.  "To  a  large  degree,"  he 
says,  "my  PC  has  replaced  the  $129  type- 
writer I  used  in  college.  Valuing  it  as 
the  equivalent  of  the  mainframe  vastly 
overstates  its  impact  on  productivity." 

The  picture  is  even  less  inspiring  if 
you  factor  in  the  shorter  lives  of  comput- 
ers. "Because  equipment  is  being 
scrapped  a  lot  faster,  you  need  more  in- 
vestment just  to  keep  the  capital  stock 
steady,"  says  Wyss.  "Net  investment  as 
a  share  of  gross  domestic  product  has 
dropped  sharply  since  the  1960s." 

The  upshot,  say  Wyss,  is  that  pro- 
ductivity growth  is  likely  to  slow  as  the 
expansion  matures,  as  it  has  in  prior 
cycles.  And  while  he  expects  it  to  aver- 
age about  1.6%  in  the  1990s,  compared 
with  1.1%  in  the  1980s,  that's  still  far  be- 
low its  blazing  pace  in  the  1960s. 


THE  POPULATION  PLUNGE 
THAT'S  WRACKING 
EASTERN  GERMANY 


Almost  all  former  Soviet  bloc  nations 
have  experienced  rising  mortality 
rates  since  the  fall  of  communism.  But  as 
demographer  Nicholas  Eberstadt  notes  in 
Population  and  Development  Review,  the 
demographic  shifts  convulsing  eastern 
Germany  since  the  1989  fall  of  the  Berlin 
Wall  and  subsequent  union  with  west- 
ern Germany  are  especially  puzzling. 

From  1989  to  1993,  reports  Eberstadt, 
the  birth  rate  per  1,000  people  in  east- 
ern Germany  fell  by  60%.  And  in  just 
two  years,  from  1989  to  1991,  the  fertil- 
ity rate  of  east  German  women  aged  25 
to  34  plummeted  by  over  45%  and  fell 
further  in  1992. 

Marriage  and  mortality  rates  in  east- 
ern Germany  also  underwent  dramatic 
shifts.  By  1992,  the  number  of  marriages 
per  1,000  people  was  less  than  half  its 
level  in  1989.  And  mortality  rates 
surged.  By  1991,  for  example,  death 
rates  for  men  and  women  aged  35  to 
44  had  climbed  20%  to  30%. 

Such  changes  are  unprecedented  for 
an  industrial  country  at  peace.  (The 
drops  in  births  and  marriages  even 
eclipsed  those  that  occurred  in  Germany 
in  the  final  years  of  World  War  II). 
What  makes  them  even  more  puzzling, 
says  Eberstadt,  is  that  they  occurred 
in  one  of  the  wealthiest  former  Soviet 
bloc  nations,  which  has  received  a  huge 
amount  of  economic  aid  since  its  dissolu- 


tion. Indeed,  its  average  monthly  w£3 
doubled  from  late  1990  to  late  1992. 

All  of  this  suggests,  says  Ebersta^i 
that  the  transition  from  a  planned  ec* 
omy  and  closed  society  to  a  liberal  ni| 
ket  order  entails  "far-reaching,  oft^ 
traumatic  adjustments." 


IDLE  BALLPIAYERS, 
OUT-OI-WORK  VENDORS 
—IT  ADDS  UP 


The  baseball  strike  is  only  days  < 
at  this  writing  and  seems  less  thai 
blip  on  the  economic  radar  screen.  E 
economist  Maury  Harris  of  Paine Webl 
Inc.  sees  significant  repercussions. 

It's  not  simply  the  1,000-plus  base) 
players  on  the  28  big  league  teams.  H 
ris  figures  that  at  New  York's  Shea  S 
dium,  there  are  750  to  1,000  supp( 
personnel— vendors,  security  guar( 
ticket  sellers,  ushers,  etc.— at  each  gan 
And  that's  just  one  stadium  out  of  2^ 
Further,  notes  Harris,  with  the  S  : 
million  average  major  league  ballpl; 
er's  salary  60  times  that  of  the  avera 
U.  S.  nonmanagement  worker,  "1,(1 
striking  players  could  do  as  much  da 
age  to  the  personal-income  statistics 
60,000  average  workers  out  on  strike 
Any  effect  on  emplojnnent  data  wo 
show  up  unless  the  strike  lasts  into  Si 
tember,  however.  That's  because  t 
strike  began  at  the  end  of  the  week 
the  August  payroll  survey,  and  anyo 
working  at  any  time  during  that  week;^ 
counted  as  employed. 


IS  CLINTON 
CASTING  A  PALL 
ON  THE  MARKET? 


If  the  President  needs  a  buoyant  stos 
market  to  bolster  his  popularity,  t^i 
market  needs  a  popular  President  ev 
more.  That's  the  gist  of  a  recent  Sa 
mon  Brothers  Inc.  analysis,  which  ccl 
trasts  the  good  market  performancpi 
associated  with  Presidents  such 
Roosevelt,  Eisenhower,  Kennedy,  ai| 
Reagan  (and  Bush  in  the  wake  of  t: 
gulf  war)  with  the  generally  poor  sho 
ings  of  the  Nixon  and  Carter  years. 

"Politically  successful  Presidents  te: 
to  engender  strong  stock  markets,"  sal 
Solly.  "Politically  weak  ones  suffer  with 
poor  market."  The  firm  finds  that  pub 
approval  ratings  below  50%  are  associ) 
ed  with  weak  markets.  And  since 
thinks  Clinton's  ratings  are  unlikely 
exceed  that  threshold,  it  doubts  that  t; 
bull  market  will  return  anytime  soon.- 


20  BUSINESS  WEEK/AUGUST  29,  1994 


ECONOMIC  TRI 


Now  We  Want  To  Rie 


At  Compaq,  we  know  how  much  your  jieople  rely 
on  information.  After  all,  we've  heen  working  in  your 
olfice  tor  years.  We  also  know  tliat  you're  very  serious 
about  (mdina  better  ancl  more  efficient  ways  to  handle 
information  on  a  company-wide  scale. 

So,  as  your  trusted  PC  company,  we'd  like  to  refer 
you  to  a  solid,  aggressive  systems  company:  Compaq. 

You  may  not  be  aware,  but  last  year  we  provided 
over  63%  of  the  world's  superservers.'  That's  because 
our  advanced  systems  can  actually  outperform  mini- 
computers costing  many  times  more,  while  delivering 
enterprise-class  reliability.  They  can  also  radically  cut 
per-transaction  and  maintenance  costs. 

Our  experience,  fueled  by  partnerships  with  such 
networking  leaders  as  Novell,  Microsoft  and  SCO,  has 
helped  us  develop  an  integrated  family  of  networking 
products  —  Irom  the  new  ProSignia  VS  (which  offers 
true  server  functionality  at  a  desktop  price)  to  the  high- 
availability  ProLiant  line. 

These  svstems  can  easily  run  today's  emerging 
business-critical  applications.  1  hev  also  reflect  some 
refreshwi'^  i_(jmmon  sense;  Namely,  there's  no  reason  to 
downsi/A  irom  big,  complicated  computers  if  you're 


-1  i»M  ,:„-,n  Ml  R,ghls  K,-v,  rM-il  Ci,mj)aq  RvgiMi-r.-.l  U  S,  Pattnt  jn.l  Trademark  .iflici-  Sn.arlSlarl  and  Compac|  Insigtil  Manager  an-  ri-eisu-red  tru 
1.  , .  h  r...k-r,iaik  of  Novell  Ine  Mierosoll  a  regiMereil  Irademark  ol  the  Mitrcsolt  Corpr.ratK.ri  The  Intel  Inside  l(Jgo  is  a  regiMereci  trademark  of  the  Intt 
It  t'.e  t  ornpatj  (.  ustotm  r  Supfx.rt  Crnler  al  l-8()0-U5  151 8.  seietl  the  PaoM^ optjon  ami  rctjuest  document  #1270.  ?or  information  on  Insight  Manager,  re<( 


IE  Whole  Company. 


^oin^  to  end  up  with  small,  complicated  computers. 

So  Compaq's  networking  solutions  bring  you  the 
same  ease  of  use  we've  brought  to  the  desktop.  Our 
CD-based  SmartStart  technology  vastly  simplifies  the 
most  complicated  part  of  the  setup  process  —  reliably 
configuring  and  fully  optimizing  your  system. 

Our  servers  are  built  to  keep  running,  even  when 
being  serviced.  The  Compaq  Insight  Manager  monitors 
800  critical  measurements  of  server  health,  and  our 
Pre-Failure  Warranty  '  en.sures  free  replacement  of  key 
parts  before  potential  problems  turn  into  real  ones. 

And  since  you'd  rather  not  use  your  business  as  a 
test  lab,  we  use  our  test  lab  as  a  test  lab.  Here,  in  real- 
life,  high-volume  networks,  we  work  with  our  industry 
partners  to  ensure  the  highest  compatibility  and  keep 
our  commitment  to  open  systems.  So  you'll  never  be 
boxed  in,  forced  to  deal  with  any  one  manufacturer. 

If  you're  interested  in  receiving  specifications  for 
Compaq  systems  immediately  via  fax,  all  you  have  to 
do  is  call  us  at  1-800-345-1S18,  choo.se  the  free  PaqFax 
option  and  request  documents  #4001  and  #4003.  And 
if  you  think  we  worked  hard  at  the  desk  job^ 
you  see  what  we  do  for  you  nextt. 


To  iiandlf  the  hhzzard  of  reservation 
calls  during  the  husy  season,  Taos  Valley 
Resorts  had  to  ask  many 
potential  customers  to 
hang  on.  Unfortunately, 
too  many  simply  hung  up. 

Sprint  Business  created 
a  real  solution:  Knhanced 


Whe  n  Sprint  Business 
took  our  customers  off  hold, 
business  snowballed. 


800^"  Ser\'iee  instantly  transferred  c:i]ls 
to  Taos  operators  at  other  sites,  so 
customers  got  through  quickly.  And 
reservations  jumped  30%. 

We've  also  helped  put  their  marketing 
communications  in  peak  condition  with 
SprintFAX"  At  the  push  of  a  button, 
they  now  send  timely  promotions  and 
snow  updates  to  more  than  200  news- 
papers and  tra\'el  agents  simultaneously, 
h  gives  Taos  \'alley  Resorts  a  real  edge 
over  the  competition. 

No  matter  what  business  you're  in. 
Sprint  Business  can  help  you  turn  eom- 
miuiications  technology  into  a  ]iowerful 
business  tool.  ( )ne  that  can  help  make 
you  more  profitable.  And  isn't  that  why 
you're  in  business  in  the  first  place? 

Kind  out  how  we  can  help  your  business 
do  more  business.  Call  l-.SOO-5'>,S-5()0(). 


India  llatcli 
President 

Taos  X'allcv  Resort  Assn. 


REAL  BUSINESS      REAL  PROBLEM     REAL  SOLUTION     REAL  RESULTS 


Taos  Valley  Kesort 
Association 


Sales  lost  due  to  busy 
reserxation  lines 


(jails  re-roiited  instantly  to 
available  operators 


more  reservations 
boosted  profits 


Sprint 

Business 
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BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


HE  FED  STRIKES  WHILE  THE  IRON 
COOLING 


)THER  HALF-POINT 
iH  ON  THE  BRAKES 


FEDERAL 
'UNDS  RATE- 


j|i§he  U.S.  economy  has  had  quite  a  run  during  the 
i'  past  year— 4%  growth,  3  million  new  jobs,  and  only 
I  2.7%  inflation.  However,  the  Federal  Reserve  knows 
3  this  happy  combination  cannot  go  on  forever.  Some- 
I  g  has  got  to  give.  Based  on  the  new  round  of  tepid 
I  and  the  Fed's  latest  boost  in  interest  rates,  it  looks 
i  that  something  is  going  to  be  gi'owth. 

)  far,  third-quarter  growth  is  already  shaping  up  to  be 
I;  iedly  less  brawny  than  the  past  year's  trend.  And  this 
r  -'s  tightening  of  Fed  policy  will  have  a  delayed  effect 
)  he  economy,  with  its  full  impact  not  felt  until  1995. 
Iter  adjusting  for  price  changes,  retail  sales  began 
quarter  slightly  below  their  second-quarter  level.  The 
e  is  true  for  housing  starts.  Industrial  production  is 
ing  up,  but  in  the  face  of  weaker  demand,  a  lot  of  pro- 
ion  is  winding  up  in  retail  warehouses,  threatening  to 
'  output  this  fall.  All  the  while,  inflation  at  both  the 
lesale  and  retail  levels  remains  as  docile  as  ever. 

Obviously,  the  Fed  wasn't 
looking  at  this  low-inflation  land- 
scape during  its  Aug.  16  policy 
meeting  when  it  decided  to  lift 
money-market  rates  for  the  fifth 
time  since  Feb.  4,  citing  "continu- 
ing strength  in  the  economic  ex- 
pansion and  high  levels  of  re- 
source utilization"  (page  30). 

In  a  decidedly  aggressive 
move,  the  central  bank  raised 
the  federal  funds  rate  on  over- 
it  interbank  borrowing  by  half  a  percentage  point,  to 
2-year  high  of  4%%— a  1/^-point  hike  so  far  this  year.  It 
boosted  the  discount  rate  it  charges  member  banks 
loans  by  a  like  amount,  to  4%,  in  a  7-0  vote  (chart), 
imercial  banks  reacted  with  embarrassing  speed,  hik- 
the  prime  rate  by  a  half-point,  to  TViX,  only  minutes 
T  the  Fed's  announcement. 

HE  BOND  The  good  news,  at  least  for  home  buy- 
iARKET  ers,  is  that  the  bond  market  rallied  vigor- 
IVES  A  ously  in  response  to  the  hike  in  short- 
I  HUMBS-UP  term  rates.  The  sharp  drop  in  long-term 
Test  rates  could  explain  why  the  Clinton  Administra- 
sounded  almost  supportive  of  the  Fed's  action.  The 
ite  House  believes  that  lower  long  rates  are  much 
'e  important  to  continued  growth, 
'he  yield  on  the  benchmark  30-year  Treasury  bond 
ed  at  7.37%  on  Aug.  16,  a  two-month  low,  which  is 


DISCOU 

NT  RATE 

iiiiiiniiiiiiii 

iiiiiiiiiiiii 

JI.7,'94  AUG.16,'94 
DCEKT 

\:  FEDERAL  RESERVE,  DRI/M(GRAW4iia 


INFIATION:  STILL 
COOL  AT  THE  CORE 


CONSUMER  PRICE  — { 
INDEX 


■EXCLUDES  ENERGY  AND  FOOD 


down  from  its  high  of  7.73%,  hit  on  July  11.  Bond  gains 
fueled  a  stock  rally,  and  the  doUar  strengthened.  Given  the 
signs  of  slower  growth,  the  bond  market  finally  seems  im- 
pressed by  the  central  bank's  inflation-fighting  resolve, 
suggesting  that  long  rates  may  well  stay  down. 

Bond  players  particularly  liked  the  Fed's  statement 
that  the  hikes  will  be  sufficient,  "at  least  for  a  time,"  to 
meet  the  central  bank's  objectives.  That  means  another  in- 
crease will  be  put  off  until  the  Nov.  15  meeting  at  the  ear- 
liest—and perhaps  until  1995— as  long  as  recent  signs  of 
slower  growth  and  tame  inflation  continue.  The  pronounce- 
ment removes  uncertainty  over  near-term  Fed  actions,  al- 
lowing traders  more  freedom  to  take  positions  and  make 
pricing  decisions  on  long-term  securities. 

Of  course,  the  Fed's  moves 
this  year  have  been  closely 
watched  around  the  world.  As  a 
result,  preemptive  strikes  against 
inflation  now  seem  to  be  the  pol- 
icy du  jour  for  central  banks. 
The  most  surprising  attacks 
came  on  Aug.  11,  when  the  Bank 
of  Italy  and  Sweden's  Riksbank 
lifted  their  policy-setting  lending 
rates.  By  raising  rates  now,  both 
central  banks  said  they  hoped  to 
head  off  price  pressures. 

The  twin  moves  suggest  that,  except  for  one  more  cut 
by  the  German  Bundesbank,  monetary  policy  in  Europe  is 
starting  to  shift  toward  a  tighter  stance,  especially  given 
the  growing  belief  that  the  European  recovery  is  develop- 
ing a  little  more  steam  than  previously  expected  (page  42). 

The  most  likely  candidates  for  the  next  hike  include 
Britain,  Spain,  and  Denmark.  For  the  Fed,  a  globally 
synchronized  monetary  policy  makes  inflation-fighting 
easier,  although  higher  rates  abroad  eventually  could 
weaken  the  dollar  in  the  currency  markets. 

(PRICES  FOR  The  generally  tame  look  of  the  latest  price 
ENERGY  data  clearly  shows  that  the  Fed  is  out  in 
AND  COFFEE  front  of  the  inflation  curve  (chart).  The 
SURGE  consumer  price  index  rose  0.3%  in  July, 

but  excluding  energy  and  food,  the  core  rate  rose  only 
0.2%.  Energy  prices  jumped  1.8%,  finally  reflecting  this 
year's  runup  in  crude-oil  prices,  and  coffee  prices  soared 
22.4%  because  of  the  frost  damage  in  Brazil.  But  those  are 
one-shot  increases.  In  the  past  year,  core  inflation  is  a  cool 
2.9%,  held  down  by  moderation  in  service  prices,  especially 
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those  for  housing,  transportation,  and  medical  care. 

At  the  wholesale  level,  the 
producer  price  index  rose  0.5% 
in  July,  but  again,  coffee  and  en- 
ergy fueled  the  increase.  The 
only  sign  of  price  pressure  is  at 
the  earliest  stages  of  processing, 
and  even  so,  there  is  no  indica- 
tion that  it  is  being  passed 
through  to  finished  goods,  let 
alone  to  retailers.  The  core  PPI 
was  up  a  scant  0.1%,  and  yearly 
core  inflation  for  finished  goods 
remains  essentially  zero.  The  demand-dampening  effects  of 
the  Fed's  rate  hike  will  help  to  make  sure  that  rising  ma- 
terials prices  are  not  passed  forward. 

IHOI^^vING  IS  Indeed,  past  tightening  already  appears 
THE  IIRST  to  be  cooling  off  consumer  spending.  Retail 
SEaOR  sales  fell  0.1%  in  July,  although  May  and 
TO  BEND  June  receipts  were  revised  slightly  higher. 
Weak  car  buying  accounted  for  all  of  the  month's  de- 
cline, but  nonauto  sales  managed  only  a  tepid  0.4%  gain. 
Inflation-adjusted  retail  sales  have  gone  nowhere  since 
February  (chart). 

If  buying  does  not  pick  up  in  August  and  September, 
consumer  spending  will  be  hard-pressed  to  match  even  the 
second  quarter's  weak  advance,  and  that  would  slow 
growth  in  the  industrial  sector  by  more  than  what  already 
seems  likely. 

Industrial  production  rose  only  0.2%  in  July,  but  that 
gain  was  depressed  by  a  drop  in  utility  output  back  to 
normal  levels  following  June's  hot  weather.  Output  in 
manufacturing  alone  rose  a  sturdier  0.4%,  led  by  another 
solid  gain  in  business-equipment  production.  Factory  pro- 
duction would  have  been  up  0.5%  if  not  for  a  big  drop  in 
automotive  output. 

The  problem  is  that,  so  far  this  year,  factory  output  of 
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consumer  goods  has  risen  at  an  annual  rate  of  4.1%  wi 
real  retail  sales  are  up  only  L3%.  That  explains  the  b; 
up  in  retail  inventories.  In  fact,  the  overall  rise  in  stc 
piles  last  quarter  may  have  been  even  larger  than 
huge  increase  the  Commerce  Dept.  had  estimated  in  its 
port  on  gross  domestic  product.  Inventories  held  by  m 
ufacturers,  wholesalers,  and  retailers  rose  0.4%  in  Ju 
and  the  May  increase  was  revised  up,  to  1.2%  from  1. 

Wholesalers,  whose  invento- 
ries dropped  0.4%  in  June,  ap- 
parently pushed  their  goods  onto 
retailers,  where  they  lay  unsold. 
Retailers'  stockpiles  ballooned 
1.8%  in  May  and  1.4%  in  June 
(chart).  The  July  combination  of 
output  gains  and  weak  retail 
buying  will  only  add  to  the  in- 
ventory problem. 

Past  Fed  rate  hikes  also  show 
up  in  housing.  Although  housing 
starts  rose  4.7%  in  July,  to  an  annual  rate  of  1.42  milli 
they  had  dropped  9.4%  in  June.  July  starts  are  not  o 
lower  than  their  second-quarter  pace,  they  are  also  m 
below  their  fourth-quarter  peak. 

That  reflects  the  rise  in  30-year  fixed  mortgage  ra 
fi-om  6.83%  last  October  to  8.75%  in  the  week  ended  A 
12.  The  drop  in  long  rates  in  response  to  the  Fed's  lat 
show  of  inflation-fighting  resolve  will  help  housing 
least  a  little.  But  it  will  hardly  reverse  the  effects 
past  increases. 

In  fact,  its  large  half-point  rate  hike  suggests  that  1 
Fed  is  willing  to  make  a  policy  error  on  the  side  of 
straint  in  order  to  keep  inflation  under  wraps.  Has  1 
Fed  overdone  it?  With  the  economy  abeady  slowing  do\ 
and  with  the  brunt  of  the  demand-depressing  effects  of 
rate  increases  still  in  the  pipehne,  the  central  bank 
now  walking  a  fine  line  between  controlling  inflation 
putting  the  expansion  at  risk. 
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THE  WEEK  AHEAD 


DURABLE  GOODS  ORDERS 


Wednesday,  Aug.  24,  8:30  lum. 
New  orders  for  durable  goods  probably 
rose  by  0.5%  in  July,  after  a  12%  gain  in 
June.  That's  the  median  forecast  of  econ- 
omists surveyed  by  mms  International,  a 
division  of.  McGraw-Hill  Inc.  The  July 
advance  would  be  the  fourth  rise  in  new 
orders.  The  expected  increase  is  so 
small,  though,  that  the  backlog  of  un- 
filled orders  likely  fell  after  rising  for 
three  straight  months. 

INITIAL  UNEMPLOYMENT  CLAIMS 

Thursday,  Aug.  25,  8:30  a,m. 
New  claims  for  state  unemployment  ben- 
efits probably  stood  at  325,000  for  the 


week  ended  Aug.  20,  about  equal  to 
their  pace  in  early  August.  In  the  week 
ended  July  16,  filings  jumped  to  a  24- 
week  high  of  390,000,  lifted  by  auto 
workers  temporarily  laid  off  during  mod- 
el changeovers.  Claims  have  come  down 
sharply  since  then,  however. 

GROSS  DOMESTIC  PRODUCT  (REV.) 

Friday,  Aug.  26,  8:30  (un. 
The  MMS  survey  expects  that  the  Com- 
merce Dept.  will  likely  revise  second- 
quarter  GDP  growth  to  a  3.9%  annual 
rate,  from  the  3.7%  pace  originally  re- 
ported. Last  quarter's  growth  would  still 
be  faster  than  3.3%  increase  in  the  first 
quarter.  The  upward  revisions  to  the 
monthly  retail  sales  data  suggest  that 


consumer  spending  was  stronger  tl 
first  thought,  and  inventory  accumi 
tion  may  also  be  lifted.  Revisions  to 
flation,  as  gauged  by  the  GDP  price  de 
tor,  were  probably  minor,  with  pri^ 
increasing  at  a  modest  2.9%  annual  ra 
Looking  at  the  third  quarter,  the  M 
median  forecast  projects  that  the  eco; 
my  is  now  growing  at  a  slower,  2. 
pace. 

CORPORATE  PROFITS 


Friday,  Aug.  26,  8:30  cu  m. 
Aftertax  profits  last  quarter,  as  me 
ured  within  Commerce's  national  inco: 
accounts,  were  likely  up  by  8.6%  fron 
year  ago.  That  would  be  slower  th 
the  9.7%  gain  in  the  first  quarter. 
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This  Is  What  Happens 
When  Engineering  Has  Lunch 
With  Accounting. 


Lease  The  Lincoln  Mark  VIQ, 
America's  Best-Selling  Luxury  Coupe: 

STANDARD  FEATURES 

•  4.6-liter  32-valve 
Four-Cam  V-8  engine 

•  Sequential  multi-port 
electronic  fuel  injection  Per  Month,  24-Month  Lease' 

Monthly  Payment  $399' 

Down  Payment  (net  of  RCL  cash'")  S2,550 

Refundable  Security  Deposit  $400 

Cash  Due  At  Signmg  $3,349" 

•  Anti-thett  alarm 

•  Dual  Autoglide  front  seats 

•  Six-way  power  driver  and  passenger  seats  with  power  recliner  and 
lumbar  support 

•  Electronic  four-speed  automatic  overdrive  transmission 

•  CFC-free  electronic  automatic  climate  control 
For  more  information,  call  1  800  255-5433. 

I  LINCOLN 

What   A   Luxury   Car   Should  Be 


»399 


•  Dual  air  bags" 

•  Four-wheel  disc  anti-lock 
brakes 


"Based  on  total  sales  MYTD  through  5/31/94.  "Always  wear  your  safety  belt.  Lease  payment  based  on  '94  Mark  VIll  MSRP  of  $38,675  excluding 
tax  and  title  with  an  average  capitalized  cost  of  90.22%  of  MSRP  for  24-month  closed-end  Ford  Credit  Red  Carpet  Leases  purchased  in  the  U.S. 
through  6/30/94.  Some  payments  higher,  some  lower.  See  dealer  for  payment  and  terms.  Payments  may  be  higher  in  AK,  CT,  KY,  MA,  MO,  NC, 
Rl,  TX  &  VW.  For  special  lease  terms,  take  new  retail  delivery  from  dealer  stock  by  9/28/94.  Lessee  may  have  option  to  buy  vehicle  at  lease  end  at 
a  price  negotiated  with  the  dealer  at  signing.  Lessee  is  responsible  for  excess  wear/tear  and  $.11  per  mile  over  30,000  miles.  Credit  approval/insura- 
bility determined  by  Ford  Credit.  Total  of  monthly  payments  is  $9,576.  '  Excludes  tax,  title  and  other  fees.  Optional  wheels  shown  not  included  in 
price.  "  For  $1,000  RCL  cash,  take  new  retail  delivery  from  dealer  stock  by  9/28/94. 


You  remember  California— the 
Golden  State,  with  15%  of  the 
nation's  population  and  a  histo- 
ry unrivaled  for  its  trend-setting  pecu- 
liarities. Hot  tubs,  Governor  Moonbeam, 
and  pierced  navels.  The  land  of  milk, 
honey,  and  nuts— and,  for  the  last  half- 
decade,  of  sheer  economic  misery.  Gone 
are  the  state's  hordes  of  conspicuous 
consumers,  smitten  with  convertibles, 
electronic  gadgets,  and  fancy  threads. 
The  new  economic  mantra:  layoffs,  bank- 
ruptcies, and  foreclosures. 

Earlier  this  year,  economists  sensed 
shades  of  the  old  California  reemerging: 
Employers  were  slowly  starting  to  add 
jobs,  and  houses  were  once  more  being 
built  on  empty  lots  alongside  oil  pumps 
and  palm  trees.  Well,  hold  the  tofu.  Cal- 
ifornia, still  hamstrung  by  layoffs  in  the 
defense  and  aerospace  industries,  no 
longer  looks  so  sunny.  Of  the  40,0(M)  jol)s 
the  state  created  in  the  first  quarter  of 
1994,  all  but  a  scant  6,800  have  since 
melted  away— a  sad  performance  at  a 
time  when  the  rest  of  the  country  was 
creating  some  2  million  jobs.  After  slid- 
ing for  several  months,  the  state's  unem- 
ployment rate  shot  to  above  9%  again  in 
July  (charts). 

UNINSPIRING.  All  this  has  local  econo- 
mists, who  a  few  months  ago  had  pre- 
dicted the  beginning  of  a  mild  statewide 
recovery,  cjuietly  scaling  back  their  fore- 
casts. This  month,  in  its  survey  of  11 
California  economists.  Western  Blue  Chip 
Economic  Forecast  dropped  its  estimate 
of  statewifle  personal  income  growth  to 
an  uninspiring  3.8%  rate,  including  infla- 
tion—the worst  among  the  10  Western 
states.  Next  year's  expected  5%  growth 
ranks  last  as  well.  "California's  econo- 
my is  more  or  less  bumping  along  the 
bottom,"  says  Federal  Reserve  Bank  ol 
San  Francisco  President  Robert  Parry. 

The  Fed's  Aug.  16  decision  to  raise 
short-term  interest  rates  by  half  a  per- 
centage point  won't  help  matters  (page 
30).  Higher  rates  will  make  business 
loans  less  accessible  and  heighten  pres- 
sure on  real  estate  activity  that  was 
only  recently  showing  some  signs  of  stir- 
ring. Some  economists  believe  the  ulti- 
mate effect  could  be  to  prolong  the 
state's  anemic  economic  performance. 
"The  last  thing  California  needs  is  for 
the  U.  S.  economy  to  be  slowed  down," 
says  Larry  J.  Kimbell,  director  of  the 
University  of  California  at  Los  Angeles 
Business  F^orecasting  Project. 

Even  before  the  Fed's  action,  the 
state's  numbers  were  hardly  robust.  Al- 
though housing  starts  through  June 
were  up  by  15.4%  over  last  year,  ac- 
cording to  the  Construction  Industry 
Research  Board,  they  still  trailed  activity 
in  recession-plagued  1991.  Real  estate 
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prices  in  most  of  the  state's  largest  cities 
remain  soft.  "They're  still  a  very  worried 
group  of  buyers,"  says  Wade  Cable,  pres- 
ident of  Presley  Cos.,  an  Irvine  home- 
builder.  After  running  30%  higher  in  the 
first  quarter,  Presley's  home  sales  for 
the  year  in  California  should  increase 
by  ju.st  5%  over  1993. 

What's  wrong  with  California?  The 
state's  huge  manufacturing  base,  for  one 
thing,  has  continued  to  dwindle— faster 
than  most  economists  expected.  The  im- 
pact is  especially  severe  in  Southern 
California,  where  the  UCLA  Business 
Forecasting  Project  predicts  that  30,000 
more  defense  workers  will  be  pink- 
slipped  this  year.  And  anticipated  job 
gains  in  other  industries  haven't  materi- 
alized. In  fact,  there  have  been  surprise 
layoffs  this  year  by  large  employers 
in  financial-services,  oil,  and  high-tech 
industries. 

DISASTERS.  The  layoffs  have  been  devas- 
tating to  once  stable  and  prosperous 
California  communities.  In  San  Diego, 
General  Dynamics  Corp.  is  selling  off  a 
'242-acre  industrial  parcel,  complete  with 
an  employee  carousel,  after  closing  its 
Convair  fuselage  division.  Layoffs:  1,900. 
Not  far  away,  Teledyne  Inc.'s  Ryan 
Aeronautical  will  soon  shut  down  for 
two  weeks,  idling  some  800  workers,  in 
hopes  of  postponing  permanent  cuts. 

But  California's  problems  go  deeper 
than  layoffs.  A  rash  of  disasters— most 
notably  the  Jan.  17  Northridge  earth- 
quake—continues to  prompt  an  exodus  of 
both  businesses  and  wealthy  individu- 
als. Even  the  expected  rush  of  federal 
dollars  following  the  Northridge  quake,  a 
potential  stimulus  to  the  economy,  has 
been  slow  in  coming.  The  federal  Small 
Business  Administration  has  lent  an  es- 
timated $3  billion  but  so  far  has  pro- 
cessed only  about  40%  of  212,000  applica- 
tions, according  to  Administrator 
Erskine  B.  Bowles.  That  has  been  bare- 
ly enough  to  increase  the  state's  con- 
struction employment  by  4,000  jobs  in 
the  year's  first  six  months,  estimates 
the  Construction  Industry  Research 
Board.  In  the  meantime,  losses  from  the 
disaster  have  totaled  $15  billion. 

The  state  has  its  optimists  who  still 
see  signs  of  eventual  recovery.  Jack  Ky- 
ser,  chief  economist  for  the  boosterish 
Economic  Development  Corp.  of  Los  An- 
geles, points  to  falling  commercial  va- 
cancy rates,  an  uptick  in  payroll  taxes, 
and  some  stitTing  among  major  retailers 
who  have  moved  into  the  state  as  proof 
that  California  is  on  the  mend.  Yet  even 
Kyser  admits  the  Golden  State's  situa- 
tion is  fragile.  "There's  recovery  going 
on,  but  sometimes  you  have  to  check 
the  mirror  for  signs  of  breathing." 

California's  unemployed  can  vouch  for 
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that.  July's  jump  in  the  unemployment 
rate,  0.7  of  a  percentage  point,  was  the 
largest  of  any  major  state.  To  Joan 
Lyon,  an  unemployed  human-resources 
executive  in  San  Francisco,  that  meant 
"terrific  competition"  foi'  the  three  jobs 
she  has  Ijeen  interviewed  for  since  June. 
Sam  Friedman,  who  closed  his  12-person 
computer  consultancy  three  years  ago, 
has  had  no  luck  finding  another  busi- 
ness. "The  banks  just  won't  lend  money 
to  a  startup  in  this  state,"  he  says. 
LOOKING  NORTH.  The  State  does  have 
its  healthy  pockets,  such  as  a  surprising- 
ly robust  Sacramento  region.  There, 
home  construction  is  up  by  23%,  as  Cal- 
ifornians  from  more  expensive  and 
earthcpiake-prone  regions  flee  to  the 
area's  relatively  low  cost  of  living.  "I 
wouldn't  call  it  a  boom,  but  it's  a  lot 
stronger  than  a  lot  of  other  economies  in 
the  state,"  says  Robert  Gary  Spohr,  a 
onetime  San  Francisco  equipment-leasing 
executive  who  recently  bought  a  large 
copy  shop  in  Sacramento.  Computer 
maker  Packard  Bell  Electronics  Inc.  is 
also  looking  northward:  Prompted  by 
legislation  that  will  soon  create  a  new 
enterprise  zone  in  Sacramento,  it  has 
said  it  will  likely  move  its  1,500-person 
workforce  from  Southern  California. 

Luring  business  to  the  state,  though, 
is  still  a  tough  slog.  Despite  legislation 
to  ease  workers'  compensation  costs  and 
boost  tax  credits  for  business  invest- 
ment, companies  such  as  Apple  Com- 
puter Inc.  and  Intel  Corp.  recently  decid- 
ed to  expand  in  states  that  offered 
better  benefits.  And  even  with  a  new 
$13  million  advertising  campaign  to  sell 
the  state,  finding  new  employers  may 
soon  get  even  tougher.  The  state's  $1 
billion  budget  deficit  could  mean  higher 
taxes.  And  new  smog  regulations,  to  be 
announced  this  fall  for  five  Southern 
California  cities,  are  expected  by  local 
governments  to  cost  $5  billion  annually 
and  slow  employment  by  63,000  jobs  by 
the  end  of  the  decade.  "The  epa's  plan  is 
a  bullet  aimed  at  the  economic  secui-ity 
of  our  community,"  complains  Ontario 
Mayor  Gus  James  Skropos. 

In  time,  experts  say,  the  Golden  State 
should  regain  its  luster.  The  state's 
underlying  economy  remains  vibrant, 
says  the  Center  for  Continuing  Study 
of  the  California  Economy  in  Palo  Alto. 
New  service  jobs  related  to  biotechnolo- 
gy, the  Info  Highway,  and  foreign  trade, 
it  says,  will  add  3.7  million  new  jobs  in 
the  state  by  2005.  Sounds  nice— but  very 
distant— for  a  recession-weary  Califor- 
nia, which  these  days  is  getting  remem- 
bered for  all  the  wrong  reasons. 

By  Ronald  Graver  in  Los  A  ngeles,  with 
Alice  Cuneo  in  San  Francisco  and  bu- 
reau reports 
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GREENSPAN:  WITH 
SO  MANY  NEW 
HIRES,  SCATTERED 
LABOR  SHORTAGES 
MAY  BECOME  WIDER 


WHY  THE  FED  SAW 
CLEAR  AHD  PRESEHT  DANGER 
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The  economy  is  so  robust,  inflation  jitters  seem  warranted 


w 


hen  the  Federal  Reserve 
stunned  Corporate  America 
with  a  half-point  boost  in  in- 
terest rates  last  May,  many  executives 
worried  whether  an  economic  ex]3ansion 
that  appeared  to  be  losing  steam  could 
take  the  hit.  And  the  Fed's  hints  that  it 
wouldn't  be  raising  rates  again  for  a 
while  suggested  that  even  the  central 
bank  thought  it  might  have  been  push- 
ing the  envelope. 

Now  comes  the  real  surprise— just 
how  resilient  the  economy  is  proving  to 
be.  It  shrugged  off  that  May  rate  hike 
with  a  surge  in  industrial  production, 
jol)  growth,  and  a  wave  of  new  borrow- 
ing that  surpassed  most  forecasts 
(charts).  No  wonder  the  Fed  was  forced 
l)ack  into  action  on  Aug.  16,  when  its 
policymaking  Federal  Open  Market  Com- 
mittee approved  another  half-point  boost 
in  the  federal  funds  rate— the  rate  banks 
charge  each  other  for  overnight  loans. 


Clintonites  are  happy: 
Hitting  the  brakes  now 
makes  a  hike  less  likely 
just  before  the  '96  elections 


 ans 

The  increase,  to  4.75%,  was  accom]  % 
nied  by  a  half-point  hike  in  the  discoi  ™3t 
rate  the  Fed  charges  banks  directly.  ^'^ 
But  unlike  the  Fed's  four  previo  '"S" 
rate  hikes,  which  prompted  hand-wrii  •••li 
ing  in  executive  suites  and  the  Oval  (  & 
fice,  the  latest  gambit  of  Fed  Chairm  ( thi 
Alan  Greenspan  is  stirring  far  less  fe  *y 
of  overkill.  Why?  Because  fewer  exe(  &e 
fives  see  consumer  confidence  as  bei  * 
as  fragile  as  it  was  last  spring.  Rathi  mSa' 
the  economy  seems  so  robust  th 
economists  are  raising  their  growth  <  'sli 
timates— and  some  anticipate  yet  anot  ftii 
er  half-point  rate  boost  later  this  yei  %\ 
probably  after  the  November  electioi 
"The  low  interest  rates  of  '93  have  cle;l' 
ly  given  this  economy  powerful  mom4 
timi,"  says  Paul  W.  Boltz,  chief  econom 
for  T.  Rowe  Price  Associates  Inc.  "T  is 
Fed  needs  to  provide  more  tightening 
restrain  this  beast." 

CAR  CRUNCH.  Even  some  rate-sensitifsii 

industries  are  applauding  the  Fed's 
tion,  in  hopes  it  can  cool  a  surging  ecflfM' 
omy.  Chrysler  Corp.  executives  hoj  h 
that  rising  rates  will  temper  consum  ml) 
demand,  which  is  outstripping  auto  ma 
ers'  ability  to  supply  the  market.  Wij}«i? 
the  industry  unable  to  retool  its  factori 
fast  enough,  some  models  have  been 
short  supply.  The  Fed's  latest  move  ' 
the  best  thing  that  could  happen,"  sa; 
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ii  Executive  Robert  J.  EnUm. 
Iqually  astounding,  Clinton 
ninistration  economists  are 
husiastically  embracing  Fed 
cy  in  private.  They,  too,  fear 
jverly  vibrant  economy  could 
ite  an  inflation  problem  if  not 
trained  now.  This  sentiment 
;  clearly  shared  by  the  new 
iton  appointees  to  the  Fed 
rd,  Alan  S.  Blinder  and  Janet 
Yellen,  who  joined  in  the 
nimous  decision  to  hike  the 
•ount  rate.  "We're  creating 

5  at  a  pace  that  just  a  year 
we  thought  wasn't  possible," 

lits  one  Administration 
nomist.  If  the  Fed  didn't 
^e  now,  Clintonites  figure, 
;enspan  &  Co.  would  have  to 
the  brakes  just  before  the 

6  elections. 

.''o  be  sure,  some  business  peo- 
think  the  Fed  is  overreact- 
Paul  Huard,  senior  vice-pres- 
it  of  the  National  Association 
Manufacturers,  worries  the 
I's  action  "may  be  a  case  of 
much,  too  soon."  A  few  exec- 
/es  contend  the  central  bank 
y  be  moving  too  aggressively 
a  time  when  price  pressures 
lain  at  low  ebb.  "Five  rate  in- 
ases  seem  a  little  extreme," 
s  Jeffrey  A.  Banaszjmski,  Eu- 
ean  sales  manager  for  Allen- 
idley  Co.,  a  maker  of  factory 
omation  gear.  "If  you  take 
irt  the  indicators,  there's  no 
Dng  inflationary  trend." 
vw  HIRING.  Technically,  that's 
e.  Even  the  Fed  would  con- 
le  that  there  are  only  infla- 
lary  whiffs  in  the  air  today. 
I  Greenspan  is  convinced  that 
orous  growth  now  would  lead 
inflation  next  year.  And  he 
IS  anecdotal  evidence  of  trou- 
s  ahead  on  the  price  front, 
hibit  No.  1:  the  rash  of  new 
ing,  which  has  sparked  modest 
deration  in  wage  growth.  The 
inomy  is  on  pace  to  add  more 
in  3  million  jobs  this  year,  and 
,y  impressive  productivity 
ns  by  corporations  have  kept 
it-labor  costs  under  control, 
eenspan  has  warned  that  wage 
assures  could  build  if  spot  la- 
'  shortages  spread  across  the  country. 
Centex  Corp.  can  vouch  for  that.  The 
i.llas-based  homebuilder  has  been 
rambling  to  find  bricklayers  in  Texas 
Id  carpenters  almost  everywhere  else, 
hough  it  expects  the  shortages  to  ease 
th  higher  interest  rates  already  cool- 
[  home  sales.  And  in  Charlotte,  N.  C, 
lere  the  unemployment  rate  has 
'|)ped  belcw  4%,  Wilton  Connor  Pack- 
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aging  Inc.  has  gone  to  unusual  lengths 
just  to  fill  half  of  the  90  available  jobs: 
The  company  is  hiring  high  school  stu- 
dents and  autistic  workers  for  packing 
jobs  and  is  employing  prison  inmates 
on  work  release  to  make  boxes.  "We 
were  looking  for  folks  that  could  be  with 
us  for  some  time,"  says  company  founder 
Wilton  Connor. 

Such  activity  explains  why  some  ana- 


lysts doubt  the  Fed's  Aug.  16 
move  will  slow  the  economy  to 
the  2.5%  growth  rate  the  cen- 
tral bank  considers  ideal  for  sus- 
taining a  noninflationary  expan- 
sion. David  M.  Jones,  chief 
economist  at  Aubrey  G.  Lanston 
&  Co.,  believes  the  second-quar- 
ter growth  rate  may  have  hit 
4.2%,  well  above  the  govern- 
ment's initial  3.7%  estimate.  And 
with  the  auto  industry  prepared 
to  boost  production  this  fall, 
Jones  believes  the  economy  could 
grow  as  much  as  a  full  point 
more  than  the  2.5%  many 
economists  previously  forecast. 
EARLY  WARNING.  The  Fed  also 
is  concerned  about  a  recent 
surge  in  credit  demand  that 
would  fuel  inflation.  Consumer 
loans,  which  were  rising  at  a 
14.4%  pace  this  year,  surged 
25.8%  in  July.  And  commercial 
and  industrial  loans  shot  up  17% 
in  July,  besting  a  9.6%  rate  in 
the  year's  first  six  months. 

The  Fed  may  find  in  such  data 
confirmation  that  it  can't  wait 
until  inflation  shows  up  in  the 
government  statistics.  While  the 
widely  followed  consumer  price 
index  shows  few  worrisome 
signs  of  inflation  as  of  now, 
Greenspan  contends  the  central 
bank's  views  are  influenced  more 
by  such  key  early  warning  sig- 
nals as  commodity  prices. 

There,  the  news  isn't  reassur- 
ing: The  Journal  of  Commerce  s 
commodity  price  index  is  up  12% 
since  January.  And  prices  of  core 
intermediate  goods  have  risen 
for  three  straight  months— at  an 
annualized  5.2%  rate,  the  highest 
level  since  1987,  notes  First 
Union  National  Bank  economist 
Mark  P.  Vitner.  Even  the  CPI, 
which  has  risen  2.8%  over  the 
past  year,  is  unnerving  some 
economists,  who  have  noticed 
that  the  index  has  climbed  at  a 
3.3%  annual  rate  since  May.  "The 
best  inflation  news  is  behind  us," 
says  St.  Louis  economist  Lau- 
rence H.  Meyer. 

Those  first  troubling  glimmers 
of  inflation,  combined  with  a 

 I  strong   economy,   could  force 

Greenspan  to  raise  rates  again  come  fall. 
This  time  around,  he  got  considerable 
support  fi'om  the  markets,  key  business 
interests,  and  the  Clintonites  for  taking 
action.  The  question  now:  Will  that  sup- 
port hold  up  if  he  decides  to  drop  the 
hammer  again? 

By  Dean  Foust  in  Washington,  with 
Jonathan  Ringel  in  Atlanta,  Richard  A. 
Melcher  in  Chicago,  and  bureau  reports 
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Commentary/by  Mike  McNamee 


KEEPING  THE  HEALTH  PLAN  FROM  KICKING  THE  BUCKET 


|ime  is  running  out  for  Presi- 
dent Clinton  and  his  allies  in 
Congress.  They  don't  have 
the  votes  to  pass  the  comprehen- 
sive, mandatory  health  insurance 
plan  Hillary  Rodham  Clinton  pro- 
posed 11  long  months  ago.  If  the 
Clintons  want  to  rescue  any  sort  of 
victory  from  the  current  chaos, 
they  must  drop  their  demand  for 
universal  coverage  and  shift  the 
debate  to  a  basic  question:  What 
can  Congress  do  now  to  solve  the 
most  pressing  problems  of  our 
bloated,  unfair  health-care  system? 

The  answer:  a  lot.  Washington 
has  already  reached  a  consensus 
on  sweeping  revisions  of  health  in- 
surance that  would  ban  the  most 
loathsome  practices— such  as  red- 
lining the  sick  or  dropping  policy- 
holders when  they  need  coverage 
most.  Coupled  with  simple  steps 
to  make  the  medical  market  more 
efficient,  these  reforms— widely  ac- 
ceptable politically— could  reverse 
the  twin  spirals  of  declining  coverage 
and  out-of-control  costs  that  are  under- 
mining America's  health  care. 

Hillary  Clinton  scoffs  at  such  "incre- 
mental" reforms,  warning  that  they 
could  make  Americans  worse  off.  That 
certainly  has  been  the  case  in  New 
York,  where  legislators  took  ideas  de- 
signed for  a  mandatory  insurance 
plan— guaranteed  access  to  coverage 
at  prices  that  ignore  age-related  differ- 
ences in  health  costs— and  laid  them 
on  top  of  a  voluntary  system.  Premi- 
ums shot  up  as  older,  sicker  people 
flocked  to  buy  policies,  while  young 
adults  dropped  insurance.  The  result: 
25,000  fewer  New  Yorkers  have  insur- 
ance now.  The  Health  Insurance 
Association  of  America  figures  that 
careless  reforms  could  drive  up  pre- 
miums nationwide  by 
29%  to  45%. 

But  pitfalls  such  as 
these  can  be  avoided. 
If  Congress  wants  a 
practical  health-reform 
plan  that  can  fly,  here's 
a  l>lueprint: 
■  Let  everyone  buy  in- 
surance—but not  on  the 
way  to  the  hospital. 
Every  major  bill  in  Con- 
gress requires  insurers 


to  sell  to  all  comers,  healthy  or  sick. 
"With  some  bills,  you  can  pay  a  $400 
first-month  premium,  get  a  $10,000  op- 
eration, then  drop  the  policy,"  says  Hen- 
ry J.  Bachofer,  an  analyst  at  Blue  Cross 
&  Blue  Shield  Assn.  The  solution:  pen- 
alty rates  and  limits  on  coverage  of 
preexisting  conditions  for  patients  who 
let  their  coverage  lapse.  Sick  people 
could  change  insurers  without  facing 
any  penalties,  but  free-riders  who  can 
afford  coverage  but  go  months  without 
it  would  pay  extra  to  buy  back  in. 
■  Let  insurers  set  premiums  by  age, 
not  by  health.  A  60-year-old  uses  four 
times  as  much  health  care  as  a  25- 
year-old.  But  many  reform  plans  would 
make  both  pay  the  same  premium— a 
scheme  known  as  "pure  community  rat- 
ing." Besides  being  unfair— young  work- 


A  HEALTH  PLAH  THAT  CAH  PASS— AHD  WORK 


NSURANCE  REFORM 


COST  CONTROL 


►  Let  insurers  set  premiums  by 
age,  but  not  by  health  status.  The 
healthy  will  subsidize  the  sick; 
ihe  young  won't  be  driven  out. 

►  Keep  some  restrictions  on  pre- 
existing conditions.  Charge  free 
riders  extra  to  resume  coverage. 

►  Let  insurers  experiment  with 
variations  on  standard  benefits. 


►  Make  health  costs  visible.  Em- 
ployers should  let  workers  know 
what  impact  their  health  premi- 
ums are  having  on  wages. 

►  Start  limiting  tax  breaks  for 
insurance. 

►  Make  doctors  and  hospitals 
compete.  Don't  pile  restrictions 
on  efficient  managed-care  plans. 


ers  would  subsidize  middle-age<| 
people  who  are  in  their  peal 
earning  years— such  plans  driv( 
young  people  to  drop  their  insu 
ranee.  (The  elderly  are  a  separate 
matter:  Their  costs  are  largel; 
covered  by  Medicare,  which  isn'' 
being  reformed.)  Smart  reforn 
would  protect  the  sick  but  woul( 
let  premiums  vary  by  family  type 
age,  and  local  health  costs. 
■  Give  consumers  clear  benefits 
choices,  but  don't  lock  in  a  one 
size-fits-all  plan.  Reformers  want 
to  impose  a  standard  benefit 
plan,  so  buyers  can  easily  com 
pare  prices  and  quality.  The  pit 
fall:  When  politicians  specify  ben 
efits,  as  the  Clintons  did  in  theii 
bill,  the  plan  inevitably  becomes 
expensive  and  inflationary,  as  ev- 
ery medical  interest  group  insists 
on  being  covered.  The  best  reme 
dy  is  to  create  a  half-dozen  mode 
packages  that  let  insurers  experi 
ment  without  confusing  buyers 
■  Tell  consumers  how  much  they're: 
spending.  Few  people  realize  what  theii 
employers  pay  for  health  insurance— 
or  that  insured  workers  share  in  a  $75 
billion-a-year  tax  break.  Reform  should; 
require  companies  to  spell  out  those; 
costs  on  annual  wage  statements.  Con 
gress  should  ignore  labor's  opposition 
and  tax  the  richest  medical  benefits. 

These  reforms  alone  won't  bringj 
health  insurance  to  every  American., 
Small  business  must  step  up  efforts  to 
form  purchasing  cooperatives  to  bol- 
ster its  buying  power  and  bring  down 
premiums.  The  government  still  must 
subsidize  the  poor.  And  even  then, 
some  people— mostly  the  young  who 
don't  expect  to  need  care— will  choose 
not  to  buy  insurance. 

But  incremental  changes  can  halt 
the  decline  of  Ameri- 
ca's health  system.  And 
they're  accepted  by  vir- 
tually every  insurer, 
health  provider,  and 
business.  That's  a  for- 
mula for  political  suc- 
cess—and better  health 
care  for  millions  of 
Americans. 


McNamee  covers 
health-care  issues. 


32  BUSINESS  WEEK 


The  newAccuPoint isomeinc 
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drag  buttons  healed 
comfortably  beneath 
the  thumbs. 


Toshiba  discovers  the  secret  to 
longer  hfe:  The  ultra-lightweight 
Li'Ion  battery,  with  up  to  6  hours 
oj  battery  life,  is  the  ultimate  in 
power-per-ounce. 
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Generous  8.4"  and  7.8" 
active  matrix  displays 
ion  tbeT3600CTand 
T3400CT,  respectively) 
deliver  256  SVGA  colors. 
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HOLLYWOOD  I 


THE  BABY  BELLS 
GO  HOLLYWOOD 


Joint  ventures  with  Disney  and  CAA 
aim  to  create  programming 


The  battle  to  control  your  television 
has  been  joined... by  the  Baby 
Bells.  The  folks  who  brought  you 
digital  switching  and  speed  dialing  in- 
tend to  crash  into  your  living  room, 
bringing  a  new  onslaught  of  cheesy  sit- 
coms, zircon  shopping,  and  even  a  sport- 
ing event  (^r  two. 

In  one  week,  six  of  the  seven  Baby 
Bells  installed  a  direct  connection  to  Hol- 


lywood. On  Aug.  8,  Walt  Disney  Co.  an- 
nounced that  it  was  negotiating  to  set  up 
a  joint  venture  with  Ameritech,  Bell- 
South, and  Southwestern  Bell.  Three 
days  later,  word  leaked  that  superagent 
Michael  S.  Ovitz  and  his  Creative  Artists 
Agency  were  involved  in 
talks  with  Bell  Atlantic, 
Nyiiex,  and  Pacific  Tele- 
sis  aimed  at  forming  a 
similar  venture. 
CRITICAL     MASS.  The 

moves  underscore  the 
telecommunications  in- 
dustry's intent  to  go 
head-to-head  with  the  ca- 
ble-TV business.  "The  no- 
tion is  to  develop  a  ven- 
ture that  can  put 
together  a  critical  mass 
of  programming,"  says 


INFO  HIGHWAY  TRAFFIC 
LOOKS  SNARLED  ALREADY 

The  Ovitz-Baby  Bell  hookup  is  just  the  latest  deal  between 
Hollywood  and  telecom  operators.  In  the  rush  to  construct 
a  new  communications  superstructure,  programming  will 
be  key.  Business  week's  Paul  Bennett  and  Mark  Landler 
mapped  out  the  web  of  recent  deals: 

BELL  SOUTH 
SOUTHWESTERN  BELL 
AMERITECH 


PACIFIC  TELESIS 
HYHEX 


Thomas  0.  Staggs,  Disney's  vice-pr 
dent  for  strategic  planning.  The  B 
expect  eventually  to  distribute  progr; 
ming— their  own  and  others'— over 
graded  lines,  collecting  lease  payme 
for  access.  Phone-line  services  may 
I  elude  shopping  and  ba 
ing  channels,  games, 
educational  shows,  p 
■^|||    traditional  broadcast 
satellite  networks. 

What's  startling 
how  fast  the  Bells  w 
able  to  forge  links  w 
Hollywood's  creat 
community.  They 
see  program  acquisit 
and  development  as 
key  to  differentiate  * 
their  video  services  fr  ^liip 
those     of     compet  « 


the  linkups 

_  phone  companies 

□  programmers 

□  cable 


CREATIVE  ARTISTS 
AGENCY 

Superagent  Michael  Ovitz  (left)  is 
negotiating  a  venture  with  Pacific  Telesis, 
Nynex,  and  Bell  Atlantic  to  provide 
programming.  CAA,  which  lured  top  exec 
Robert  Kavner  away  from  AT&T  in  July, 
would  act  OS  consultant  to  the  Baby  Bells. 
Microsoft  may  be  involved,  too. 


MICROSOFT 
WALT  DISNEY 

A  deal  with  BellSouth, 
Southwestern  Bell,  and 
A.meritech  gives  it 
access  to  over  50 
million  phone  customers 
in  19  states.  Ownership 
structure  is  unclear. 
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BELL  ATLANTIC 

CEO  Raymond  Smith  (above)  aborted  the 
TCI  merger.  But  he's  leading  talks  with  CAA. 


McCAW 
AT&T 

Has  nearly  finalized  its 
$  1  2  billion  takeover  of 
McCaw  Cellular 
Communications.  Testing 
interactive  technology  with 
a  Viacom  cable  system. 


VIACOM 


Won  the  Paramount 
battle— in  part,  with 
a  $  1.2  billion  invest- 
ment from  Nynex. 
Now  it's  negotiating 
to  sell  cable  systems 
to  a  TCI-led 
partnership. 


bps 


\1 


US  WEST 

A  $2.5  billion  investment  in  Time  Warner 
gives  it  access  to  programming  from  HBO 
ond  Warner  Bros.  Tested  interactive  video 
systems  with  AT&T  and  TCI. 


TELE-COMMUNICATIONS 

TCI'sJohn 
Malone  has 
his  fingers 
in  many  pies  . 
Backed  Barry 
Diller's  QVC  in 
Paramount  war. 


TIME  WARNER 

Its  HBO  unit,  with  Paramount,  Disney,  and 
others,  is  participating  in  a  Bell  Atlantic 
market  test  of  video-on-demand. 


SEGA 

With  TCI  and  Time  Warner,  working  to 
create  a  video  gome  coble  channel. 
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ups  of  cable  and  phone  companies, 
is  is  not  a  distribution  deal— it's  pro- 
m  development,"  says  W.  Patrick 
npbell,  executive  vice-president  at 
eritech.  Campbell,  who  negotiated 
deal  with  Disney,  is  no  stranger  to 
lywood:  Until  six  months  ago,  he 
ded  Columbia  TriStar  Home  Video,  a 
;  of  Sony  Pictures  Entertainment, 
"he  rumors  swirling  around  Creative 
ists  are  even  more  tantalizing.  While 
red  by  Hollywood  labor-guild  rules 
n  participating  directly  in  production 
ities,  Ovitz  clearly  has  the  connec- 
ts to  funnel  programming  to  the  com- 
y.  His  roster  of  more  than  900  cli- 
s  includes  heavyweight  directors 
ven  Spielberg  and  Francis  Coppola, 
^1  entrepreneurs  with  weU-honed  high- 
1  interests,  plus  scores  of  wi-iters  and 
)rs.  Moreover,  Ovitz  has  nurtured  re- 
onships  with  the  likes  of  Microsoft 
lirman  William  H.  Gates  HI,  who  is 
•king  on  a  "navigator"  to  help  guide 
viewers  through  a  maze  of  choices. 
iMMANT  TREASURE.  Further  down  the 
d,  Ovitz  also  plans  to  peddle  long- 
'ering  Metro-Goldwyn-Mayer  Inc.  The 
iio,  controlled  by  FVench  bank  Credit 
mnais,  with  whom  Ovitz  consults,  is 
ng  prepared  by  Ovitz-selected  Chair- 
1  Frank  G.  Mancuso  for  a  sale  within 
3e  years.  MGM  regains  the  rights  to  its 
30-film  library  by  the  end  of  the 
ade,  and  its  trove  of  old  Pink  Panther 
I.  Rocky  flicks  would  allow  the  Baby 
Is  to  join  the  TV  big  leagues  virtually 
might.  "The  telcos  want  to  produce 
ir  own  programming,"  says  W.  John 
msohn,  consumer  communications  an- 
it  at  market  researcher  Yankee  Group 
Boston.  "And  the  easiest  way  would 
to  take  a  stake  in  a  studio." 
^ow,  the  only  thing  standing  in  the 
y  is  the  1984  Cable  Communications 
which  prohibits  Baby  Bells  from  de- 
!ring  their  own  video  entertainment  in 
ir  own  service  territories.  Congi-ess  is 
lely  expected  to  lift  the  ban,  though, 
•haps  later  this  year.  Already,  U  S 
■st  and  Bell  Atlantic  are  exempt  after 
ting  the  rule  overturned  in  coml.  U  S 
st  got  a  jump  on  its  rivals  last  Sep- 
iber,  when  it  invested  $2.5  billion  in 
ne  Warner  Entertainment,  giving  it 
ess  to  film  and  cable  production. 
Dismantling  the  cable  act  also  will 
;n  local  phone  service  to  competition 
m  cable-TV  companies,  another  rea- 
1  the  Bells  are  eager  to  launch  new 
sractive  services.  Can  they  pull  it  off? 
ys  analyst  Aronsohn:  "With  compa- 
s  beginning  to  look  past  the  physical 
tribution  networks,  we've  stai-ted  mov- 
[  into  the  next  phase  of  highway 
pe."  But  with  deep  pockets  and  vast 
itomer  lists,  the  Baby  Bells  promise  to 
iver  quite  a  bit  more  than  hype. 
By  Larry  Armstrong  in  Los  Angeles 


VIDEO  GAMES  I 


IS  NINTENDO 

A  STREET  FIGHTER  NOW? 


It's  turning  up  the  heat  on  Sega  by  enlisting  independent  game  makers 


It's  humble  pie  time  at  Nintendo  Co. 
The  video  game  giant  is  attempting 
a  comeback  against  archrival  Sega 
Enterprises  Ltd.  And  in  a  tremendous 
decline  in  hubris,  it  is  aggressively  seek- 
ing help  from  some  U.  S.  and  European 
startups.  Beginning  this  fall  and  early 
next  year,  Nintendo  will  begin  selling 
new  software  and  hardware  that  young, 
independent  outsiders  helped  develop. 
The  details  are  still  under  wraps,  but 
Nintendo  of  America  Chairman  Howard 
Lincoln  confirms  that  the  new  strategy 
is  under  way. 

The  shift  undei- 
scores  how  big  a  bat- 
tering Nintendo  has 
been  taking  from  Sega. 
A  couple  of  years  ago, 
Nintendo  worked  al- 
most exclusively  with 
Japanese  partners  on 
hardware.  And  it  de- 
manded that  third-par- 
ty software  developers 
sign  exclusive  deals 
and  pay  30%  royalties 
for  the  privilege  of 
writing  games  for  its 
systems. 

But  that  was  befoi'r 
Sega  shouldered  in. 
Aided  by  technical 
leaps,  low  prices,  and  a 
huge  in-house  software 
team,  Sega  has  zapped 
Nintendo  into  second 
place  (chart).  And  as  it 
has  gone  for  No.  1,  Sega  has  been  wi'est- 
ing  top  independent  software  companies 
away  from  Nintendo.  Now,  such  best- 
sellers as  Street  Fighter  II  h"om  Capcom 
Co.  and  Mortal  Kombat  from  Acclaim 
Entertainment  Inc.  are  coming  out  on 
both  companies'  machines. 
VIRTUAL  HIT.  To  counter  Sega,  Nintendo 
is  gambling  on  a  drastic  tactical  change. 
Late  last  year,  it  linked  with  computer 
leader  Silicon  Graphics  Inc.  to  design  a 
new  game  system,  called  Ultra  64.  Now, 
it  has  even  started  paying  companies  to 
write  software  exclusively  for  it.  For  in- 
stance, RARE  Ltd.  and  DMA  Design  in 
Britain  are  helping  wi-ite  programs  that 
will  sell  under  the  Nintendo  name,  and 
industry  sources  say  the  company  has 
signed  Dallas-based  Paradigm  Simula- 
tions Inc.  for  the  same  deal.  And  Ac- 
claim Entertainment  is  creating  a  game 


HIGH  HOPES: 
NINTENDO'S 
DONKEY  KONG 
REVIVAL 


called  Turok— initially  to  be  offered  only 
on  Ultra  64.  Paradigm  and  DMA  won't 
comment,  but  sources  say  Nintendo  is 
paying  a  development  fee  plus  royalties 
of  2%  to  12%— worth  millions  of  dollars 
for  a  hit  game. 

While  it  waits  for  Ultra  64,  Nintendo 
is  launching  an  interim  sales  booster, 
code-named  32  VR.  Most  of  the  details 
are  still  secret,  but  industry  sources  say 
Nintendo  and  a  U.  S.  startup  are  co-de- 
veloping "virtual  reality"  goggles  that 
have  their  own  three-dimensional  dis- 
play. Nintendo  Presi- 
dent Hiroshi  Yamauchi 
has  confirmed  only  that 
the  new  machine  will 
use  a  32-bit  micropro- 
cessor, twice  the  power 
of  Nintendo's  current 
16-bit  games,  and  will 
sell  for  under  $200. 
Nintendo  will  announce 
the  product  this  fall  in 
Japan,  and  it  is  sched- 
uled to  hit  the  market 
in  the  U.  S.  and 
in  Japan  next 
spring. 

MeanwhOe, 
some  of  Nin- 
tendo's new 
partners  in 
software  are 
already  ad- 
ding to  its 
stock  of  games. 
Britain's  rare 
helped  Nintendo 
create  a  new 
game  called  Donkey  Kong  Country, 
which  revives  the  arcade  game  that  in- 
troduced Super  Mario.  It  will  be 
launched  this  fall  on  the  16-bit  Super 
Nintendo  Entertainment  System  and 
will  carry  a  marketing  budget  of  $10 
million.  Sales  could  hit  2  million  units 
by  Christmas. 

Sega,  of  course,  isn't  giving  up  the 
fight.  This  fall,  it  will  release  its  own 
$139  add-on  device,  dubbed  the  Genesis 
32X,  which  gives  new  power  to  its  16-bit 
Genesis  machine.  Sega's  software  devel- 
opers are  also  scrambling  to  create 
uniciue  new  games.  Still,  Nintendo  is  fi- 
nally gi-abbing  the  joystick  and  blasting 
Sega  head-on.  And  none  too  soon. 

By  Richard  Brandt  in  San  Francisco, 
with  bureau  reports 
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MARKETING  I 


GM  FINALLY  FACES  UP 

TO  THE  DANGERS  OF  INBREEDING 


In  a  radical  move,  it  may  consider  an  outsider  as  its  next  marketing  honcho 


It's  the  marketing  challenge  of  the 
decade.  Or  the  job  from  hell.  When 
General  Motors  Corp.'s  top  brass  in 
late  June  took  the  unpr-ecedented  step  of 
throwing  open  to  outsiders  its  search 
for  a  new  North  American  marketing 
honcho,  they  offered  up  a  post  that 
could  be  both.  The  job  "requires  guts  as 
much  as  brains,"  says  Oldsmobile  Div. 
General  Manager  John  D.  Rock.  "The 
guy  will  need  a  tin  badge  and  a  l)ullet- 
proof  vest." 

Why  such  gnashing  of  teeth  over  a 
search  for,  well,  a  car  salesman?  (;m  isn't 
looking  for  just  any  marketer.  The  hope 
is  that  a  high-powered  outsider  can 
bring  enough  clout  and  savvy  to  the 
post  to  make  major  changes  in  the  way 
the  company  does  business.  "We're  not 
just  looking  for  a 


Lieppe,  seems  to  be  off  target.  "No- 
body's ever  been  in  touch  with  me  about 
it,"  says  Lieppe. 

Even  with  Smale  backing  the  search, 
however,  there  is  some  question  as  to 
whether  (;m  will  actually  follow  through 
with  its  plan  to  bring  in  an  outsider.  J. 
Michael  Losh,  who  in  June  vacated  the 
marketing  post  to  become  GM's  chief  fi- 
nancial officer,  insists  that  insiders  are 
still  being  considered.  Given  GM's  inbred 
culture,  analysts  worry  that  he  and  oth- 
er top  brass  may  prefer  to  elevate  one 
of  their  own.  Rumored  candidates  in- 
clude the  general  managers  of  three  of 
GM's  car  divisions:  Buick's  Edward  H. 
Mertz,  Pontiac's  John  G.  Middlebrook, 
and  Saturn's  Richard  G.  "Skip"  LeFauve. 

And  even  if  c;m  does  opt  for  an  out- 


America  Tour,"  which  lends  new  Lumi 
sedans  to  70  families  to  drive  on  the 
vacations.  But  any  newcomer  will  ha 
to  make  such  campaigns  work  in  a  co 
pany  that's  notoriously  hostile  to  o 
siders,  rife  with  brutal  politics,  and  dee 
ly  resistant  to  change. 

Given  the  challenge,  there  are  so 
indications  that  the  company  is  trying 
nab  a  real  hotshot.  For  instance 
may  have  approached  Michael  A.  Mile 
the  former  GEO  of  Philip  Morris  Cos 
but  analysts  speculate  that  Miles  wou 
balk  at  the  idea  of  taking  less  than 
CEO's  job.  Asked  if  he's  a  candidal 
Miles  says:  "That  is  strictly  a  rumor." [ 
"ABYSMAL."  Still,  whoever  is  chosen,  it] 
clearly  a  good  sign  that  GM  finally  seen], 
to  realize  that  it  needs  new  oomph  i 
marketing.  Because  its  top  jobs  hav 
been  dominated  for  decades  by  a  succef 
sion  of  "car  guys"  and  "bean  counters 
marketing  has  gotten  short  shrift.  That] 
a  major  reason  why,  despite  improvij 
ments  in  quality  and  styling,  the  conl 
pany's  market  share  continues  to  lai 
guish  (charts).  "GM's  marketing  has  bee 
abysmal,"  declares  Furman  Selz  Inc. 
alyst  Maryann  N.  Keller.  | 


GM  CARS  HAVE 
FEWER  DEFECTS... 


PROBLEMS  PER  100  CARS, 
FIRST  90  DAYS  OF  OWNERSHIP 


'90  '91  '92  '93  '94 
A  NUMBER  OF  DEFEOS 

DATA:  J.D  POWER  &  ASSOCIATES  INC 

...BUT  MARKET 
SHARE  REMAINS  LOW 


marketing  guru. 
It's  much  grander 
than  that,"  insists 
James  C.  Carpen- 
ter, the  headhunt- 
er  for  New  York^ 
based  Russell 
Reynolds  Asso- 
ciates Inc.,  who  is 
scouring  the  nation 
for  candidates. 
One  measure  of 
how  seriously  (;m 
is  taking  the 
search:  It  start<^d 
in  June,  and  the 
company  doesn't 
expect  a  winner  to 
be  announced  for 
at  least  another 
month  or  two. 

The  driving 
force  behind  the 
talent  hunt  is 
Chairman  John  (j. 
Smale,  retired  head  of  master  marketer 
Procter  &  Gamble  Co.  So,  not  surjjris- 
ingly,  si)eculation  al)Out  likely  candidates 
frequently  centers  on  P&G  alumni.  One 
star  marketer  rumored  to  be  on  gm's 
list  is  William  B.  Connell,  former  vice- 
president  for  beauty  care,  who  recently 
left  Whittle  Communications  LP  to  be- 
come a  venture  capitalist.  "I  can't  talk 
about  that,"  he  says.  Some  scuttlebutt, 
though,  such  as  the  frequent  mention 
of  former  P&G  Vice-President  Charles  A. 


'90  '91  '92  '93  '94- 
A  PERCENT  -THROUGH  JULY 
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sider,  it  may  have  troulik-  linding  any- 
one who  will  accept  the  job.  It's  a  huge 
{position  to  fill:  GM's  car  and  truck  divi- 
sions, with  $100  billion  in  sales,  report  to 
the  marketing  chief.  So  do  advertising, 
service  parts,  Canadian  sales,  and  a  raft 
of  support  operations.  The  company 
needs  to  refocus  its  fuzzy  marketing 
strategies  and  the  images  of  six  tangled 
nameplates  that  often  compete  with  one 
another.  Also  needed  are  lots  more  crea- 
tive ideas  like  Chevy's  current  "Discover 


But  for  an  outsider  to  have  a  chanc! 
at  forging  real  change,  Smale  may  havi 
to  thi'f)w  his  weight  behind  the  winner-j 
and  keep  it  there.  "Anybody  they  hire 
going  to  understand  that  he  will  t 
about  as  welcome  as  the  flu  in  winter 
says  Keller.  Hardly  a  dream  assignmen 
but  one  that  could  pay  big  dividend 
for  General  Motors  if  it  makes  the  rig) 
choice. 

By  Kathleen  Kerwin  in  Detroit,  wii 
Zachary  Schiller  in  Cleveland  j 
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Now  the  cord  that's  everywhere  you  want  to  be 
lets  you  call  once  you  get  there. 


Introducing  the  VisaPhone" 
Calling  Card  Service  from  Sprint! 


Now  traveling  is  even  easier  because  you  can 
consolidate  all  your  travel  expenses  onto  your  Visa® 
statement  and,  in  the  U.S.,  enjoy  a  25%*  savings 
compared  to  AT&T  calls. 

It's  the  new  VisaPhone  calling  card  service.  And 
it's  easy  to  use  because  your  VisaPhone  number  can 
be  your  phone  number  plus  a  four-digit  code. 

All  Visa  cards  have  VisaPhone.  You  can  activate 
yours  immediately  by  calling  1-800-240- VISA  today. 


Sprint 


ViSA 


It's  everywhere  you  want  to  be! 


*Save  25%  compared  to  AT&T  per-minute  standard  interstate  calling  card  rates  when  you  select  the  Visa  billing  option. 
As  with  most  calling  cards,  a  standard  calling  card  surcharge  applies  to  all  calls  made  using  the  VisaPhone  calling  card  service.  ©Visa  U.S.A.  Inc.  1994 


STEEL  I 


NICHE  WORK— IF 
YOU  CAN  GET  IT 


Pittsburgh's  first  minimill  faces 
brawny  neighbors  and  rich  rivals 


E 


vei"  since  the  steel  industry  virtual- 
y  abandoned  Pittsburgh  in  the 
1980s,  developers  have  pondered 
new  uses  for  the  miles  of  shuttered  mills 
lining  its  three  rivers.  Movie  studios, 
industrial  malls,  even  museums  were 
all  considered.  Then,  on  Aug.  11,  entre- 
preneur Matthew  Botsford  launched  the 
boldest  project  yet:  a  new  steel  mil 
the  first  in  western  Pennsylvania  since 
World  War  II.  With  a  $340  million  in- 
vestment, he  hopes  to  expand  his  smal 
steel-processing  outfit  into  the  Iron 
City's  first  minimill,  WorldClass  Steel. 

Botsford,  58,  represents  a  new  breed 
of  feisty  steelmakers.  Using  largely  un- 
tested technology  and  nonunion  work- 
ers, they're  targeting  niche  markets- 
such  as  extra-thin  steel— that  until  now 
have  been  dominated  by  big  foreign  and 
U.  S.  steel  companies.  And  in  today's 
buoyant  steel  market,  they're  getting 
big  backing  from  investors. 
TOUGH  TIMES.  But  Botsford  is  trying  to 
go  his  fellow  entrepreneurs  one  better 
by  starting  his  company  in  Big  Steel's 
backyard.  To  cut  costs,  he's  fixing  up 
an  abandoned  U.  S.  Steel  Group  facility 
to  house  his  mill,  and  he's  making  use 
of  existing  rail  lines  and  river  docks. 
The  huge  risk:  that  big,  integrated  com- 
panies will  decide  to  do  battle  for  the 
same  niches.  "The  existing  producers 
are  not  going  to  roll  over,"  says  John  E. 
Jacobson,  a  steel  consultant  in  Swarth- 
more.  Pa. 

Botsford  has  pulled  through  tough 
times  before.  A  former  salesman  for 
big  steel  companies,  including  LTV  Corp., 
he  quit  his  job  in  1987  and  set  out  to 
raise  money  to  start  a  steel-processing 
business  to  trim  and  cure  steel  for  larg- 
er companies.  For  a  grubstake,  he  and 
his  wife,  Gail,  mortgaged  their  house— 
and  nearly  lost  it  when  cash  got  tight 
and  they  couldn't  make  their  payments. 
By  1992,  he  finally  had  succeeded  in 
raising  $35  million  in  loans  and  invest- 
ments from  big  investors  (whom  he 
won't  name)  to  start  WorldClass  Pro- 
cessing Inc. 

Now,  Botsford  thinks  he  sees  an  op- 
portunity to  live  peacefully  with  his 
brawny  rivals.  Intent  on  cutting  costs 
further.  Big  Steel  is  bailing  out  of  many 
of  the  smaller  markets  he  aims  to  fill. 


BOTSFORO'S  WORLDCLASS  STEEL  HAS  SOME  HEAVYWEIGHT  BACKING  IN  TIPPINS 


He  believes  the  big  mills  can  contract 
such  work  to  WorldClass.  In  fact,  he's 
hoping  that  U.  S.  Steel  will  swap  land 
for  a  slice  of  his  company.  U.  S.  Steel 
won't  say  whether  it  is  interested. 

But  the  challenges  to  such  a  venture 
are  many.  Unions,  for  one.  Botsford 
now  employs  65  nonunion  workers  at 
his  processing  operation.  Rather  than 
fight  the  unions— as  minimill  operators 
Nucor  Corp.  and  Birmingham  Steel 
Corp.  have— Botsford  adopts  a  soft  line 
on  labor.  As  long  as  the  union  promises 
flexible  work  rules,  he  says  he  doesn't 
care  if  the  plant's  450 
workers  are  represented  or 
not.  The  United  Steelwork- 
ers,  though,  seem  intent  on 
organizing  the  operation  on 
their  own  terms.  Says  usw 
President  George  Becker: 
"I  have  every  reason  to 
believe  it  will  be  a  union 
facility." 

Then  there  are  the  tech- 
nological risks.  Until  last 
winter,  Botsford  was  plan- 
ning to  expand  his  steel- 
processing  business.  Then 
he  heard  about  a  steelmak- 
ing  technology  developed 
across  town  by  Tippins  Inc.,  a  rolling 
mill  manufacturer.  The  new  mill,  known 
as  TSP,  offered  the  cheapest  entry  yet 
into  lucrative  flat-rolled  steel  for  prod- 
ucts such  as  appliances  and  autos.  At  a 
base  price  of  $200  million,  TSP  comes  in 
$120  million  less  than  the  German  steel- 
making  technology  used  by  Nucoi-  at  its 
two  groundbreaking  minimills.  But  if 
glitches  emerge  in  this  first  TSP  mill, 
delays  could  sap  Botsford's  finances. 


lORGINGACOST 
ADVANTAGE 

Initial  capital 
investment 

CONVENTIONAL 
STEEL  MILL 

$1.2  BILLION 

NUCOR 
MINIMILL 

$320  MILLION 

TIPPINS 
MINIMILL 

$200  MILLION 

DATA:  BUSINESSWEEK 


Still,  Botsford  should  have  plenty 
backing  for  his  new  venture,  which  i 
eludes  a  $290  million  version  of  the  T! 
mill,  plus  $50  million  in  additions  to  h 
processing  business.  Tippins  and  its  pai 
ner  in  TSP,  Korea's  Samsung  Heavy  I 
dustries,  were  hungry  enough  for  a  fir 
customer  to  take  an  undisclosed  equii 
position  in  the  venture.  Also  ready  wi; 
about  $33  million  was  the  State  of  Pen 
sylvania.  And  Duquesne  Light  Co. 
anteing  up  cheap  electricity,  a  key  co 
for  minimills,  which  melt  steel  scrap 
3.000F  electric  furnaces. 

BIG-STEEL  WATCH.  Botsfoi 

still  has  to  raise  more  thj 
$200  million  of  the  project 
cost,  but  with  steel  pric< 
surging,  that  probab! 
won't  be  hard.  Earlier  th 
year,  other  steel  entrepre 
eurs— a  trio  of  Nucor  ren 
gades  led  by  former  plai 
manager  Keith  Busse 
raised  $400  million  for  th 
Indiana  mill  in  just  a  fe 
months. 

Botsford's  main  challen; 
now  may  be  steering  cle 
of  tough  competitors  su( 
as  Nucor,  Busse,  and  a  ho 
of  Nucor  look-alikes  coming  on  strea 
over  the  next  three  years.  Even  if  Bot 
ford  succeeds  in  staying  a  step  ahes 
of  other  minis,  however,  he  must  al: 
keep  a  wary  eye  on  Big  Steel,  which 
forging  a  comeback  of  its  own.  It's  hai 
to  say  just  how  patient  the  big  gu; 
will  be  with  the  only  minimill  in  tl 
neighborhood. 

By  Stephen  Baker,  with  Keith  L.  Ale 
under,  in  Pittsburgh 
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TOCYANAMID,ABUCK 
MADE  THE  DIEFERENCE 


One  hundred  dollars  a 
share  didn't  quite  cut  it. 
At  $101,  though,  American 
Home  Products  had  a  deal. 
On  Aug.  17,  after  two  weeks 
of  resisting,  American  Cyan- 
amid  finally  accepted  ahp's 
revised  $9.6  billion  merger  of- 
fer—one day  after  a  deadline 
for  the  slightly  less  generous 
bid  had  expired.  The  annual 
revenues  of  the  combined 
drug,  chemical,  and  consumer- 
health-product  giant  will  be 
more  than  $12  billion,  ahp's 
expensive  chase  helped  lift  de- 
pressed drug  stocks  generally. 
The  biggest  gainer  was  Eli 
Lilly,  whose  shares  jumped 
9%  in  just  two  days  on  ru- 


CLOSING  BELL 


WHY  THE  STOCK 
IS  CALLED  "BEAR" 


VERMONT  TEDDY  BEAR 
STOCK  PRICE 


NOV.  22,  '93 


AUG.  16,  '94 


Vermont  Teddy  Bear  couldn't 
hove  picked  a  less  auspicious 
stock  symbol  than  BEAR.  After 
going  public  at  10  last  Novem- 
ber, the  mail-order  marketer  of 
pricey  ursine  cuddlies  saw  its 
stock  zoom  to  1 63/4.  But  it  has 
been,  er,  a  bear  market  ever 
since.  Shares  hit  5 '/» lost  week 
after  the  company  posted  a 
$78,000  second-quarter  loss. 
What  has  gone  wrong?  Not  a 
thing,  says  the  company,  which 
claims  the  loss  was  caused  by 
higher  expenses  as  it  moves  into 
new  markets  and  expands 
product  lines.  But  with  profits  just 
2<t  a  share  in  the  first  half,  even 
Barington  Capital  Group,  the 
investment  firm  that  brought 
Vermont  Teddy  Bear  public,  says 
it  may  pull  back  from  its  projec- 
tion of  25<t  a  share  for  the  year. 
DATA:  BRIDGE  INFORMATION  SYSTEMS  INC. 


mors  that  Britain's  Glaxo 
Holdings  was  pondering  a 
takeover  attempt.  Some  ana- 
lysts say  investors  are  over- 
reacting, given  Lilly's  weak 
development  pipeline.  Neither 
company  would  comment. 


KMART  AIMS  FOR 
A  REALLY  BIG  SALE 


It  really  listened  to  its  share- 
holders. On  Aug.  17,  two 
months  after  investors  voted 
down  Kmart  management's 
restructuring  scheme,  the 
troubled  retailer  offered  Plan 
B.  This  one  calls  for  spinning 
off  majority  interests  in  three 
specialty  retailers,  raising 
funds  to  be  plowed  back  into 
core  discount  stores.  First  on 
the  block:  the  OfficeMax  of- 
fice-supply chain,  to  be  fol- 
lowed by  Sports  Authority 
and  Borders/Walden  book- 
stores. Investors  indicated 
support  for  the  new  strategy. 


AT  UHITED,  STAFF  IS 
UP— BUT  PAY  IS  DOWH 


Employee  ownership  at 
United  Airlines  is  bring- 
ing an  unexpected  boon:  more 
jobs.  The  airline  will  hire 
1,700  new  workers— many  of 
them  for  its  new  discount  op- 
eration, United  Shuttle,  whose 
West  Coast  takeoff  is  set  for 
Oct.  1.  While  the  move  runs 
counter  to  United's  stringent 
cost-cutting  campaign,  the  air- 
line can't  afford  to  lose  reve- 
nue from  staff  shortages,  says 
new  Chairman  Gerald  Green- 
wald.  The  catch:  Newly  hired 
pilots  and  mechanics  will 
earn,  on  average,  15%  less 
than  they  would  have  gotten 
before  the  employee  buyout 
was  approved  on  July  12. 


TV-LICEHSE  BUYERS 
STIFF  THE  KC 


Just  weeks  after  conduct- 
ing its  first-ever  auction  of 
the  airwaves,  the  Federal 
Communications  Commission 
says  many  of  the  winners  of 
interactive-TV  licenses  are 


THE  WOODSTOCK  GEHERATIOH— OF  REVEHU 


Call  it  a  Nineties  thing:  The 
commercialism  that  went 
into  Woodstock  '94  was  as 
naked  and  unapologetic  as 
some  attendees.  So  just 
how  many  bucks  did 
"Three  More 
Days"  of  love 
and  music 
spin  for  its 
backers? 
PolyGram  Di- 
versified Enter- 
tainment esti- 
mates that  the 
big  gig  cost  $30 
million  to  produce, 
plus  some  hefty  consid- 
eration for  the  musical  talent. 
Ticket  sales  certainly  didn't 
pay  those  bills:  Only  190,000 
of  the  $135  passes  were  sold— 
and  the  host  town  of  Sauger- 
ties,  N.Y.,  got  4%  of  the  take. 
Fewer  than  250,000  cable  cus- 
tomers, moreover,  plunked 


IS  f 

111 


down  $50  to  dig  the  conc< 
in  the  mud-free  confines 
their  own  homes. 

But  corporate  sponsorsh*| 
and  fees  for  on-site  fo" 
and  souvenir  franchises 
brought  in  mil 
lions. 


Offic 
$25  Woe 
stock  T-shii 
sold  out.  A 
there  are 
profits  to  be  h; 
Look  for  a  conc( 
CD  by  October,  a  n: 
sic  video  by  yearend, 
maybe  a  film  down  the  ro£ 
says  PolyGram.  "Everyone 
very  optimistic  that  this  w 
a  money-making  event,"  sa 
a  spokeswoman.  Peace,  \o^ 
and  tie-ins,  man. 

By  Julie  Tilsr, 


UHNC 


coming  up  short.  Thirty  of  the 
178  companies  that  were  high 
bidders  failed  to  make  their 
downpayments.  As  a  result, 
the  FCC  says  it  expects  to  pull 
in  only  $159  million— just  60% 
of  the  $215  million  it  had 
counted  on  the  auction  to 
yield.  The  FCC's  deadbeats  will 
lose  their  licenses  and  pay 
penalties. 


A  HEW  BROOM 
AT  THE  TREASURY? 


Call  him  the  un-Altman. 
Low-key  and  apolitical, 
former  San  Francisco  banker 
Frank  Newman  has  been 
tapped  to  replace  Deputy 
Ti'easury  Secretary  Roger 
Altman,  who  resigned  on 
Aug.  17— a  casualty  of  White- 
water. For  the  past  18 
months,  Newman,  52,  has 
been  toiling  away  in  his  non- 
flashy  job  as  Ti'easury  Under 
Secretary  for  Domestic  Fi- 
nance, dealing  with  public- 
debt  management  and  bank- 
ing policy. 

Unlike  Friend-of-Bill  Alt- 


man,  Newman  has  no  pers(  ^ 
al  ties  to  President  Clint 
and  no  evident  ambition 
succeed  Treasury  Secreta 
Lloyd  Bentsen.  His  main  tas 
helping  manage  the  depa: 
ment,  something  Altm 
rarely  did.  Newman's  ele\  J 
tion  could  mean  headaches  1 , 
the  financial  services  indi 
try.  He  wants  to  extend  t 
community-investment  i 
quirements  on  banks  to  ins 
ance  companies  and  mutilfi 
funds.  Small  banks  also  fe 
he  may  push  to  ease  restr 
tions  on  nationwide  bankini 


ETCETERA... 


►  Hasbro  will  consolidate 
toy  operations,  laying  off  7 
and  taking  a  $10  million  hil 

►  Let  the  computer  pri 
wars  begin.  Compaq  slash 
prices  on  PCs  by  up  to  22% 

►  Thinking  Machines,  adm 
ting  it  has  no  white  knigl 
filed  for  bankruptcy. 

►  It's  official:  Anheuser-Bus 
wins  sole  beer  ad  rights  i 
the  1996  Summer  Olympics 
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F  FIDEL  OPENS  THE  GATES, 
LINTON  COULD  GET  TRAMPLED 


A  fter  six  days  at  sea  in  early  August  with  18  other 
JL  Cubans,  Ramon  Alexis  Suarez  is  thankful  to  have 
nl^made  it  to  the  U.  S.  But  the  42-year-old  refugee  wor- 
;  about  his  compatriots  still  trapped  on  Fidel  Castro's  island, 
they  can  steal  a  boat,"  he  says,  "they  will  come."  That 
spect  may  warm  Suarez'  heart,  but  it's  giving  the  Clinton 
ministration  heartburn. 

■"or  good  reason.  Immigi'ation,  a  hot-button  political  issue  of 

'90s,  could  well  determine  the  outcome  of  races  in  voter- 
1  states  such  as  California,  Texas,  and  Florida.  Packed 
cols,  overburdened  public  services, 
1  long  unemployment  lines  have 
.rred  deep  public  resentment,  new 
nands  to  curb  benefits  for  ahens, 
I  calls  to  yank  the  welcome  mat. 
3  political  climate  is  especially 
acherous  for  President  Clinton  and 
mocrats  in  Florida,  where  anti-im- 
rrant  sentiment  has  been  sparked 
an  influx  of  Haitians.  Indeed,  a  de- 
i  to  stem  the  flow  of  refugees  is 
lind  talk  of  a  U.  S.  invasion  of  Haiti. 
|«ADINO  UGHfLY.  Now  the  situation  in 

Sunshine  State  may  explode.  Cas- 
,  desperate  to  export  his  problems,  is  threatening  to  trigger 
lass  exodus  at  a  time  when  even  Cuban-Americans  have 
I  their  fill  of  refugees.  Worse,  a  new  tide  of  Cubans  would 
lerscore  the  glaring  inconsistencies  in  U.  S.  immigration  pol- 
:  Legally  obliged  to  accept  all  Cuban  immigrants,  Clinton 

been  turning  away  fleeing  Haitians,  a  double  standard  that 
Id  undermine  his  support  among  black  Americans. 
Che  last  thing  Clinton  and  Florida  Governor  Lawton  Chiles 
(d  is  another  flood  of  Cubans  like  the  125,000  who  came  to 
■rida  in  the  Mariel  boat  lift  in  1980.  "That  would  probably 

Chiles's  prospects  for  reelection,"  says  Miami  pollster 
bert  Joffee.  If  Democrat  Chiles  goes,  Clinton,  who  lost 
irida  in  '92,  can  kiss  good-bye  his  dream  of  capturing  the 


HAITIANS  AT  GUANTANAMO:  DOUBLE  STANDARD? 


state's  25  electoral  votes,  a  key  part  of  his  reelection  strategy. 

Already  this  year,  6,200  Cubans  have  come  to  Florida, 
nearly  double  the  1993  total.  But  Clinton  knows  he  must 
stem  the  flow  carefully.  The  law  allows  Cubans  who  arrive  on 
U.  S.  shores  to  stay.  Repatriating  refugees  would  inflame  the 
exile  community,  a  GOP  stronghold  that  Clinton  has  been  as- 
siduously wooing.  So  the  Administration  is  admitting  Cubans 
who  make  it  to  the  U.  S.  but  is  trying  to  make  it  harder  for 
them  to  get  here.  Coast  Guard  patrols  are  seizing  boats  and 
detaining  people  suspected  of  trying  to  smuggle  in  Cubans. 

CONTINGENCIES.  For  now,  Cuban-Amer- 
icans support  that  policy;  they  hope 
that  keeping  dissidents  in  Cuba  will 
stir  up  the  political  pot  and  hasten 
Castro's  demise.  But  sentiment  could 
shift  if  Castro  throws  open  the  gates 
or  if  political  turmoil  erupts.  The  Coast 
Guard  couldn't  stop  every  boat  speed- 
ing toward  Cuba  to  pick  up  relatives. 
Contingency  plans  call  for  dispersing 
refugees  to  other  states— hardly  a  pop- 
ular solution.  And  there  would  be  no 
way  to  stop  them  from  migrating  back 
to  Florida  to  be  near  their  families. 
Clinton,  whose  vacillating  foreign  policy  stewardship  al- 
ready invites  unflattering  comparisons  to  Jimmy  Carter,  could 
avoid  such  a  dismal  scenario  by  building  bridges  to  Havana. 
Commercial  and  political  ties  would  bolster  the  island's  econ- 
omy, foster  reform,  and  encourage  Cubans  to  stay  put.  "The 
cold  war  is  over,  and  there  are  lots  of  countries  less  demo- 
cratic than  Cuba  that  we  deal  with,"  notes  Wayne  Smith  of  the 
Center  for  International  Policy. 

Don't  expect  better  U.  S.-Cuban  relations  soon,  though.  Any 
move  to  ease  the  embargo  on  Cuba  would  enrage  Cuban-Amer- 
icans. As  with  Haiti,  Clinton  appears  more  than  willing  to  trade 
long-term  foreign-policy  objectives  for  short-nm  political  gains. 

By  Amy  Borrus,  with  Gail  DeGeorge  in  Miami 


>PITALWRAPUPI 


^lE  WHITE  HOUSE 


Phe  Whitewater  affair  is  a  political 
I  plus  for  one  senior  Clintonite:  new 
'hite  House  Chief  of  Staff  Leon  E. 
anetta.  Cocky  Presidential  aides,  chas- 
:ned  by  their  recent  grilling  at  con- 
'essional  hearings,  aren't  resisting 
anetta's  management  changes,  say  in- 
ders.  George  R.  Stephanopoulos,  Clin- 
•n's  inseparable  aide,  now  reports  to 
16  staft'  chief,  as  does  Panetta's  prede- 
;ssor,  Thomas  F.  "Mack"  McLarty  III. 
e  is  spending  his  time  working  with 
asiness  executives  and  Congress, 
ounselor-without-portfolio  Bruce  R. 
indsey  is  expected  to  leave  next  year 
>  help  run  CHnton's  reelection  cam- 


paign. Aides  get  less  face  time  with 
Clinton,  and  reporters  have  less  time 
to  ask  questions  at  photo  ops. 

TRADE  

The  U.  S.  Trade  Representative's  Of- 
fice seems  certain  to  name  Japan  as 
an  offender  nation  on  Sept.  30  under 
the  so-called  Super  301  law,  which  tar- 
gets countries  for  trade  retaliation.  De- 
spite opposition  from  his  economic  ad- 
visers, President  Clinton  backs  the 
bellicose  move  as  a  "mega-event"  need- 
ed to  jolt  U.  S. -Japan  trade  talks  back 
to  life.  But  the  action  would  be  largely 
symbolic.  Sanctions  could  be  delayed  at 
least  a  year,  giving  trade  negotiators 
time  to  cut  a  deal. 


POSTAL  SERVICE 


I  ow  long  will  Postmaster  General 
I  Marvin  T.  Runyon  hang  on  to  his 
job?  Not  long,  if  his  support  on  the 
Postal  Board  of  Governors  keeps  erod- 
ing due  to  unhappiness  with  Runyon's 
performance.  Robert  Setrakian,  a  Rea- 
gan appointee,  had  been  alone  among 
the  eight  board  members  in  seeking 
Runyon's  ouster.  Now,  Setrakian  has 
an  ally.  Clinton  appointee  Einar  V. 
Dyhrkopp  says  he  will  vote  to  dump 
Runyon  at  the  board's  Aug.  29  meet- 
ing. The  other  governors  are  likely  to 
keep  him— but  on  a  short  leash.  Dyhr- 
kopp says  he  would  be  surprised  if 
Runyon  stays  beyond  yearend. 


IINGTON  OUTLOOK 
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nternational  Business 


EUROPE  I 


A  RECOVERY  THAT'S 
ALMOST  SCARY 


With  growth  so  strong  in  Europe,  many  wonder:  Can  it  last? 


obody  expected  Europe's  econo- 
mies to  languish  forever.  But  af- 
ter the  worst  recession  in  40 
years,  nobody  expected  them  to  rebound 
cjuite  this  high  this  fast,  either.  Tlie  sec- 
ond-quarter growth  and  profit  numbers 
tell  a  story  of  surprising  vigor,  with  un- 
employment forecasts  creeping  down 
and  corporate  earnings  estimates  creep- 
ing up  all  across  the  Continent.  News 
this  good  is  bound  to  make  people  won- 
der: Can  it  last? 


In  Europe's  largest  economy,  policy- 
makers are  confident  that  the  recession 
is  history.  German  Economics  Minister 
Giinter  Rexrodt  is  forecasting  2%  to 
2.5%  real  growth  this  year,  double  what 
the  government  expected  as  late  as  Jan- 
uary. For  once  the  bullish  expectations 
are  more  than  politi- 
PARis  BUILDING:  eal  cant:  Goldman, 
rRAN«AR"up"'''  Sachs  &  Co.  ecouo- 
MORE  THAN  20%  IN  "ust  Joachim  Fels, 
THE  FIRST  HALF         1  lased  in  Frankfurt, 


EUROPE'S 
ECONOMY 
SHOWS 
MUSCLE 


GERMANY  Government  expects  2.5%  growth  this  year,  double  its  January 
forecast,  with  eastern  Germany  growing  by  double  digits.  Latest  machine- 
tool  export  orders  zoom  44%. 

FRANCE  Housing  starts  soar  23%  in  the  first  half.  Analysts  forecast  business 
investment  will  soon  resume  after  two  down  years. 

BRITAIN  Second-quarter  economic  growth  hits  3.3%,  up  from  2%  a  year 
ago.  Exports,  investment,  and  retail  sales  all  growing. 

ITALY  Industrial  production  runs  5.3%  over  last  year,  with  a  28%  rise  in  au- 
tos  pacing  double-digit  gains  in  metal  products  and  leather  goods. 

DATA  GOVERNMENT  STATISTICS,  SALOMON  BROTHERS  INC ,  ING  BANK 


figures  German  gross  domestic  produilj  - 
gi-ew  at  an  annual  rate  of  6%  in  the  seljjj^''}* 
ond  ciuai'ter,  triple  the  first-ciuarter  ratij ' 
Initially  primed  by  exports  to  the  U.  Sjl-  ''^ 
Asia,  and  Latin  America,  Germany's  rll'^'' 
covery  has  broadened  as  lower  moiy^ 
gage  rates  and  tax  breaks  stimulat^'* 
construction.  Germany's  strength  shoulff''^'- 
have  a  spillover  effect  in  neighboriiw*'''^ 
economies— some  of  which  have  bee«»^ 
overdependent  on  government  pumj'-''*' 
priming— and  a  stronger  Europe  is  likl-"^' 
ly  to  give  U.  S.  coi-porate  profits  a  se\y'' 
ond  wind.  j.;'*' 
But  heady  growth  rates  make  the  ii^* 
flation  bears  stand  up  snarling,  and  su 
enough,  interest-rate  increases  are 
ready  being  discussed  in  Britain.  Wol 
ried  central  bankers  are  not  the  onl 
potential  threats  to  a  long-tei-m  Europ| 
an  l)Oom.  The  drooping  dollar  is  bitir 
into  profit  margins  on  exports  outsicf 
Europe.  German  consumers,  who  ar 
already  spending  their  savings,  fadf'^'^i 
steeper  income  taxes  next  year.  Anfef' 
political  uncertainties  loom  in  all  th 
major  economies. 
EXPORT  BOOM.  If  you  just  g 
i)y  the  numbers,  though,  tte. 
good  times  do  seem  to  be  rollHs 
ing.  Germany's  growth  spuiSfflill 
has  already  enabled  it  to  haii^fit 
rising  unemployment.  Off icia.  i!i?er 
at  Insee,  France's  governmerjsaess 
statistics  office,  recently  doij'.ecoii 
bled  their  forecasts  for  FrencfesFi 
GDP  growth  to  2%  for  this  yeas  5*  n 
Italy's  recovery,  say  Turin  Unp  in  li 
versify  economists,  will  creatlllWKl 
200,000  new  jobs  in  1994  in  ai|fw 
tos  and  machinery,  which 
short  on  manjiower  after  rece.j 
sionary  jol)  cuts,  and  in  the  te: 
tile  and  clothing  sector,  whi 
is  riding  the  coattails  of  the  e:| 
{)ort  boom. 

Signs  of  quickening  growt  I 
are  myriad.  Construction  sit€|ltal\' 
in  France  are  humming,  wit 
tax  incentives  driving  f irst-ha  |ioki;i!; 
housing  starts  up  more  tha 
20%  from  a  year  ago.  Germa 
machine-tool  and  machiner 
makers  have  booked  over  40' 
more  export  orders  this  sun 
mer  than  last.  Thanks  to  stron 
exports  and  l:)ooming  tourisnl 
Spain  is  adding  2,000  to  3,00 
new  jobs  a  day— in  July  it  ha 
the  sharpest  fall  in  its  unen 
ployment  rate  in  17  years. 

Business  leaders  are  amaze 
at  the  speed  of  Europe's  pici 
up.  "It's  ccming  up  faster  tha 
we  thought,"  says  Ford  Trei  % 
surer  David  N.  McCammor 
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I  Motor  Co.  now  expects  auto  sales 

II  overall  European  market  to  rise 
I  arly  6.5%  this  year,  to  13.3  million 
-..  Archrival  General  Motors  Corp.'s 
m  Opel  unit  is  ramping  up  produc- 

(if  its  small  Corsa  by  100  cars  a 
its  state-of-the-art  plant  in  Eise- 
I,  eastern  Germany,  to  fill  booming 
•rs.  Italy's  Fiat,  which  normally  clos- 
ilants  for  a  summer  furlough,  has 

I  producing  models  such  as  the  small 
to  at  full  tilt  through  August. 

risk  sales  are  doing  wonders  for  cor- 
ite  bottom  hues.  In  Britain,  already 
5  second  year  of  recovery,  overall 
its  soared  18%  in  the  first  half  of 
:.  Now,  a  slew  of  Continental  compa- 
from  KLM  Royal  Dutch  Airlines  to 
man  energy  outfit  Veba  are  joining 
trend.  And  U.  S.  companies  with  big 
Dpean  operations  are  getting  a  boost 
irofits,  now  harder  to  come  by  at 
18.  Machinery  maker  Caterpillar 
's  non-U.  S.  sales  rose  25%  in  the 
ind  quarter,  enabling  the  Peoria- 
-d  company  to  more  than  triple  earn- 
,  to  $240  million. 

ears  of  restructuring  are  finally  pay- 
off for  a  growing  number  of  compa- 
.  Dutch  giant  Philips  Electronics 
;ed  up  first-half  net  income  of  $374 
ion,  triple  that  of  the  year-ago  peri- 
Ford's  European  operations  turned  in 

II  million  in  second-quarter  profits, 
a  $66  million  loss  last  year.  The 
Tiger  balance  sheets  bode  well  for 
iness  spending.  Salomon  Brothers 

economist  Jean-Frangois  Mercier 
res  French  business  investment  will 
5%)  next  year,  following  declines  of 
0  in  1993  and  around  1%  this  year. 
LLMAKING.  Another  symptom  of  high- 
gi-owth  is  renewed  activity  in  mer- 
-5  and  acquisitions.  Philips  and  An- 
Dutch  publisher  Reed  Elsevier  PLC 
both  hunting  in  the  U.  S.  And  the 
ik  dollar  has  not  prevented  U.  S. 
iipanies  from  getting  in  on  the  ac- 
.  Boston-based  venture  capitalist  Ad- 
t  International  is  scouring  Germany 
Italy  with  $600  million  ready  to  in- 
Now,  Rockwell  International  Corp. 
)oking  to  buy  the  $225  million  semi- 
iuctor  business  of  Britain's  GEC  Pies- 
Semiconductors  Ltd.  to  supply  chips 
its  growing  automotive  and  avion- 
business  in  Europe, 
lost  Europeans  want  to  believe  this 
laround  has  staying  power.  "It  would 
3  a  real  financial  cataclysm  to  halt 
economic  revival,"  says  Albert  Mer- 
chief  economist  at  Fi-ench  glassmak- 
Saint-Gobain.  Actually,  all  it  might 
9  is  a  case  of  inflation  jitters.  But 
now,  that  seems  as  distant  as  last 
r's  recession. 

ty  John  Templeman  in  Bonn,  icith  Gail 
rumdson  in  Paris,  Zachary  Schiller  in 
veland,  and  bureau  reports 


BECAUSE  OF  INDUSTRIAL 
GROWTH,  CHINA  NEEDS  TO 
ADD  THE  EQUIVALENT  OF 
TWO  NEW  NUCLEAR 
PLANTS  EACH  MONTH 


BEIJING'S 
BROWNOUT 


As  power  projects  hit  a  bottleneck,  foreign  money  may  walk 


A year  ago,  China  looked  like  the 
El  Dorado  of  the  global  power- 
supply  industry.  Goldman  Sachs, 
American  Insurance  Group,  and  c;e  Cap- 
ital were  raising  billions  to  finance  its 
demand  for  electricity.  Meanwhile,  devel- 
opers scrambled  fi'om  one  power-starved 
province  to  another  signing  huge  deals. 
Hong  Kong  billionaire  Gordon  Y.  S.  Wu 
alone  snared  agreements  for  a  dozen 
major  projects. 

That  euphoria  has  faded.  In  early  Au- 
gust, Wall  Street  greeted  a  public  listing 
by  Shandong  Huaneng  Power  Develop- 
ment, a  collection  of  existing  power 
plants,  with  a  shrug.  Back  in  China,  a 
squabble  over  how  much  foreigners 
should  earn  has  left  dozens  of  critical 
projects  in  limbo.  Even  Wu  is  threat- 
ening to  walk  away  from  a  $2.2  billion 
deal  because  officials  won't  allow  him 
to  make  at  least  an  18%  return  on  equi- 
ty. "They  still  look  at  foreign  invest- 
ment as  exploitation,"  fumes  Wu. 

It's  not  just  foreigners  who  are  viewed 


with  suspicion.  Central  planners  also  dis- 
trust the  provincial  officials  who  have 
signed  many  of  the  deals  with  foreigners. 
Beijing  wants  to  maintain  stable  electric- 
ity prices  and  control  inflation,  but  local 
governments  need  power  fast— and  are 
willing  to  pay  high  prices  to  get  it. 

Planners  have  picked  a  bad  time  to 
clog  the  electricity  pipeline.  Even  as 
ministries  hold  up  approval  of  more  than 
30  projects  to  l)uild  and  operate  major 
p6wer  plants,  China  believes  it  must 
add  up  to  15,000  megawatts  of  capacity 
annually  for  the  next  decade.  That's 
about  equal  to  two  new  conventional 
nuclear  plants  a  month. 

But  foreigners  may  not  stick  around. 
While  most  investors  seek  at  least  an 
18%  return  on  investments  in  Chinese 
power  plants,  Beijing  considers  12%  to 
15%  to  be  adequate.  Those  rates  have 
many  balking.  "Wlio  is  going  to  put  [his] 
money  into  a  plant  with  all  of  China's 
risks  for  a  15%  return?"  asks  one  West- 
ern banker.  U.  S.  power-plant  financing. 
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consider-ed  very  low-risk  compared  with 
China,  fetches  an  average  10%  return. 

Making  things  worse  is  the  political 
tug-of-war  between  provincial  officials 
and  Beijing  over  who  controls  the  levers 
of  the  economy.  Many  of  the  deals  on 
hold  were  arranged  by  local  govern- 
ments—sometimes against  the  wishes 
of  planners  in  Beijing.  "The  freewheel- 
ing provinces  can  be  thorns  in  the  side 
to  them,"  says  James  M.  Polachek,  sen- 
ior East  Asia  analyst  at  Baring  Secur- 
ities Inc. 

Moreover,  R-emier  Li  Peng, 
an  engineer  who  formerly  ran 
the  Power  Ministry,  takes  a 
strong  personal  interest  in 
the  industry.  Last  December, 
he  helped  pull  the  plug  on  a 
project  set  up  by  Goldman, 
Sachs  &  Co.,  which  had  ar- 
ranged to  buy  with  other  in- 
vestors a  30%  stake  in  a  new 
company  of  an  existing  power 
plant.  Concerned  that  Gold- 
man would  make  a  windfall 
return  of  at  least  25%,  an  an- 
gry Li  intervened  to  stop  the 
deal,  say  rival  investment 
bankers  in  Hong  Kong  and 
New  York. 

What's  more,  investing  in 
China  is  looking  riskier  than 
ever.  Fears  of  instability 
after  the  death  of  Deng  Xiao- 
ping, who  recently  turned  90, 
aren't  the  worst  of  it.  As  part 
of  the  country's  financial 
reforms,  Vice-Premier  Zhu 
Rongji  recently  ordered  the 
Bank  of  China  to  stop  provid- 
ing funds  or  guarantees  to 
power  projects  in  rich  coastal 
provinces,  on  grounds  that 
ample  private  capital  was 
available. 

More  worrisome  are  chang- 
es in  China's  foreign  currency 
system.  In  the  past,  cities 
used  foreign  exchange  holdings  to  ser- 
vice loans  and  pay  for  imported  equip- 
ment. They  even  billed  local  factories 
in  U.  S.  dollars.  In  April,  China's  cen- 
tral bank  regained  control  of  foreign  ex- 
change. Trouble  is,  local  companies  have 
long  had  problems  getting  foreign  ex- 
change when  they  need  it  fi-om  Beijing- 
controlled  banks.  So  Western  investors 
are  insisting  the  government  provide 
long-term  guarantees  that  utilities  will 
be  allotted  enough  foreign  exchange  to 
repay  their  debts.  So  far,  Beijing  has 
refused. 

COASTAL  CRUNCH.  But  the  most  fi'ustrat- 
ing  problem  is  the  bureaucratic  gridlock 
as  planners  debate  how  to  deal  with  for- 
eign investment.  For  now,  they  aren't  fo- 
cusing on  the  price  of  power  and  what 
types  of  fuel  the  plants  will  burn.  In- 


stead, "the  Chinese  are  obsessed  with 
the  rate  of  return,"  says  one  investment 
banker  in  New  York. 

The  brunt  of  Beijing's  obstructionism 
will  be  felt  in  the  booming  coastal  cities. 
A  joint  venture  between  General  Elec- 
tric Co.  and  Shanghai's  municipal  power 
bureau  to  build  a  400-Mw  oil-fired  plant 
has  been  waiting  10  months  for  Beijing's 
go-ahead.  "They  needed  the  power  this 
summer,"  says  Delbert  L.  Williamson, 
president  of  ge's  Industrial  &  Power 


CHINA'S  POWER  PLAN 


The  government 
wants  foreigners 
to  fund  power 
plants  across 

China,  but  policy  BEIJING^' 
paralysis  in  •  . 

Beijing  has  left 
many  Western 

and  Hong  Kong  * 
projects  in  limbo 
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Systems  unit  for  Asia.  "We  could  still 
get  it  commissioned  in  six  months  if  the 
paperwork  came  through  now." 

Not  that  coastal  cities  will  soon  be  left 
in  the  dark.  As  the  big  projects  remain 
}jaralyzed  in  Beijing,  small  plants,  tyi^ical- 
ly  with  a  capacity  of  25  or  50  Mw  and 
fired  by  imported  diesel  generators,  are 
Ijeing  built  at  a  furious  pace.  That's  be- 
cause Beijing's  approval  usually  isn't  re- 


"Who  is  going  to  put  their 
money  into  a  plant 
with  all  of  China's  risks 
for  a  15%  return?" 


quired  for  foreign  investments  under 
million.  Many  earn  returns  of  20% 
25%.  "We  must  be  financing  one  of  the 
a  month,"  says  Michael  G.  Thresh,  Hoj 
Kong-based  director  of  project  finar 
for  Standard  Chartered  Bank,  one  oj 
club  of  about  40  European  and  Asi| 
banks  that  dominate  financing  of  s: 
plants. 

LACKLUSTER.  Some  foreign  developers 
vise  concentrating  on  those  tiny  de; 
that  escape  Beijing's  scrutiny.  "The  b; 

ger  the  project,  the  bigger  tfi 
target  for  various  people  wi' 
in  China  who  can  kill  a  dea 
says  Shawn  Cumberland, 'i 
former  partner  of  Denvfl^^^^ 
based  Wing  Group.  He  reeei';"^j^^' 
ly  formed  a  Hong  Kong-bas  |_  ^ 
company,  ABC  Developmei  " 
to  line  up  U.  S.  partners  to  : 
cus    exclusively    on  sm. 
plants.  Meanwhile,  Wing  h 
been  waiting  about  18  mont 
for  Beijing's  go-ahead  on  a 
billion  project  in  Henan  pre 
ince  that  would  be  70%  own 
by  a  consortium  of  U.  S.  ut 
ities  and  developers. 

While  small  plants  m; 
meet  immediate  local  neec 
they're  regarded  as  expensi' 
and  wasteful  alternatives 
big  projects.  Despite 
Street's  lackluster  reception 
the  Shandong  Huaneng  Ustin™ 
a  handful  of  other  power  coi'r|™ 
panies  with  existing  plants  a' 
likely  to  go  ahead  with  d&i 
ings.  That  won't  be  enough 
pay  for  China's  huge  eneri^*^*.' 
needs,  though.  As  pressuil"' 
mounts,  some  developers  a';  ' 
betting  Beijing  will  accept  tl '™ 
foreigners'  terms.  | 

There  are  signs  the  Chine^"™ 
are  getting  the  message.  Tlp*'^' 
Coal  Ministry  is  negotiatii'*' 
with  a  U.  S.  consortium 
build  a  $900  million  coal-slurry  pipelii, 
that  would  grant  foreign  majority  cfflfiny 
trol— and  20%  rates  of  return.  Ultimau  — 
ly,  investors  believe  China  will  have  ^ 
grant  sweeter  rates  of  return  and  betfc  ^ 
operating  climates.  Beijing  is  movir  l"'''' 
"toward  returns  people  feel  they  neec  ''^ 
says  Thomas  W.  Widener,  director  * 
investment  banking  at  Merrill  Lynch. 

Until  then,  Gordon  Wu  is  looking  els^  *' 
where.  He  says  he's  focusing  on  su( 
power-starved  countries  as  Indonesi 
where  he  recently  signed  a  $1.8  billi(|r''-' 
power  project.  Wu  is  pursuing  an  ev(' 
bigger  deal  in  Pakistan.  Unless  the  ide 
logical  battles  end  soon  in  Beijing,  mo':  ' 
ey  once  earmarked  for  China  may 
to  places  less  suspicious  of  foreign  deviJi 
By  Pete  Engardio  in  Hong  Kong,  wi\ 
Bruce  Einhom  in  New  York  | 
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I AIGERIA  ABOUT  TO  BECOME 
HE  NEXT  IRAN? 


rhe  bitter  conflict  between  the  military  regime  and  Muslim 
militants  seems  to  be  pushing  Algeria  inexorably  toward 
an  Islamic  government.  That  is  a  big  concern  for  the 
(  and  its  Arab  allies.  Experts  think  an  Islamic  regime  in  Al- 
i;!  would  have  gi'eat  influence  on  Tunisia,  Egypt,  and  beyond, 
haps  threatening  the  promising  Arab-Israeli  peace  process. 
\n  Islamic  Algeria  or  a  civil  war  there  would  also  be  omi- 
is  for  Europe.  As  many  as  1  million  "boat  people"  and 
er  refugees  could  head  for  Fi-ance,  Italy,  and  Spain,  by  one 
imate.  Even  if  that  numl>er  is  exaggerated,  a  fundamental- 
revolution  just  across  the  Mediterranean  could  cause  a 
ve  of  xenophobia  in  Europe  and  strengthen  extremists 


■re. 

leading  off  such  disasters  has  become 
lajor  preoccupation  of  Western  diplo- 
ic. But  there's  deep  division  between 
•  IJ.  S.  and  ex-colonial  ruler  France 
'v  how  to  do  it.  The  French  back  Al- 
•ia's  military  government,  urging  it 
to  negotiate  with  Islamic  gi'oups  un- 
^  they  renounce  terrorism.  The  fun- 
nentalists'  killing  of  five  Frenchmen  in 
jeria  in  early  August  has  hardened 
;  French  line. 

Bin  TOK  yen.  In  France,  officials  have 
in  rounding  up  suspected  Algerian  mil- 
tits  and  closing  their  publications,  risking  a  terrorist  back- 
h.  France  is  also  pouring  $1.1  billion  a  year  in  aid  into  Alge- 
,  hoping  a  stronger  economy  will  defuse  unrest.  Paris 
ihes  its  allies  would  also  send  money— especially  Japan, 

;;eria's  second-largest  creditor.  "We're  fi'ustrated  that  others 
in't  help,"  says  a  French  government  official. 
Washington,  once  a  backer  of  the  Algerian  regime,  has 
itched  course.  Seeing  that  the  militants  may  win,  it  has 
ened  contacts  with  them  and  is  urging  negotiations.  "If 
jre  isn't  a  dialogue  that  draws  in  moderates,  there  will  be 
!ady  deterioration,"  says  a  White  House  policymaker. 


A  RALLY  BY  THE  ISLAMIC  SALVATION  FRONT 


Many  experts  concur.  "The  woi'ld  can  live  with  a  fundamen- 
talist Algeria,"  argues  Dirk  Vandewalle,  a  Mideast  scholar 
at  Dartmouth  College  who  says  Algeria's  Sunni  Moslem  lead- 
ers are  more  bourgeois  than  Iran's  Shiite  mullahs.  He  notes 
that  the  fundamentalist  Islamic  Salvation  Front  (FIS)  was 
about  to  democratically  win  power  in  1992  when  the  mili- 
tary stepped  in. 

Not  all  agi"ee.  There's  "no  such  thing  as  a  moderate  funda- 
mentalist," says  U.S.  Mideast  specialist  Daniel  Pipes,  who 
complains  that  Washington  is  fooli.shly  undermining  the  Al- 
gerians. Some  analysts  see  a  clash  of  economic  interests  be- 
hind the  Fi"anco-American  schism.  Algeria's  fundamentalists  re- 
sent French  cultural  influence  in  their 
country  and  would  undoubtedly  reduce 
business  ties.  The  French  suspect  that 
the  U.  S.  hopes  to  be  favored  with  valu- 
able oil-and-gas  exploration  rights  if  it 
builds  ties  to  future  rulers. 
FREE-MARKET  FOCUS.  An  Islamic  Algeria 
would  probably  l)e  firmly  free  market,  in 
reaction  to  34  years  of  inept  socialism. 
"Our  position  is  for  a  free-market  econo- 
my. We  are  in  favor  of  diversity,"  says 
Anwar  Haddam,  the  Fis  representative 
in  the  U.  S.  Western  oil  companies  that 
were  kicked  out  of  Algeria  in  the  1960s 
have  moved  back.  Saharan  oil  fields  still  operate  normally, 
guarded  by  troops. 

But  American  pragmatism  may  be  too  late  to  have  much 
impact.  As  time  passes  and  their  strength  grows,  fimdamental- 
ists  have  less  reason  to  negotiate.  They  control  most  of  the  Al- 
gerian countryside  at  night.  Government  killings  of  some 
5,000  opponents  and  many  jailings  haven't  stopped  them. 
Some  segments  of  the  army— Algeria's  perpetual  power  bro- 
ker—may be  switching  allegiance.  It  soon  may  be  tough  for 
any  outside  power  to  wield  much  influence. 

Bi/  Stewart  Toy  in  Paris,  with  Amy  Borrus  in  Washington 


LOBALWRAPUPI 


SRAEL  CLOSES  MARKET 


Isi-ael  expected  to  get  a  big  economic 
boost  from  its  peace  dividend  with 
le  FLO  and  Jordan.  But  it's  in  danger 
f  squandering  it  through  confusing 
conomic  policy.  On  Aug.  16,  Israel's 
opular  Finance  Minister,  Avraham 
hohat,  shocked  the  Israeli  financial 
onimunity  by  unveiling  plans  to  in- 
I'oduce  a  10%  capital-gains  tax  on 
lock  investments.  Both  he  and  Prime 
linister  Yitzhak  Rabin  had  recently 
uled  out  such  a  move.  The  new  tax, 
pparently  aimed  at  bringing  Israel  in 
,ne  with  Western  economies,  is  likely 
0  further  shake  investor  confidence 
a  the  once-booming  Tel  Aviv  Stock 


Exchange,  which  is  off  35%  from  its 
peak.  To  head  off  a  selling  spree,  Is- 
raeli authorities  ordered  the  market 
closed  for  two  days. 

Investor  dismay  was  fueled  by 
Shohat's  admission  that  inflation  for 
1994  would  be  14%— well  over  the  gov- 
ernment's target.  "Instead  of  a  peace 
dividend  in  Israel,  just  the  opposite  is 
happening,"  says  Daniel  Carasso,  re- 
search manager  at  investment  firm 
Furman  Selz  Inc. 

On  the  positive  side,  economic 
growth  is  forecast  at  a  respectable  5% 
next  year,  on  top  of  this  year's  5%. 
Shohat  is  also  pushing  some  $700  mil- 
lion in  tax  cuts  for  next  year.  Jacob  A. 
Frenkel,  the  energetic  central-bank 


governor,  wants  to  see  even  more  tax 
cuts.  With  tax  receipts  running  well 
over  government  projections,  he  may 
have  a  point. 

MEXICAN  ECONOMY  TURNS  UP 

With  the  presidential  election  im- 
minent, officials  are  trumpeting 
news  of  an  economic  recovery.  After 
three  quarters  of  shrinkage  or  slug- 
gish growth,  gross  national  product 
expanded  3.8%  in  the  second  quarter, 
compared  with  the  second  quarter  of 
1993,  says  the  Finance  Secretariat. 
Among  the  strong  sectors  were  con- 
struction, agriculture,  and  manufactur- 
ing. Heavy  preelection  social  and  in- 
fi'astructure  spending  boosted  gi'owth. 
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Sports  Business 


BASEBALL  I 


IF  YOU  BUILD  IT- 
IT  MAY  CRUMBLE 


Even  the  strike  may  not  help  Skylands'  Field  of  Shattered  Dreams 


ot  everyone  is  in  a  funk  over 
the  Major  League  Baseball 
strike.  Suddenly,  minor-league 
teams  are  getting  the  kind  of  attention 
usually  reserved  for  multimillion-dollar 
power  sluggers.  And  no  one  could  be 
more  pleased  than  Robert  A.  Hilliard. 
Talk  about  needing  a  hit. 

Like  the  Kevin  Costner  character  in 
Field  of  Dreams,  the  corporate  dropout- 
turned-entrepreneur  built  a  baseball  di- 
amond in  a  onetime  cornfield,  and  a 
team  did  come  to  play:  a  St. 
Louis  Cardinals'  farm  club 
that  was  drawing  l)ig  crowds 
even  before  the  strike. 

But  Hilliard's  diamonds- 
are-forever  dream  has  turned 
into  something  of  a  business 
nightmare.  Little  more  than 
two  weeks  before  the  June 
16  season  opener,  Hilliard's 
publicly  traded  Skylands 
Park  Management  Inc.  filed 
for  Chapter  11  bankruptcy. 
Fans  who  come  to  see  the 
Class  A  New  Jersey  Cardi- 
nals at  Skylands  Park  in  ru- 
ral Sussex  County,  N.  J.,  are 
often  amazed  to  see  building 
materials  strewn  about  the 
site,  portable  toilets,  and  un- 
finished luxury  boxes  board- 
ed up  with  plywood.  "Before 
you  walk  through  the  gates, 
it's  essentially  a  construction 
site,"  says  Robert  E.  Nies,  an  attorney 
with  Wolff  &  Samson,  which  represents 
Skylands. 

PSYCHIC  INCOME.  Milliard,  who  as  presi- 
dent of  Skylands  hasn't  drawn  a  salary 
this  year,  lacks  the  $2.3  million  he  needs 
to  put  the  finishing  touches  on  his 
dream.  The  -company,  with  debts  and  li- 
abilities of  $5  million,  has  lost  more  than 
$500,000  .since  its  inception.  Skylands 
stock,  traded  on  NASDAij's  small-cap  mar- 
ket, is  currently  at  $2.13  a  share,  down 
from  a  peak  of  $3.88  in  mid-February. 
Now,  Hilliard  is  hoping  to  coax  existing 
warrant  holders  into  dishing  out  $14.2 
million  for  more  stock  to  bail  Skylands 
out  of  bankruptcy. 

What  kind  of  investoi's  would  have 


the  stomach  for  such  a  risky  proposi- 
tion? Hilliard  and  his  colleagues  may  be 
hoping  that  baseball  diehards  will  look 
past  potential  monetary  rewards  for  the 
more  psychic  income  of  having  a  stake 
in  the  gi-eat  American  pastime.  "A  lot  of 
people  want  the  thrill  of  owning  a  base- 
ball team,"  says  Barry  J.  Gordon,  who 
heads  investor  groups  that  own  the  New 
Jersey  Cai-dinals  and  the  Class  AA  Alba- 
ny-Colonie  (N.Y.)  Yankees. 

Wishful  thinking  when  your  team  is 


l)ehind  in  the  ninth  with  two  outs  and  a 
pair  of  strikes?  Hilliard,  not  sui-prisingly, 
doesn't  think  so.  A  former  marketing 
executive  for  consultant  Booz,  Allen  & 
Hamilton  Inc.,  he  has  long  been  a  rabid 
baseball  fan.  When  the  chance  came  to 
have  his  own  team  in  early  1991,  he 
joined  a  gi'oup  of  investors  to  buy  the 
Hamilton  (Ont.)  Redbirds  for  $746,000. 

His  plan  was  to  move  the  team  to  a 
new  stadium  not  far  from  his  home  in 
Vernon,  N.  J.,  about  45  miles  northwest 
of  New  York  City.  The  sports  complex 
he  envi-sioned  would  provide  plenty  of 
entertainment  in  an  area  where  there 
was  virtually  none. 

Rather  than  get  entangled  in  the  pol- 
itics of  arranging  public  financing  for 


the  4,200-seat  complex,  he  chose  to  mal 
it  the  only  shareholder-owned  stadium 
the  minors,  raising  $5.7  million  in  a  pu 
lie  offering  in  September,  1993.  Hilliai 
also  lined  up  a  commitment  for  a  $3:- 
million  loan  from  a  consortium  of  bank)' 
Last  October,  Skylands  Park  bouglf 
28  acres  of  farmland  in  Frankford  Tow, 
ship  and  began  clearing  the  propert! 
An  exceptionally  bad  winter,  howeve 
caused  constiuction  delays  and  cost  ovd 
runs  that  led  the  banks  to  withdral 
their  loan  commitment.  Skylands  vi 
out  of  money,  and  by  early  April,  tL 
contractors  had  walked  off  the  job. 

To  save  his  season  opener,  Hilliai! 
sold  his  stake  in  the  team  and  lent  Sk; 
lands  $100,000  to  pay  for  constructic; 
work.  Two  other  principal  owners  of  til: 
team  sank  in  an  additional  $250,00' 
Skylands  Chairman  Fred  Voight  bo; 
rowed  $200,000  from  his  mother  ar 
stepfather.  But  the  cash  couldn't  kee 
Skylands  from  declaring  bankruptcy. 

WRONG  TURN.  Did  Hilliard: 
gung  ho  enthusiasm  get 
the  way  of  good  busine;; 
sense?  He  insists  not.  But  b 
concedes  that  he  had  reachfii 
a  preliminary  agreement  Iji 
raise  $4  million  from  stat| 
Economic  Development  Ai 
thority  bonds  when  he  toe 
the  company  public.  He  chos 
to  go  with  the  bank  loan  b 
cause  Skylands  wouldn't  ha\ 
to  pay  any  interest  chargi 
until  the  loan  was  drawt 
down.  In  retrospect,  Hilliai 
says,  it  was  the  wrong  dei 
sion.  The  bank  loan  had 
different  terms  attached  i 
it.  The  bonds  could  ha\| 
been  money  in  the  ban! 
"We've  had  some  problems! 
he  says.  "We've  made  son: 
mistakes." 

Hilliard  notes  that  the  Ca 
dinals'  average  draw  is  more  than  4,1( 
fans  a  game,  the  best  attendance  recor 
in  the  New  York-Penn  League,  and  th 
strike  is  filling  more  of  the  stands.  Thjj 
team,  moreover,  is  at  the  top  of  its  !• 
team  division.  And  to  generate  moi 
stadium  revenue,  Hilliard  is  also  bookir 
concerts  and  wrestling  matches,  as  we 
as  high  school  and  college  baseba 
games.  Hopeful  that  the  upcoming  sal 
of  warrants  will  be  successful,  attorne 
Nies  believes  Skylands  can  emerge  froi| 
bankruptcy  by  year  end. 

Maybe.  But  this  is  one  Field 
Dreams  that  will  have  to  hustle  for 
Hollywood  ending. 

By  Mm  A.  Byrne  in  Frankford  ToWi 
ship,  N.J. 


Tal 
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SPORTS  BUSI^ 


Two  Strategies  for  Client/Server 
implications  Development 

Both  in  One  Software.. -the  SAS  System 

Only  the  world's  leading  information  delivery  system  gives  you  two  proven  strategies  for  satisfying 
today's  client/ server  applications  development  needs: 

Empower  Your  User  Community 


The  SAS  System  offers  a  secure 
and  manageable  environment  for 
making  enterprise  data  available  on 
demand.  And  for  turning  that  data 
into  usefiil  business  information  for 
strategic  decision  making. 

Tlirough  an  intuitive,  dynamic, 
and  data-driven  interface,  even  novice 
business  users  can  handle  the  most 
sophisticated  requests  by  themselves: 
ad  hoc  queries,  reports,  business  graphs, 
forecasts,  analyses,  and  more.  By  making 
the  SAS  System  your  standard  for  end  user 
access  and  reporting,  you'll  empower  users 
to  satisfy  their  own  information  requests. 

Empower  Your  Applications  Developers 

With  more  self-reliant  end  users,  developers  are 
free  to  concentrate  on  implementing  client/ 
server  applications  critical  to  your  business. 
Here,  too,  the  SAS  System  satisfies  your  most 
demanding  requirements  by  supporting  an  iterative 
approach  to  rapid  applications  development.  Put 
strategic  business  systems  in  production  quickly... 
even  as  you  continue  to  develop  and  enhance  them. 
Object-oriented  tools  simplify  and  speed  development. 
And  support  for  multiple  client/server  models  (including 
distributing  application  logic  to  the  processor  best  equipped 
for  the  task)  provides  a  flexibility  unrivaled  by  "client  only" 
development  tools.  What's  more,  the  SAS  System's  portable 
architecture  means  applications  look  and  run  the  same  no 
matter  where  you  deploy  them,  desktop  to  data  center, 
preserving  your  applications  investment  over  the  long  haul. 

Take  a  Minute  Now  to  Take  Years  Off  Your  Development  Cycles 

With  the  SAS  System,  you'll  improve  business  processes 
rather  than  just  automating  them.  Users  become  more 
independent,  developers  more  productive,  and  applications 
more  valuable. ..today  and  tomorrow.  For  a  closer  look  at 
the  SAS  System — and  to  find  out  how  to  receive  these 
applications  development  tools  for  a  free  evaluation — just 
give  us  a  call  at  919-677-8200. 


SAS  Institute  Inc. 

Sales  and  Marketing  Division 

Phone919-677-«200  I  J  Fax  919-677-8123 


SAS  is  a  registered  trademark  of  SAS  Institute  Inc.  Copyright  (?)  1994  by  SAS  Institute  Inc. 


TJwres  omprobkm  with  most  luxury  performance 
seckim  that  luwe  poiverful  rocket  ship-Wie  engines: 
They  get  rocket  ship-like  fuel  efficiency. 
Wliich  is  why  we're  pleased  to  introduce  you 
to  the  new  1995  Nissan  Maxima  GXE  and  its 
absolutely  amazing  V6  engine. 

Ameizing  because  it  offers  both  30  more  stan- 
dard horsepower  and  10%  better  fuel  efficiency 
tlum  our  previous  Maxima:  Amazing  became  it 
can  scamper  from  0-60  quicker  than  a  Lexus  ES 
300,  an  Acura  Legend  LS,  and  a  Mercedes  C280.** 
Amazing  because  it  gets  up  to  21  mpg  in  the  city 
and  28  mpg  on  the  highway  -  the  same  miserly 
fuel  economy  as  a  far  less  powerful  four-cylinder 
Toyota  Camry.  And  its  amazing  because  the  new 
Maxima  has  a  starting  price  of  under  $20,000! 

Callus  at  1-800-538-8860  and  we'll  gladly 
tell  you  more  amazing  news.  Or,  better  yet,  take  it 
for  a  test  drive  at  your  nearest  Nissan  Dealer. 

And  see  Iww  tlie  new  Maxinm  eats  up  corners 
and  devours  straightaways  while  rarely  needing 
tostopforadrink. 

The  New  Nissan  Maxima 


NISSAIM 


It's  time  to  expect  more  from  a  can" 


s  (  (inducted  by  AMU  luing  1995  Maximn  C',1  F  „c  iQtu      ,  .  . 


DREAM 
TEAM 

JOHN  MERIWETHER'S  BRAIN  TRUST  MADE  BILLIONS 
AT  SALOMON.  CAN  THEY  DO  IT  ON  THEIR  OWN? 


Compared  with  the  frenetic  bull- 
pens  on  Wall  Street,  what  pass- 
es for  a  trading  floor  at  Long 
Term  Capital  Management  LP  is 
decidedly  serene.  Sailboats  glide  gently 
by  the  floor-to-ceiling  picture  window 
overlooking  Long  Island  Sound.  Half  a 
dozen  traders  in  golf  shirts  and  loafers 
sit  at  a  sleek,  semicircular  trading  desk 
ecjuipped  with  computers  and  chairs  for 
14.  Envision  the  trading  rooms  at  Mor- 
gan Stanley  or  Goldman  Sachs,  crowded 
with  bellowing  young  traders  in  Her- 
mes ties.  Then  forget  them.  Here  in 
Greenwich,  Conn.,  conversation  is  held  in 
civilized  tones.  Everyone  is  usually  sit- 
ting down. 

The  fi'enzied  activity  that  does  take 
place  at  Long  Term  Capital  is  inside  the 
minds  of  the  men  gathei'ed  around  the 
firm's  trading  desk.  Some  of  them  were 
trained  as  economists.  Others  are  ex- 
perts in  mathematics  and  computers. 
This  group,  which  is  being  closely 
watched  by  Wall  Street,  pioneei-ed  the 
art  of  computer-assisted  bond  trading: 
the  complex,  highly  intellectual  man-iage 
of  math,  finance  theory,  and  market 
smarts.  While  others  use  intuition  to 
try  to  outguess  the  Fed  or  react  to  the 
consumer  price  index,  these  guys  use 
computer-generated  models  to  predict 
tiny  but  enormously  lucrative  discrep- 
ancies in  bond  prices. 

They're  no  strangers  to  Wall  Street. 
On  the  contrary,  behind  the  firm's  prosa- 
ic name  and  its  unlikely  address  loom 
some  of  the  most  productive  bond  trad- 
ers ever  to  place  a  buy  order.  A  year 
ago,  most  walked  the  floors  of  Salomon 
Brothers  Inc.,  Wall  Street's  sawiest  trad- 
ing firm.  But  one  by  one  they  left,  gut- 


ting the  sovu'ce  of  Solly's  biggest  profits: 
its  legendary  bond  arbitrage  group. 

Now,  they've  reconvened  around  Long 
Term  Capital's  trading  desk.  Here  you'll 
find  Lawrence  E.  Hilibrand,  35,  the  re- 
clusive trader  whose  market  prowess 
earned  him  a  cool  $23  million  at  Salomon 
in  1990.  Next  to  him  is  41-year-old  Eric 
R.  Rosenfeld,  the  laid-back  former  Har- 
vard business  school  professor  who  was 
a  member  of  Salomon's  executive  com- 
mittee before  he  bolted.  Gregory  D. 
Hawkins,  41,  and  William  S.  Krasker, 
42,  both  former  Salomon  traders  and 
economics  PhDs  from  Massachusetts  In- 
stitute of  Technology,  sit  nearby.  They 
and  their  colleagues  raked  in  a  stagger- 
ing $3  billion  in  pretax  trading  profits  at 
Salomon  between  1990  and  1992. 
CULT-iiKE  DEVOTION.  They've  been  joined 
in  Greenwich  l>y  David  W.  Mullins  Jr., 
the  former  vice-chairman  of  the  Federal 
Reserve  Board.  Another  partner  is  for- 
mer Stanford  scholar  Myron  S.  Scholes, 
who  some  believe  will  win  the  Nobel 
Prize  in  economics  for  his  work  on  the 
pricing  of  options.  Harvard  B-school  pro- 
fessor Robert  Merton  rounds  out  the 
group.  He's  an  expert  on  derivatives 
and  financial  risk  management. 

The  obvious  Cjuestion  is  why  this  fi- 
nancial brain  trust  has  forsaken  Wall 
Sti-eet  and  Cambridge  for  a  leafy  Con- 
necticut suburb.  The  answer  lies  in  the 
presence  of  the  intent,  rather  ordinary- 
looking  fellow  sitting  at  the  desk's  far 
end.  John  W.  Meriwether,  the  47-year- 
old  former  vice-chairman  of  Salomon,  is 
an  unlikely  pied  piper.  But  he  enjoys 
devotion  from  this  band  of  intellectuals 
that  has  the  makings  of  a  cult. 

A  legendary  trader  in  his  own  right. 


DAVID  W.  MULLINS  Jr. 

Resident  expert  on  fmancial  crises. 
Former  vice-chairman  of  the  Federa 
serve  and  Assistant  Treasury  Secrel 
co-wrote  the  Brady  Report  on  the  c; 
of  '87.  PhD  in  finance  from  MIT.  Ag 


I 


RICHARD  F.  LEAHY 

Marketing  chief  and  point  man  on  i 
tions  with  Wall  Street  firms.  Former 
lomon  derivatives  and  mortgage-bac 
trader.  Partner  in  Irish  golf  course 
racehorses  with  Meriwether.  Age:  4( 
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COVER  S' 


(ENCE  E.  HiUBRAND 

ill  U.S.  and  European  bonds. 

i  Salomon's  arb  group  and  sat  on 
'  ■  committee.  At  27,  was 
;  managing  director.  Masters  in 

aics  from  MIT.  Age:  35 


JAMES  J.  McENTEE 

Old-fasliioned  short-term  bond  trader 
who  keeps  pulse  of  the  market.  A  for- 
mer bartender  who  sold  his  own  bond 
firm  for  a  bundle,  then  traveled  the 
world.  Nicknamed  "the  Sheik."  Age:  47 


MYRON  S.  SCHOLES 

Expert  on  gauging  risk.  Handles  rela- 
tions with  strategic  investors.  Stanford 
professor  who  co-authored  seminal 
Black/Scholes  theory  of  options  pricing. 
PhD  from  University  of  Chicago.  Age:  53 


.lAM  S.  KRASKER 

of  research  and  chief  model 

1 .  One  of  the  former  "arb  boys"  at 

viii.  Taught  at  Harvard  B-school 
niversity  of  Michigan  after  getting 

hi)  in  economics  from  MIT.  Age:  42 


GREGORY  D.  HAWKINS 

Trades  mortgage-backed  and  emerging- 
markets  securities.  Another  of  Solly's 
"arb  boys."  Helped  run  Clinton's 
Arkansas  attorney  general  campaign. 
PhD  from  MIT.  Age:  41 


ERIC  R.  ROSENFELD 

Trader  in  U.S.  bonds  and  Japanese 
warrants.  Salomon  arb  who  also  headed 
government  bonds.  Sat  on  Solly's 
executive  committee.  Co-founded  the 
precursor  of  Lotus  Development.  Age:  41 


SIORY 
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Meriwether  recruited  many  of  them  to 
Salomon  in  the  1980s  and  showed  them 
how  to  earn  milHons  by  applying  their 
brainpower  to  the  bond  market.  "They 
love  the  guy,"  says  Craig  Coates,  a  for- 
mer government-liond  trading  chief  at 
Salomon.  "They  worship  the  ground  he 
walks  on."  But  in  August,  1991,  Meri- 
wether resigned  from  Salomon  in  the 
Tr-easury-bond  bid-rigging  scandal  that 
claimed  Solly's  CEO,  John  H.  Gutfi'eund, 
and  president,  Thomas  W.  Strauss.  After- 
2'/,  years  and  $50,000,  he  settled  with 
the  Securities  &  Exchange  Commission 
and  was  largely  e.xonerated  (unlike  Gut- 
fi-eund  and  Strauss).  But  he  couldn't  rec- 
oncile with  Salomon's  new 
management  and,  much  to 
the  chagrin  of  his  patiently 
waiting  traders,  he  never  re- 
turned to  the  firm. 

Instead,  J.  M.,  as  Meri- 
wether's friends  call  him, 
has  gathered  his  dream 
team  to  help  orchesti-ate  the 
biggest  gamble  of  his  life. 
He  is  out  to  show  that  with 
only  11  partners,  $10  million 
worth  of  computers,  and 

AULD  LANG  SYNE 

David  Mullins  left  the 
Fed  to  join  Long  Term 
Capital  because  he 
wanted  to  work  with 
his  old  buddies  from 
MIT.  He  also  admired 
Meriwether's  ability 
to  corral  risk.  "Risk 
management  is  the  key 
to  success,"  he  says. 

$1.2.5  billion  in  capital,  he  can  earn  the 
same  remarkable  returns  that  his  group 
turned  out  at  Solly— a  firm  that  sup- 
ported them  with  a  $175  billion  balance 
sheet  and  resources  the  world  over. 
Clearly,  Salomon  Brothers  misses  him 
already:  So  far,  the  firm  has  lost  $371 
million  pretax  this  year  and  its  proprie- 
tary trading  profits  have  dwindled  (page 
61).  But  whether  Meriwether  can  with- 
stand the  ill  winds  blowing  through  the 
bond  markets  without  his  former  em- 
ployer's clout  is  a  wide-open  (juestion. 

In  a  series  of  interviews  with  BUSI- 
NES.S  WEEK,  Meriwether  denied  that  he 
harbors  any  bitterness  toward  Salomon. 
Indeed,  he  .still  trades  with  the  firm.  "I 
was  in  the  wrong  place  at  the  wrong 
time,"  he  says  plainly.  "If  you  are  in 


Alaska  and  you  look  to  the  right  and 
see  a  bear-  cub  and  look  to  the  left  and 
see  a  mother  bear,  that's  exactly  how  I 
felt.  There's  no  weapon  that  will  pre- 
vent you  from  going  down."  He  insists, 
however,  that  his  new  firm  can  succeed 
on  its  own.  "For  what  we  do,"  he  says, 
"this  organization  may  be  better." 

Long  Term  Capital  is  a  hedge  fimd:  it 
buys  long  and  sells  short  using  money 
raised  from  institutions  and  well-heeled 
private  investors  ($10  million  is  the  min- 
imum investment).  But  instead  of  mak- 
ing big  bets  on  sweeping  movements  in 
cuiTencies  and  foreign  bond  markets  like 
fund  operators  such  as  George  Soros 


and  Michael  Steinhardt,  Meriwether 
sticks  largely  to  a  computer-assisted 
bond  strategy  called  "convergence  trad- 
ing," which  plays  the  thin  spreads  that 
emerge  in  turbulent  times  between  the 
values  of  various  types  of  bonds. 

Other  traders  use  this  quantitative 
approach.  But  never  has  this  much  aca- 
demic talent  been  given  this  much  mon- 
ey to  bet  with.  Despite  an  unsettled 
bond  market,  big  losses  at  other  hedge 
funds,  and  Lf)ng  Term  Cai)itars  lofty  fee 
structure,  Meriwether  has  been  able  to 
trade  on  the  group's  outsize  reputation 
to  raise  $1.25  billion  from  investors,  ac- 
cording to  sources.  That  has  turned 
Long  Term  Capital  into  one  of  the 
world's  largest  hedge  funds  overnight, 
with  a  leveraged  balance  sheet  of  $15 
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billion.  James  E.  Cayne,  chief  execut: 
of  Bear,  Stearns  &  Co.,  is  one  individ 
investor  who  plunked  down  at  least  1 
$10  million  minimum  to  join  the  fi 
"There's  no  such  thing  as  'the  fee's 
high'  if  the  returns  justify  my  inve 
ing,"  Cayne  says. 

Sources  close  to  the  fund  say  tl 
Long  Term  Capital  has  posted  returns 
15%  since  Meriwether  launched  it 
February— despite  the  jaiTing  increase 
interest  rates.  As  the  name  sugges 
however,  long-term  results  are  wl 
counts.  If  Meriwether  can  earn  the  av 
age  30%  annual  returns  that  these  soi 
es  say  he  projects,  his  success  coi 
well  usher  in  a  new  comp 
er  age  on  Wall  Street, 
profits  would  also  ra#"'5"' 
anew  a  question  that  C( 
tinually  plagues  the  Stre 
Is  the  something-for-eve: 
one,  high-overhead  W 
Street  firm  really  just  an 
efficient  anachronism? 

Meriwether  will  miss  1 
security  of  Salomon's  de 
pool  of  capital,  not  to  m»  •jg 
tion  its  huge  staff  and  m 
keting  clout.  Even  as 
hedge  fund.  Long  Tei  ..i 
Capital  is  no  giant.  Me  ijly 
wether's  idea  is  to  coml 
the  size  problem  by  ere 
ing  a  "virtual"  trading  fir 
He  figures  intellect  a 
computer  trading  strateg 
comprise  his  most  imp( 
tant  proprietary  asSi 
What  other  services 
needs,  he  is  contracting  o 
Bear  Stearns,  for  instan- 
is  providing  securities  cle 
ing,  and  Merrill  Lynch 
Co.  has  helped  to  recr 
investors. 

GLOBAL  REACH.  Capital, 
deed,  is  his  biggest  nei 
Besides  the  money  from  institutions  a 
wealthy  investors  raised  by  Men-ill,  M 
iwether  is  striking  deals  with  "stratei 
investors"  worldwide,  according  tc 
prospectus  obtained  by  BUSINESS  WEI 
Mainly,  they  are  foreign  financial  insti 
tions  that  can  tap  into  Long  Term  Ca 
tal's  trading  expertise  in  return  for  an 
ing  up  an  average  $100  million  eai 
Those  firms  can  also  provide  local  exp 
tise  when  it  comes  to  foreign  inve 
ments  and  markets.  And  they  can  i 
connections  to  raise  cheap  local  capit 
"They  can  be  our  window,"  Meriwetl 
says.  "We  want  to  be  global,  and  : 
want  to  have  an  ability  to  employ  t. 
technology  in  any  country  in  the  worl 

So  far,  Julius  Baer  &  Co.,  a  prest  ^ 
ious  Swiss  bank,  Merrill  Lynch,  and  f( 
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low  TO  MAKE 
^275  MILLION  IN 
rHE  BOND  MARKET 

ie/ds  for  difierent  types  of  bonds 
ove  historical  re/ofionships  fo 
ach  other.  In  turbuler\t  times, 
lose  relationships  get  out  of 
'hack  as  some  bonds  become 
ndervalued  relative  to  others. 
^e^iwether's  traders  use  compu- 
;r5  and  economic  models  to  find 
nd  exploit  these  anomalies, 
lere's  an  example. 

j  THE  OPPORTUNITY  Historically, 
I  mortgage-backed  securities 
ieid  1.0%  above  Treasury  bonds 
ecouse  they  are  more  risky.  But  in 
late  1988,  Larry  Hili- 
brand  and  Greg  Haw- 
kins, then  Salomon 
,/  traders,  noticed  that 
because  of  worries 


about  the  mortgage  market, 
mortgage-backed  prices  had 
declined  relative  to  Treasuries, 
widening  the  spread  to  1.5%. 

2 THE  BET  That  eventually,  mort- 
gage-backeds  would  regain 
their  historical 
value  vs. 
Treasur- 
ies by  increasing  in  price,  reduc- 
ing the  spread  back  to  1.0%. 
Even  a  small  shrinkage  in  the 
spread  would  have  an  enor- 
mous impact  on  the  price  of  the 
mortgage-backeds. 

3 THE  STRATEGY  Buy  mortgage- 
backeds,  and  short-sell  Treas- 
uries as  a  hedge.  That 
way,  no  matter  what 
interest  rates  did,  Sal- 
omon would  earn 
more  interest  on  the 
higher-yielding  mort- 


gage securities  than  it  would 
have  to  pay  out  in  interest  on  the 
shorted  Treasuries.  And  when  the 
spread  narrowed  as  expected, 
the  value  of  the  mortgage- 
backeds  would  rise  more— or  fall 
less— than  that  of  the  Treasuries. 

4 THE  DANGERS  There  are  two. 
First,  if  the  market  for  mort- 
gage-backeds tanked,  the 
spread  would  widen  ^^^^/^ 
disastrously.  That 
would  be  highly  un- 
likely, but  not  impos- 
sible. Second,  if  interest  rates 
went  down  a  lot,  mortgage  hold- 
ers would  prepay  their  mort- 
gages, decreasing  the  value  of 
the  associated  securities. 

STHETAaiCS  Buy  $5  billion 
worth  of  mortgage-backeds 
yielding  10.5%.  Short-sell  $5  bil- 
lion worth  of  Treasuries  at  9%. 


To  hedge  against 
prepayments, 
buy  interest-rate 
options  costing  0.5% 
of  the  value  of  the  mortgage- 
backeds,  or  $25  million. 

6 THE  PAYOFF  Every  year  for 
three  years,  the  mortgage- 
backeds  earned  $75  million 
more  in  interest  than  Salomon 
had  to  pay  on  the  Treasuries. 
But  the  prepayment  hedge  cost 
$25  million.  Profit:  $150  mil- 
lion. When  the  spread  nar- 
rowed to  1.0%,  Salomon  cov- 
ered its  short  position  and  sold 
its  mortgage-backeds.  Each 
$1,000  bond  had  risen 
$25  more  than  Treas- 
uries, for  a  $125 
million  gain.  Total 
profit  for  the  trading  ' 
strategy:  $275  million. 


ers  have  signed  on.  Raymond  Baer,  a 
111  her  of  Julius  Baer's  management 
uiiittee,  says  access  to  Long  Term 
iital's  technology  was  too  good  to 
!S  up.  "It's  not  an  intellectual  ap- 
lach  that  has  to  prove  itself.  They've 
ually  done  it  already  [at  Salomon)," 
says. 

5till,  the  risks  are  enormous.  Meri- 
ther's  record  through  the  1990s  bene- 
d  from  a  fi-iendly  interest 
e  environment  that  has 
iporated.  Moreover,  Long 
Tn  Capital's  strategies  re- 
re  large  chunks  of  patient 
lital  to  pay  off.  Meri- 
ther's  traders  exploit 
all  movements  in  spreads 
t  often  take  years  to  de- 
op.  Even  with  a  happy 
>up  of  strategic  partners, 
ding  on  the  scale  this 
lup  has  been  used  to  will 
impossible.  "At  Salomon, 
1  just  do  as  much  as  you 
I  do  because  you're  Salo- 
n,"  says  Stephen  Modze- 
'ski,  the  former  research 
ector  for  Meriwether's 
)up  and  now  with  The 
itermark  Group  fund, 
lat's  harder  to  do  in  an 
estment  vehicle." 
DE  SWINGS.  Worse  yet, 
)fits  for  a  fund  like  this 
1  oscillate  drastically, 
irces  say  Long  Term  Cap- 
l  has  warned  investors  to 
pect  swings  as  high  as 
and  as  low  as  -20%  in  a 
en  year.  When  you  con- 
er  Michael  Steinhardt  this 


year  lost  $1  bilHon  over  the  course  of  a 
week,  you  can  see  how  volatile  these 
markets  can  be.  "There  are  times  when 
these  strategies  go  very  badly,  and  you 
have  to  take  the  heat  and  not  unwind  at 
the  wrong  time,"  says  former  Salomon 
trader  Coates.  "The  question  is,  will  cli- 
ents understand  that?" 

Managing  close  relationships  is  Meri- 
wether's strong  suit.  It  always  has 


been— despite  the  common  perception  of 
him  on  Wall  Street  as  a  swaggering, 
'80s-type  Master  of  the  Universe.  Since 
Meriwether  jealously  guards  his  privacy 
and  rarely  talks  about  his  trading  ac- 
tivity for  competitive  reasons,  the  one 
glimpse  most  people  have  of  him  is  the 
portrait  drawn  by  Michael  Lewis  in  his 
1989  book  Liar's  Poker.  There,  he  epito- 
mized Salomon's  macho  culture  as  he 
stared  down  his  former 
boss— John  Gutfreund— in  a 
$10  million  game  of  liar's 
poker  (a  betting  game  in- 
volving the  serial  number 
on  a  dollar  bill.) 

Meriwether  insists  the 
story  is  apocryphal.  More 
accurate  is  Lewis'  observa- 
tion that  "Meriwether  cast 
a  spell  over  the  young  trad- 
ers who  worked  for  him." 
Most  of  his  followers  are  at 
a  loss  to  explain  just  what 
his  charisma  consists  of.  But 

AT  THE  CREM^^^ 

As  Meriwether's  first 
recruit,  Eric  Rosenfeld 
helped  his  boss 
envision  the  new  firm 
and  set  up  the  new 
technology.  "We  rebuilt 
all  of  our  models  from 
scratch  after  we  left 
Salomon." 


R  STORY 
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/e  used  to  say  "Tomorrow  is  Taking  Shape  at  a 
5any  Called  TRW."  While  TRW  has  been  helping 
ipe  our  world,  we  have  also  been  working  hard  to 
Tiline  and  strengthen  our  company, 
'/e  have  set  a  course  that  aims  to  delight  our  three 
:onstituent  groups  -  customers,  shareholders,  and 
oyees-by  providing  each  with  superior  perfor- 
e.  The  facts  demonstrate  we  are  doing  just  that, 
everal  years  ago,  we  set  for  ourselves  some  tough 
tives.  We  are  meeting  those  objectives.  Today  we 
umber  one  in  our  key  markets.  We  are  the  world 
r  in  occupant  restraints,  in  steering  systems,  in  cer- 
lutomotive  electronics  markets,  in  advanced  space- 
technology,  in  defense  communications,  and  in 
amer  credit  information,  among  others.  We  are 
the  world  leader  in  complex  systems  integration, 
•ur  businesses  are  in  segments  of  industries  that  are 
owing  the  markets  themselves,  and  we  are  managing 
;rowth  for  profit.  Cost  structures  have  been  improved 
atically,  and  we  are  beginning  to  experience  the  ben- 
3f  our  strategic  investments  over  the  past  five  years, 
urther,  technology  leadership,  always  a  core 


TRW  strength,  is  now  helping  to  make  us  more  com- 
petitive in  all  of  our  businesses. 


TRW  BUSINESS  MIX 


5000 


■85  '87  •8<^  -yi  '93 

D  Information  D  Aerospace  H  Automotive 


TRW  aerospace  technology  is  contributing  to  the  rapid  growth 
of  TRW's  automotive  business. 

Management  is  also  stronger  Supporting  a  seasoned 
group  of  top  managers,  we  have  a  highly  qualified, 
energetic,  and  experienced  team  around  the  globe. 

What  are  our  priorities?  Delivering  on  our  commit- 
ments to  customers,  shareholders,  and  employees.  We 
are  positioned  for  sustainable,  significant  increases  in 
both  sales  and  earnings. 

We  are  doing  what  we  say  we  will  do,  and  we  will 
continue  to  deliver  on  our  promises. 

Automotive.  Aerospace.  Information.  Innovation. 


MMXWW 


I  TRW  Ahiuuil  Report,  write  TRW  Inc..  Dept.  F,  1900  Richmond  Rd..  Cleveland.  Ohio  44124-3760. 

c,  1 994  TRW  IS  the  name  and  mark  of  TRW  Inc  . 


it  seems  to  boil  down  to  this:  In  a  Wall 
Street  world  of  pretension  and  swag- 
ger, Meriwether  fiuietly  showed  his  band 
of  nerdy  intellectuals  that  intelligence 
still  carries  the  day.  He  believed  in  their 
abilities  and  taught  them  to  turn  their 
abstract  theories  into  piles  and  piles  of 
money.  "He  has  a  ti-emendous  belief  in 
mvesting  in  people  and  investing  himself 
in  training  others,"  Hilibrand  says. 

Meriwether  grew  up  on  the  South 
Side  of  Chicago  in  the  kind  of  extended 
Irish  family  where  four  cousins  lived 
across  the  alley,  and  it  seemed  as 
though  everyone  on  the  block  was  some- 
how related.  His  father  was  an  accoun- 
tant, and  his  mother  worked  for  the 


to  change  the  investment  landscape 
dramatically. 

In  a  move  that  was  unheard  of  at  the 
timie,  Meriwether  began  hiring  young,' 
gifted  academics  schooled  in  what  was 
then  arcane  financial  theory.  He  brought 
them  onto  the  trading  floor  and  taught 
them  about  the  markets.  Before  long, 
others  at  the  firm  were  complaining  that 
this  quirky,  secretive  group  was  tying 
up  the  research  department  mainframe 
for  24  hours  at  a  time.  But  the  quantita- 
tive approach  gave  Salomon  a  huge  leg 
up.  While  the  gi'oup  sometimes  lost  hun- 
dreds of  millions  in  a  quarter,  it  often 
accounted  for  as  much  as  90%  of  the 
firm's  profits  in  a  year. 


The  computers  capture  that  behavi 
and  allow  the  gi'oup  to  build  models  i)i 
help  them  predict  future  movemeL 
With  that  knowledge  they  can  accurat 
ly  play  the  spread  between  various 
curities.  It  boils  down  to  managing  riy 
"These  models  enable  us  to  pursufij 
large  position  without  a  severe  conc(| 
that  our  strategies  are  very  exposedj) 
interest  rates  or  yield-curve  change" 
says  Hilibrand.  ! 

As  an  example,  take  a  troublesoa 
characteristic  of  mortgage-backed  - 
curities:  When  interest  rates  drop  sii- 
stantially,  homeowners  often  prepay  t§ 
mortgages  underlying  a  bond.  T 
changes  the  bond's  economics  and 
duces  its  value.  The  trii 
is  to  figure  out  precis 
how  much  value  it  is  liki 
to  lose  so  that  if  you  h' 
that  bond  you  can  desigii 
trading  strategy  that 
eludes    the  approprijg 
hedges  (offsetting  trac^ 
that    act    as  insurarS 
against  losses).  If  you  hecj 
appropriately,  it's  harder 
lose  money  if  prepaymeii 

CRUNCHING  BITS 


Board  of  Education.  John  was  fascinated 
by  two  thing.'^:  golf  and  the  markets. 
At  age  12,  he  began  investing  the  mon- 
ey he  saved  from  caddying  at  nearby 
Flossmoor  Country  Club.  A  competitive 
golfer  in  high  school,  he  twice  won  the 
Chicago  Suburban  Catholic  League  golf 
tournament. 

Meriwether  went  on  to  Northwest- 
ern University  on  scholarship  and  did  a 
short  stint  as  a  Chicago  public  school 
teacher  before  getting  his  MBA  from  the 
University  of  Chicago.  In  1974,  at  age  26, 
he  landed  a  job  at  Salomon  and  packed 
up  for  New  York.  By  1977,  he  was  al- 
ready making  his  mark  as  a  crack  trad- 
er, and  he  was  allowed  to  establish  a 
small  bond-arbitrage  group  to  trade  the 
firm's  money.  By  the  early  1980s,  he  be- 
gan to  see  that  the  emerging  markets 
in  futures  and  options  were  beginning 


The  trouble  with  exi^laining  what  these 
PhDs  do  is  that  it  takes  a  PhD  to  under- 
stand it.  An  example  helps  (page  53), 
but  you  need  some  background.  Meri- 
wether's forte  is  a  sophisticated  form  of 
interest-rate  arbitrage  he  calls  conver- 
gence, or  "relative-value,"  trading.  In- 
stead of  a  simple  bet  on  whether  interest 
rates  are  headed  up  or  down,  his  grouj) 
uses  computers  to  identify  disparities  in 
the  yields  of  various  securities  whose 
values  fluctuate  in  relation  to  Treasury 
liills.  Usually,  those  relationships  are  sta- 
ble, but  in  turbulent  times,  they  can  be- 
come skewed.  That  creates  bargains. 
PRECISE  GUESSES.  The  computers  tell 
Meriwether's  traders  exactly  how  cheap 
those  bargains  are,  based  on  historical 
price  data.  How?  Under  different  cir- 
cumstances over  time— usually  swings 
in  interest  rates— bond  prices  fluctuate. 


"We're  not  just  a  fund  i 
We're  a  financial  tech-l 
nology  company,"  says  i 
Myron  Scholes  (right), 
who  is  focusing  his  bit 
and  bytes  on  valuing  ' 
options.  Bob  Merton's 
expertise  runs  to 
derivatives. 

occur.  And  that  allows  you  the  coi 
dence  to  take  a  bigger  bet.  Comput( 
provide  that  precision. 

Because  these  traders  bet  on  mini 
cule  movements  in  spreads,  they  have 
put  a  lot  of  money  on  a  position  to  ms 
any  substantial  profits.  Consequently 
things  go  wrong— and  often,  they  d 
hundreds  of  millions  in  losses  can  pile 
quickly.  Meriwether's  great  trust  in  ' 
team  to  take  those  risks  is  part  of  t 
reason  they  revere  him  so. 

It  doesn't  hurt  that  he  pays  them  1 
bonuses— even  by  Wall  Street  standar 
Indeed,  a  deal  he  cut  with  Gutfreund 
1989  to  pay  his  group  15%  of  their  pr 
its  caused  a  storm  of  protest  within  1 
firm,  insiders  say.  But  his  followers 
sist  that  Meriwether's  charisma  I 
more  to  do  with  the  respectful,  colleg 
atmosphere  he  creates  than  anythi 
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"The  Supra  easily  outgrips  the  Ferrari 
512  TR  and  the  Porsche  911  Turbo,  is 
more  stable  in  abrupt  maneuvers,  and 
digs  to  a  halt  with  near  identical 
determination." 

Road  &  Track/August,  199.J 

"The  Supra  Turbo  is  an  absolute  beast." 

Automobile  Magazine/April,  1993 

"The  brakes  are  magnificent— I've  never 
tried  better" 

Car  and  Driver/September,  1993 


"There  is  every  reason  to  believe  that  the 
Toyota  Supra  Turbo,  at  about  one-fifth 
the  financial  assault  of  a  Testarossa,  can 
match  the  legendary  Ferrari's  pace  on 
just  about  any  twisted  piece  of  asphalt. 
Ditto  the  $100K  Porsche." 

Road  &  Track/August,  1993 

"Supra  Turbo  is  the  MVP  (Most  Valuable 
Performer)  of  the  Automotive  Dream 
Team." 

Motor  Trend/August,  1993 


These  Are  The  Reviews. 
Imagine  The  Performance. 


"The  intercooled  sequential  twin-turbo 
version  is  the  real  adrenaline  pump. 
When  both  turbos  are  spooled  up, 
there's  320  hp  on  the  Supra's  tap." 

Popular  Mechanics/ March,  1993 

"The  ante  to  compete  in  the  world  s  order 
of  ultra-performance  cars  has  just  been 
raised.  The  Toyota  Supra  Turbo  is  the 
new  Top  Gun!" 

Motor  Trend/August,  1993 


"The  Supra  Turbo  does  what  few  other 
cars  in  history  have  been  able  to  accom- 
plish: Combine  exoticar  performance 
with  luxo-coupe  grace  and  deliver  it  all 
at  a  price  that  won't  cause  angina 
pectoris!" 

Motor  Trend/August,  1993 

"...could  be  history  m  the  making." 

Road  fv  Track/March,  1993 

"A  world  beater." 

Cat  and  Driver/September,  1993 


®  TOYOTA  Supra 

"/  /ove  what  you  da  for  me" 


The  1994 Toyota  Supra.  Its  Taken  Everything  Sports  Cars  Were  Before 


And  Crossed  The  Line. 

Call  1-800-GO-TOYOTA  for  a  brochure  and  location  of  your  nearest  dealer  Butkle  Up'  Do  it  lor  tliobe  who  love  you  ©1993  Toyota  Motor  Sales,  US  A  .  Inc 


YOU'RE  ALREADY  DOING  Fl 
THIS  JUST  LETS  YOU 


Its  Friday  again.  And  there  are 
still  things  on  your  plate  from 
Monday.  Seems  like  there's  more 
and  more  you  have  to  know  and 
always  a  bigger  range  of  jobs  you 
have  to  pull  together.  All  at  once. 

So  what  do  you  do? 

Well,  common  wisdom  has  a 
suggestion:  simplify. 

That's  where  the  Microsoft 
Office  comes  in.  The  basic  idea 
here  is  a  diverse  group  of  first-rate 
computer  programs  that  are  so 
similar  to  use,  so  intelligendy 
designed  and  so  neatly  interlinked, 
that  as  far  as  you  can  tell,  it's  all 
one  amazing  program.  That  does 
everything.  In  one  place. 

Simple  enough? 

It  means  you  can  stay  focused 


on  what  you  want  to  accomplish 
instead  of  hunting  for  ways  to  fit  all 
your  work  together  into  one  piece. 

Think  about  how  involved  it's 
been  up  till  now  to  send  a  person 
alized  letter  to  all  your  customers. 

Now  it's  a  Cakewalk. 

First  you  write  your  letter  in 
Word,  our  intuitive  word  proces- 
sor. Like  all  programs  in  the 
Microsoft  Office,  it's  recognized  as 
the  very  best  of  its  kind. 

Say  you  want  to  highlight  some 
point  in  your  letter  with  a  chart  that 
shows  what's  up,  business-wise. 
You  can  skate  effortlessly  between 
programs  into  the  spreadsheet, 
Microsoft  Excel,  make  that  chart 
and  drop  it  back  into  Word. 

Nothing  to  it. 


Then  you  open  your  list  of  ci  jan( 
tomers  in  A/licrosoft  Access*,  the  mi 
database  program.  You  can  instai  iiou 
ly  merge  the  addresses  into  your  it 


David  Ibsen 
Ib^en  Sights  &  Sounds 
2747  Elm  Court 
Ft.  Wortii.TX  76102 

Deal  Mr.  Ibsen: 

Last  yen  v,'as  our  biggest  ever  for  sy 
are  utilizing  alternative  synth  driven 
are  no  longer  the  whole  story. 


WHAT'S.  Driving  The  Synthesizer^^ 


So  the  question  is,  are  you  making  th  anst 
You  knov7  music  is  whe|e  you  make  ps 


It  doesn't  get  more 
automatic  than  this. 
The  word  processor  in 
the  Microsoft  Office 
lets  von  instantly  cre- 
ate all  kinds  of  great- 
looking  reports  and 
letters,  it  can  even  fix 
votir  typos  fust  as  fast 
as  you  make  tl)em. 


nil  Mippfiri  I*.  ni)  i.h.ir^c,  hii 


lal  uli  ph.i 


iipanv  charges  may  apply,  ©  |yy4  Mic 


on.  All  r.shli 


rcscrvi-d,  Mkroioh  Offkt  Profcssional.Mur 
Ouistde  [hf  U.S  and  Canada,  call  your  loc 


Our  spreadsheet  is 
the  easiest  way  to 
analyze  numbers  ana 
turn  them  into  com- 
pelling charts  and 
tables.  It's  so  insight- 
ful, it  actually  tracks 
your  work  and  offer: 
tips  on  how  to  do 
things  more  easily. 


ncludcs:  Microsoft  Excel.  Word,  the  PowcrHc 
oft  subsidiary  or  (20(.)  936  8661,  Microsoft,  t 


IFFERENT  THINGS  AT  ONCE. 
EM  ALL  IN  ONE  PLACE. 


i  .T  and  print  out  personal  copies 
;  (uir  favorite  clients.  All  ten  or 
[  t  housand  of  them. 
Work  this  good  calls  for  just  a 


idow  Help 


ad  instraments  in  yova  studio? 
,  youi  options  are  getting  a  lot 


Now  more  and  more  muacians 
d  sales,  while  still  dominant, 


little  showing  off.  So  you  simply 
move  into  PowerPoint,  the  presen- 
tation graphics  program,  and  turn 
your  thinking  into  some  persuasive 
slides  for  the  head  honcho. 

Won't  she  be  surprised. 

Along  the  way,  every  program 
has  been  following  your  work, 
making  everyday  tasks,  like  fixing 
common  typos,  automatic.  As  well 
as  guiding  you  through  complex 
jobs  so  they  re  a  lot  easier.  All 
thanks  to  what  we  call  IntelliSense " 
technology  Nobody  else  has  built- 
in  assistance  that's  nearly  this 
friendly,  this  extensive,  or  this  smart. 

If  you've  got  any  questioqs  or 
want  extra  help,  call  us  for  the  most 
useful  product  support  arourid. 
And  the  Microsoft  Office  islthe 


only  product  of  its  kind  that  has 
unlimited  no-charge  support! 

In  fact,  you  can't  get  this  kind 
of  overall  smooth  sailing  anywhere 
but  the  Microsoft  Office.  So  make 
a  mental  note  to  do  one  more 
thing  today.  Give  us  a  ring  at  (800) 
370-8957,  Dept.  3D3,  and  we'll 
send  you  our  Office  info  kit.  Then 
ask  around  or,  better  yet,  drop 
by  your  nearest  computer  store  and 
check  it  out.  They'll  probably  let 
you  play  with  it  right  there. 

And  by  the  next  time  Friday 
rolls  around,  the  Microsoft  Office 
could  put  you,  and  all  the  things 
you're  doing,  in  a  much  better  place. 


Mcrosoft-Office 


The  most  powerful 
and  flexible  way  to 
work  with  informa- 
tion is  right  here  in 
our  database.  So 
it's  simple  to  merge 
something  like  a 
mailing  list  directly 
into  your  letter 
Automatically. 


Want  to  turn  it  all 
into  beautifully  effec- 
tive slides?  A  simple 
click  mores  your 
datd  into  the  presen- 
tation graphics  pro- 
gram. And  it  helps 
you  organize  your 
thoughts,  design  lay- 
outs, even  rehearse. 


[he  Microsoft  Access  database  management  system  and  a  Mall  workstation  license  (server  and  software  must  be  acquired  separately).  For  information  only:  In  the  50  United  States,  call  (800)  370-8957,  Dept.  3D3.  In  Canada,  call  (800)  563  9048, 
c  Windows  logo  are  registered  rrademarks  and  IntelliSense  and  Windows  ate  trademarks  of  Microsoft  Corporation. 
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else.  He's  no  dictator.  He  encourages 
open  debate  on  trading  and  risk-man- 
agement strategies. 

He's  also  there  when  they  need  him. 
When  the  stock  market  crashed  in  1987, 
the  arb  gr-oup  saw  their  profits  for  the 
whole  year  wiped  out  in  two  days.  "I 
still  rememl)er  sitting  at  the  desk  and 
wondering  about  the  end  of  the  whole  fi- 
nancial system,"  says  Rosenfeld.  Meri- 
wether calmly  called  his  group  into  a 
meeting  and  "questioned  you  to  the 
10,000th  detail  about  your  positions," 
Rosenfeld  recalls.  It  took  most  of  the 
night,  but  the  boss  had  each  of  them 
cut  their  losses  and  build  new  positions. 
"rAlRLY  SHY."  Meriwether  is  gregari- 
ous with  his  friends  but  doesn't  like  be- 
ing drawn  into  the  open.  That  was  the 
most  painful  part  of  the  bond  scandal. 
"I'm  a  fairly  shy,  intro.spec- 
tive  person,"  he  says.  "But  I 
became  front-page  news." 
He  may  enjoy  the  power 
that  accrues  to  someone  as 
successful  as  he  is,  but  part 
of  what  attracts  people  to 
him  is  his  ordinary-guy  per- 
sonality. Until  he  married 
his  wife,  Mimi,  in  1981,  Mer- 
iwether lived  in  an  apart- 
ment on  Manhattan's  Upper 
East  Side  with  two  buddies 
for  roommates.  Every  day 
at  Salomon,  lunch  was  a  bo- 
logna-and-white-bread  sand- 
wich (without  mayo),  eaten 
at  his  desk. 

Meriwether  does  have  his 
extravagances.  Horses,  for 
one.  He  and  Mimi— a  former 
Olympic-level  equestrian— keep  several 
riding  horses  at  their  home  in  'West- 
chester County.  And  John  spends  plen- 
ty of  time  with  partners  and  friends  at 
Saratoga  and  Belmont,  where  he  boards 
several  racehorses.  Then  there's  golf. 
Despite  membershii)s  at  three  of  the 
U.  S.'s  t(mi('st  country  clubs— Winged 
Foot  and  Shinnecock  in  New  York  and 
Cypress  Point  near  Pebble  Beach,  Cal- 
if.—Meriwether  and  several  partners 
own  a  top  Irish  golf  I'esort  called  Water- 
ville.  Often,  he  jets  over  for  a  weekend 
on  the  links  with  old  friends  oi-  col- 
leagues from  Long  Term  Cai)ital. 

On  a  whim  during  one  such  trip  sever- 
al years  ago,  Meriwether  bought  all  12 
lobsters  on  display  at  a  restaur-ant  near- 
Waterville  and  set  up  a  race  on  a  table. 
He  taped  numt)ers  on  their  backs,  and  as 
his  friends  placed  bets,  Meriwether  called 
the  race  like  he  was  the  track  announcer. 
For  some  of  the  tweedy  intellectuals  in 
his  group,  all  the  sporting  activity  is 
something  new.  When  Meriwether  tried 
to  teach  Scholes  to  play  golf,  jokes 


James  Mclntee,  &  veteran  bond  trader 
who  likes  to  rib  his  academic  associates, 
"Myron  read  100  books  about  it  to  figiu'e 
out  the  physics  of  the  swing." 

Meriwether  recalls  with  a  shudder 
the  days  when  the  bond  scandal  unfold- 
ed. "It  was  surreal,"  he  says.  "The  world 
had  gone  crazy  from  one  day  to  the 
next."  In  April,  1991,  Paul  Mozer,  the 
head  of  the  government-bond  desk,  told 
Meriwether  that  he  had  submitted  a 
false  bid  in  the  Ti'easury  Dept.'s  auc- 
tion. Meriwether  told  Mozer  his  actions 
were  "career-threatening"  and  immedi- 
ately reported  the  transgression  to  Gut- 
freund  and  Strauss. 

The  matter  exploded  on  Aug.  10, 
when  Gerald  E.  Corrigan,  the  governor 
of  the  New  York  Federal  Reserve, 
forced  Gutfreund  and  Strauss  to  resign. 


SALOMON:  WITH  AND  WITHOUT  MERIWETHER 

Men'weffier  left  Salomon  Brothers  in  1991.  His  bond  arbitrage  group, 

which  produced  all  of  the  firm's  proprietary  income,  resigned  in  1 993. 

.5.  SALOMON  BROTHERS  PRETAX  EARNINGS 

■  PROPRIETARY  ■  CLIENT  TRADING  AND 
TRADING  ALL  OTHER  BUSINESSES 


I 


1 


BILLIONS  OF  DOLLARS 


DATA:  COMPANY  REPORTS 


FIRST  HALF  ENDED 
JUNE  30 


At  a  set  of  highly  emotional  meetings, 
Salomon  executives,  including  several 
Meriwether  loyalists,  fought  furiously 
over  whether  Meriwether  should  resign 
as  well. 

Insiders  say  Meriwether's  most  pow- 
erful supporter  was  Warren  E.  Buffett, 
the  billionaire  investor  who  stepped  in 
as  CEO.  But  Meriwether  had  plenty  of 
enemies  within  the  fii'm  who  resented 
his  ai'b  group  and  their  giant  bonuses. 
Others  thought  that  as  Mozer's  immedi- 
ate boss,  Meriwether  could  have  pre- 
vented the  scandal  by  firing  Mozer  in 
April.  At  11:30  the  next  evening,  Mer- 
iwether went  to  Buffett's  Manhattan 
ajiartment  and  said  he  was  resigning 
for  the  good  of  the  firm.  "He  didn't  be- 
lieve I  should  resign,"  Meriwether  in- 
sists. Buffett  didn't  I'eturn  phone  calls. 

Whether  Meriwether  would  return 
was  an  open  question  until  1993.  When 
he  didn't,  his  group  had  little  reason  to 
stay.  In  January,  1993,  Rosenfeld  quit, 
followed  by  Hawkins,  Scholes,  Krasker, 
Hilibrand,  Richard  F.  Leahy,  and  Victor 


•Tt 


BOB 

iritte 


J.  Haghani,  other  traders.  All  of  tl 
insist  they  hold  no  grudge.  "I  spent  n 
of  my  life  there,  and  I  can't  help 
look  back  and  say  thank  you,"  Meriw 
er  says. 

Sources  familiar  with  the  fund 
that  together,  J.M.  and  his  partnlietl 
have  invested  $149  million  of  their  ( 
money  in  Long  Term  Capital,  the  ma 
ity  of  their  net  worth.  And  over 
short  lifespan,  the  fund  appears  tofci^ 
prospering.  Its  15%  rate  of  return  si 
February  is  strong,  given  that  ev( 
one  from  Salomon  to  Soros  has 
battered  by  the  quick  rise  in  intei 
rates.  Meriwether  will  not  talk  ab 
his  curi'ent  positions,  but  the  sot 
says  market  volatility  has  produce 
number  of  mispricings  of  which  L 
Term  Capital  has  taken  advantage. 

The  trick  has  been 
betting  on  the  directior 
rates  but,  as  usual  for  M  fdep 
wether,  setting  up  he'  j] 
strategies  to  capture 
spread  in  yield  between 
ferent  securities  affected 
rates.  Long  Term  Cap  j 
has  been  long  on  mortg; 
backeds— which  have  b 
driven  down  by  intei 
rates  and  the  fear  that  n  j 
ket  leader  Kidder,  Peab 
&  Co.  will  dump  its  huge 
ventory.  And  they  are  si 
offsetting  securities.  T 
also  have  hedged  positi 
in  the  major  Eiu'opean  b 
markets  and  in  Japanese 
uity  warrants,  sources  s 
But  raising  the  rem 
ing  half  of  the  $2.5  billion  he  want 
still  a  problem.  Not  only  is  turmoi 
the  bond  market  spooking  potential  (j,, 
vestors,  but  Long  Term  Capital's  tei 
are  stiff.  Investors  must  lock  up  tl 
capital  for  three  years— an  unusual 
striction— and  Meriwether  is  charg 
a  2%  management  fee  (1%  is  the  noi 
Moreover,  L(jng  Term  Capital  will  k 
25%  of  its  profits,  compared  with  i  |, 
at  most  funds. 

Meriwether  is  undaunted.  He's  b 
ing  the  bushes  worldwide  for  nine  m 
strategic  investors,  with  special  emp 
sis  on  the  Far  East,  where  he  has 
to  find  a  partner.  He  also  just  hel 
training  course  in  London  for  20  fres 
hired  academics,  including  a  PhD  in 
trophysics  from  Cray  Research, 

"I  want  to  build  a  long-term  fr 
chise,"  says  Meriwether.  Without 
lomon,  that's  a  tall  order.  Independe 
has  its  risks,  but  J.M.  and  his  dr« 
team  are  betting  the  rewards  will  k 
lot  richer. 

By  LeaJi  Nathans  Spiro  in  New  1 
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THE  MAN  WHO'S  FILLING  MERIWETHER'S  LOAFERS  AT  SOLLY 


r here's  no  question  it  was  a  big 
blow.  The  departure  from  Salo- 
mon Brothers  Inc.  of  John  W. 
;  i  vether  in  1991  and  his  team  of 
,(1  arbitrageurs  in  1993  left  a  deep 
e  in  the  trading  bench.  Salomon 
;  tried  to  shrug  off  the  loss.  But 
cks  in  the  firm's  performance  are 
;oming  more  and  more  apparent, 
rnings  from  Salomon's  proprietary 
ding  group,  which  trades  for  the 
n's  own  account,  have  been  lack- 
ter  for  1993  and  the  first  half  of 
4.  A  lot  of  people  inside  and  out- 
e  Salomon  are  asking  an  important 
3Stion:  Can  the  firm  be  as  profit- 
e  as  it  was  without  the  "arb  boys"? 
The  firm  believes  it 
I.  "The  impact  of 
ir  departure  is  ulti- 
tely  unknowable," 
omon  responded  in 
written  statement. 
)sing  good  people  is 
^er  a  plus;  however, 
have  a  good  team 
place." 

>W  SAG.  A  center- 
ce  of  the  firm's  post- 
riwether  strategy  is 
nnis  J.  Keegan,  a 
nsan  who  wears  a 
nnis  the  Menace  grin 
3ry  day  and  a  bow 

every  Friday.  Kee- 
1,  who  was  promoted 

head  of  Salomon's 
k-management  com- 
:tee  and  co-head  of 
;  fixed-income  de- 
'tment  on  Aug.  10, 
1  talented  bond  trad- 

and  a  protege  of 
sriwether.  Last  Octo- 
he  replaced  Larry 

Hihbrand,  who  is 
working  for  Meri- 
ther,  as  head  of  Sa- 
lon's bond  arbitrage 
)up.  "I'm  sorry  they 
t,"  Keegan  says.  "I  still  think  we'll 
ike  a  lot  of  money." 
There's  not  a  lot  of  evidence  of  that 
far.  After  making  more  than  $1  bil- 
n  pretax  in  1991  and  1992,  the  pro- 
etary  trading  gi-oup— which  was  run 

Meriwether  and  his  associates— has 
jged.  Pretax  proprietary  profits 
imped  to  $416  million  in  1993— low 
Tipared  with  the  rest  of  the  Street— 
d  just  $93  million  in  the  first  half  of 
M.  "I'm  beginning  to  suspect  that 
eir  loss  of  traders  may  have  had 


more  of  an  impact  than  I  originally 
thought,"  says  Michael  Flanagan,  an 
analyst  with  Lipper  Analytical  Secur- 
ities Inc. 

Reducing  Salomon's  dependence  on 
volatile  proprietary  trading  is  the  main 
reason  the  firm  is  trying  hard  to  re- 
make itself.  Salomon  Brothers  Chief 
Executive  Deryck  C.  Maughan  is  bol- 
stering customer  businesses  like  in- 
vestment banking  and  underwriting. 
But  in  1994's  first  half,  customer  busi- 
nesses generated  $464  million  in  pretax 
losses  because  the  firm  got  caught  with 
too  many  bonds  that  plummeted  in  val- 
ue when  rates  rose. 

In  hindsight,  some  Wall  Streeters 


"I'm  sorry  they  left.  I  still  think  we'll  make 
a  lot  of  money." 

DENNIS  J.  KEEGAN  Head  ofbond  arbitrage  and 
co-head  of  the  fixed-income  department 


believe  Salomon  made  a  huge  blun- 
der in  allowing  Meriwether  and  his 
followers  to  walk  away  in  December, 
1993.  Salomon,  still  a  bond-trading 
house  at  heart,  was  left  without  an 
experienced  bond  trader  at  the  top. 
Says  one  former  Salomon  insider: 
"The  benefit  of  having  a  John  Meri- 
wether or  a  John  Gutfreund  running 
the  place  is  they  can  know  when 
there's  a  problem.  They  can  look  a 
trader  in  the  eye  and  tell." 

The  firm  sees  Keegan  as  the  person 


to  fill  that  role.  CEO  Maughan  is  con- 
sidered a  skilled  manager,  but  he's  not 
a  trader.  Keegan  got  his  bachelor's 
degree  and  MBA  from  the  University  of 
California  at  Los  Angeles  and  then 
spent  four  years  in  the  army  as  a  tank 
platoon  commander  in  Germany.  He 
joined  Salomon  in  1980,  spent  three 
years  trading  foreign  exchange,  and 
moved  to  London  in  1983.  By  1988, 
with  Meriwether's  backing,  Keegan 
set  up  a  London-based  bond-arbitrage 
business  with  Stephen  J.  D.  Posford,  a 
polished,  well-connected  Brit  whom 
Meriwether  hired.  By  1992,  Keegan 
and  Posford  had  become  co-CEOs  of 
the  London  office. 

The  two  men  turned 
around  Salomon  Broth- 
ers' London  office, 
which  had  been  mori- 
bund for  years.  From 
1989  to  1993,  the  unit 
had  record  profits,  ac- 
counting for  more  than 
a  third  of  the  firm's 
worldwide  earnings  in 
1992  and  1993. 

Now,  Keegan  and 
his  former  mentor  are 
competitors.  Keegan 
and  Meriwether  do 
precisely  the  same 
type  of  trading,  which 
relies  on  mathematical 
models  to  find  mispric- 
ings  in  the  bond  mar- 
kets. The  Salomon 
bond-arbitrage  group 
still  numbers  around 
40  people  and  includes 
some  PhDs  from  Mas- 
sachusetts Institute  of 
Technology.  "We  are 
looking  at  the  same 
mispricings,"  acknowl- 
edges Keegan. 

But  he  and  Meri- 
wether are  still  friends. 
In  early  1994,  Keegan 
and  some  of  his  Salomon  traders 
shared  a  game  of  liar's  poker  at  Meri- 
wether's Long  Term  Capital  offices  in 
Greenwich.  They  didn't  talk  business. 
"It's  not  as  hard  as  you  think  because 
you're  mutually  happy  not  to  discuss 
business,"  explains  Keegan. 

What  did  Keegan  learn  from  Meri- 
wether? "How  to  ask  the  right  ques- 
tions and  always  to  hire  people  who 
are  smarter  than  you  are."  Salomon 
Brothers  hopes  Keegan  will  do  both. 
By  Leah  Nathans  Spiro  in  New  York 
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ost  service  providers 
offer  a  road  map. 

But  how  many 
are  willing  to  dig  in  and 
help  pave  the  road? 


To  help  you  reach  your  business 
Is,  Unisys  Services  do  more  than 
nt  the  way.  We  provide  concrete 
ins  for  getting  you  there.  In  fact,  we 
n  join  you  in  the  trenches. 

Unisys  Systems  Integration  ties 
3ther  all  the  elements  of  your  infor- 
'jon  environment,  no  matter  whose 
:ems  make  up  your  environment. 

Unisys  Information  Planning  ser- 
3S  work  closely  wath  you  to  develop  a 
gmatic,  information  technology  plan- 
lan  serving  your  business  goals  and 

the  other  way  around.  Our  proven 
)roach  teams  us  with  our  clients  to 
engineer  processes  and  to  identify 


real-world  results  before  designing  applica- 
tions on  which  those  results  will  depend. 

Through  our  Education  services, 
you  gain  the  practical  knowledge 
essential  for  bringing  out  the  best  in 
people  and  technology,  ensuring  that 
strong  planning  yields  a  strong  outcome. 
And  Unisys  Outsourcing  will  shoulder 
responsibility  for  your  operations,  free- 
ing you  to  focus  energy  and  resources 
on  your  core  business. 

At  the  heart  of  Unisys  Services  is 

UNiSYS 

We  make  it  happen. 


our  CUSTOMERIZE  philosophy.  It  helps 
increase  your  competitiveness  by  creating 


CUS-tom-er-lze\  kus'-ts-ma-nze'X  v/ 
1 :  to  make  a  company  more  responsive 
to  its  customers  and  better  able  to  attract 
new  ones  2 :  to  customerize  an  organi- 
zation's information  strategy,  e.g.,  to 
extend  systems  capabilities  to 
field  locations  and  other  points  of 
customer  contact  and  support  3:  what 
Llnisys  Corporation  does  for  a  growing 
roster  of  companies,  and  government 
agencies,  worldwide  syn  see  customer 

SERVICE.  COMPETITIVE  EDGE,  BUSINESS- 
CRITICAL  SOLUTIONS.  REVENUE  GENERATION 


a  pro-customer  culture  fully  supported  by 
your  information  strategy. 

Call  us  at  1-800-874-8647,  ext.  186. 
Ask  how  the  down-to-earth  approach  of 
Unisys  Services  can  help  you  drive  your 
business  as  far  as  you  want  it  to  go. 


)4  Unisys  Gnrporation 


Social  issues 


POPULATION  I 


TOO  MANY 
PEOPLE? 


The  latest  U.N.  initiative  goes  way  beyond  birth  control 


In  Tumuhun  on  Bali,  65-year-old  Men 
Tunjung  measures  progress  by  the 
declining  births  in  her  family.  One 
of  10  children,  of  whom  4  survived,  she 
had  no  schooling,  had  five  children,  and 
labored  with  her  husband  in  the  rice 
fields.  Her  40-year-old  daughter,  Jro  Pa- 
sek,  had  more  opportunity.  She  finished 
junior  high  and  had  just  three  children. 
As  converts  to  Indonesia's  family-plan- 
ning program,  moreover,  Jro  and  her 
husband  got  a  government  loan  to  start 
a  chicken  farm.  They  earn  $2,100  a 
year— vs.  the  village  average  of  $175. 
Two  of  Jro's  children  are  still  in  school, 
and  19-year-old  Ayu  Indrayani,  a  high 
school  grad,  is  training  to  be  a  cashier. 
She  plans  to  work,  then  marry— and 
have  two  or  three  children.  Her  grand- 
mother approves.  "Progress  happens  so 
fast,"  says  Men  Tunjung. 

Millions  of  such  families  will  be  the  fo- 
cus when  180  nations  meet  in  Cairo  on 
Sept.  .3  for  the  U.  N.'s  International  Con- 
ference on  Population  &  Development. 
The  third  such  gathering  in  20  years 
promises  to  be  a  watershed.  For  the 
first  time,  rich  and  poor  countries  may 
set  aside  ideological  disputes  and  agree 
on  a  basic  proposition:  "Population 
growth  exaggerates  all  the  crises  we 
are  trying  to  cope  with  . . .  lack  of  re- 
sources, limited  educational  opportu- 
nities, dearth  of  skills,  poverty,  and  ill 
health,"  sums  up  Vice-President  Al  Gore. 
CULTURAL  SHIFT.  In  Cairo,  the  delegates 
intend  to  ink  the  most  ambitious  popula- 
tion plan  ever:  It  calls  for  spending  up 
to  $17.5  billion  by  2000  in  poor  nations. 
In  addition  to  providing  family  planning 
to  100  million  women  who  want  it  but 
don't  have  .it,  the  goal  will  be  to  create 
conditions  that  lead  people  to  want  few- 
er children.  Thus,  the  U.  N.  plan  aims  to 
give  girls  more  schooling,  improve  the 
health  of  infants  and  mothers,  and  open 
up  economic  opportunities  for  women. 

In  essence,  the  plan  calls  for  a  pro- 
found cultural  shift  that  would  enhance 
the  social  and  economic  status  of  women. 
It  would  do  so  by  helping  close  a  gender 
gap  that  has  left  women  in  poor  coun- 


tries lagging  in  health,  education,  work- 
force participation,  and  basic  rights.  Ex- 
perience shows  that  better-educated 
women  who  earn  incomes  have  children 
later  in  life,  have  fewer  of  them,  and 
give  better  care  and  education  to  the 
ones  they  have.  So  the  Cairo  plan— com- 
bined with  conventional  economic  aid 
from  industrialized  nations— should  make 
it  easier  for  developing  nations  to  pro- 
vide social  services  and  generate  jobs. 


In  many  ways,  in  fact,  the  initiative 
a  development  plan  with  a  human-capi 
focus.  Poor  nations  now  realize  tlp^' 
spending  on  education  and  health 
be  as  beneficial  as  investments  in  ia(^ 
ries,  says  Allen  C.  Kelley,  professor 
economics  at  Duke  University.  A 
women  offer  a  high  return.  In  poor  coi 
tries,  they  do  50%  of  the  farm  work  £  W 
head  about  30%  of  households.  Their  yoif 
come  is  likely  to  go  first  for  health  ca 
schooling,  and  food  for  children.  The 
fore,  advocates  say,  the  focus  on  worr 
should  raise  skill  levels,  boost  product :  *i 
ity,  and  help  the  poor.  "There's  an  e 
nomic  cost  to  gender  inequality,"  s 
Minh  Chau  Nguyen,  a  World  Bank 
pert  on  the  subject.  "Paying  attention 
women  is  central  to  growth." 

Despite  the  promised  gains,  the  U. 
agenda  raises  alarms  in  some  quarte 
Its  changes  don't  appeal  to  conservat 
tribes  in  Africa  and  Muslim  fundameni  iinp 
ists  in  Asia,  for  instance.  Some  ecoi 
mists,  meanwhile,  see  the  plan  as  M 
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A  BOLD 
NEW  AGENDA 
TO  CURB 
POPULATION 


At  current  rates,  the 
world  population  is 
projected  to  rise  48%, 
to  8.3  billion,  by  the 
year  2025— mostly  in 
developing  countries. 
At  the  world  population 
conference  in  Cairo, 
rich  and  poor  nations 
seem  prepared  to  hash 
out  details  of  the  most 
ambitious  program  ever 
to  slow  the  increase. 
In  a  nutshell, 
here  is  the  strategy: 


THE  PLAN... 


1 Provide  primary  education  for 
girls.  Improve  opportunities  for 
women  to  earn  income,  especially 
from  cottage  industries. 


worn 


...AND  WHY  IT 
MIGHT  WORK 

As  women  gain  equality,  birth  rotes 
fall.  The  reasons  are  numerous:  Sch 
delays  marriage  and  children,  and 
better-educated  women  are  more  a 
to  use  contraceptives.  They  also  ha> 
options  in  life  other  than  child-rearir 
and  their  earnings  moke  them  more  ' 
valuable  outside  the  home. 
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an  alarmism  clothed  in  new  rheto- 
ulian  Simon,  a  University  of  Mary- 
economist,  says  the  emphasis  in 
(  on  curbing  population  deflects  at- 
3n  from  a  more  vital  issue:  imple- 
ing  free  markets  and  other  policies 
let  population  take  care  of  itself, 
nd  that,  the  Vatican  is  fighting  lan- 
e  on  abortion,  the  right  of  women 
oose  family  planning,  and  birth  Con- 
or adolescents. 

KERED  PAST.  Still,  proponents  see 
y  of  reasons  to  go  forward.  True, 
J  population  is  rising  at  only  1.6%  a 
the  lowest  since  World  War  II. 
s  largely  because  fertility  rates— av- 
3  births  per  woman— in  China  and 
,  among  other  places,  have  plunged 
6  to  3.48  since  1960.  Still,  the  num- 
oi  women  of  childbearing  age  in 
countries  will  rise  62%  between 
and  2000.  By  the  projections  the 
considers  most  likely,  world  popu- 
i  will  leap  from  5.6  billion  in  1992  to 
)illion  by  2025—93%  of  those  new 
s  in  poor  countries.  That  rise  "will 
!  population  one  of  the  most  signif- 
factors  on  the  global  scene  for  the 


next  30  years,"  says  Joseph  Chamie,  di- 
rector of  the  U.  N.'s  population  division. 

Developing  nations  will  have  trouble 
coping.  The  1992  Earth  Summit  in  Rio 
de  Janeiro  underscored  the  environmen- 
tal damage  that  population  pressures 
can  help  cause.  That  can  ruin  a  nation's 
chances  to  build  industries  based  on  nat- 
ural resources  and  makes  it  more  costly 
to  feed  people.  Cairo  plan  advocates,  in- 
cluding Timothy  E.  Wirth,  Under  Secre- 
tary for  Global  Affairs  at  the  U.  S.  State 
Dept.,  group  these  concerns  under  the 
rubric  "human  security"— or  access  to 
water,  food,  shelter,  medical  care,  and  a 
clean  environment.  When  that's  lacking, 
political  instability  and  conflicts  between 
countries  are  possible.  In  a  sense,  then, 
Cairo  is  part  of  "an  emerging  diplomacy 
of  crisis  prevention,"  says  J.  Brian  At- 
wood,  administrator  of  the  U.  S.  Agency 
for  International  Development  (usaid). 

The  anticipated  consensus  there  will 
be  an  exception  in  the  history  of  the 
population  debate.  Frequent  clashes  be- 
tween rich  and  poor  nations  have  cen- 
tered on  whether  economic  develop- 
ment or  family  planning  should  take 


priority,  and  how— and  by  whom— 
schemes  should  be  financed.  In  the 
1980s,  moreover,  population  programs 
lost  momentum  as  policymakers  heeded 
economists  who  argued  that  population 
growth  doesn't  hamper  economic 
progress.  That  view  was  confirmed  in  a 
1986  National  Academy  of  Sciences 
study  which  found,  among  other  things, 
that  improved  technology  for  such  jobs 
as  food-production  largely  offsets  the 
effects  of  rising  population. 
"SOCIAL  1RIAGE."  The  Cairo  meeting  will 
sidestep  the  growth  issue,  focusing  in- 
stead on  the  toll  that  high  fertility  takes 
on  people.  Each  year,  500,000  women  in 
developing  countries  die  from  complica- 
tions of  childbirth  and  illegal  abortions— 
13  times  the  rate  in  industrialized  na- 
tions. Children  with  many  siblings  feel 
the  effects,  too.  "Families  do  social 
triage,"  says  Judith  Bruce,  senior  asso- 
ciate at  the  Population  Council,  and  boys 
take  priority  in  many  countries.  So  girls 
are  more  apt  to  die  before  the  age  of  5, 
be  undernourished,  and  not  attend 
school.  One  result:  Some  two-thirds  of 
the  world's  950  million  illiterates  are 


2 Make  family  planning  available  to  those  who 
want  it  but  don't  have  access— about  100  million 
women  in  the  developing  world— and  educate  men 
about  the  importance  of  sharing  decisions. 


3 Offer  broader  health  services,  including  repro- 
ductive care  for  women,  medical  core  for  infants, 
treatment  of  sexually  transmitted  diseases,  and 
family  planning  for  adolescents. 
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women,  according  to  U.  N. 
statistics. 

Exploding  populations 
get  short-changed  in  other- 
ways.  "Governance  itself 
may  become  a  scarce  re- 
source," says  Duke's  Kel- 
ley.  Today,  some  1.2  bil- 
lion people  lack  clean 
drinking  water,  while 
some  1.7  billion  are  with- 
out adequate  sanitation. 
Strains  on  governments 
will  only  get  worse:  57% 
of  developing  nation  popu- 
lations will  be  urban  by 
2025,  vs.  34%  today.  Slow- 
ing the  population  gi-owth 
can  ease  those  pressures. 
In  Mexico,  for  instance, 
cutting  fertility  from  4, 
the  1980  level,  to  2.12.  the  goal  by  2010, 
will  lower  the  number  of  new  io];)s  need- 
ed by  50%. 

Putting  on  the  brakes  means  address- 
ing three  causes  of  population  growth: 
Unwanted  births  account  for  up  to  26% 
of  overall  fertility.  Population  momen- 
tum—the rising  number  of  women  of 
childbearing  age— accounts  for  49%  more. 
And  many  couples  actually  want  numer- 
ous children.  In  some  societies,  children 
are  their  parents'  social  security.  And 
where  infant  mortality  is  high,  couples 
have  more  children  to  compensate. 
TEENAGE  SEX.  There  are  several  ways  to 
address  this.  China  has  cut  fertility  to  2 
by  imposing  a  draconian  goal  of  one  child 
per  family.  Most  countries,  though,  re- 
ject coercion  in  favor  of  an  approach 
combining  birth  control,  lower  infant  mor- 
tality, education,  and  better  economic 
prospects  for  women.  Using  such  a  mix, 
Colombia,  Indonesia,  Mexico,  and  Thai- 
land have  produced  stunning  declines  in 
fertility— and  have  helped  convince  policy- 
makers that  the  Cairo  plan  might  stabi- 
lize world  population  by  2050  at  8  bil- 
lion instead  of  10  billion. 

In  each  nation,  the  recipe  "will  change 
over  time,  depending  on  the  stage  of  de- 
velopment," says  Thomas  W.  Merrick, 
population  adviser  at  the  World  Bank. 
But  the  right  moves  can  work  against  all 
odds.  Bangladesh,  for  in- 
stance, "goes  diametri- 
cally against  the  notion 
that  you  must  increase 
prosperity  to  lower  fer- 
tility," says  John  G.  Clel- 
land,  professor  of  medi- 
cal demography  at  the 
London  School  of  Hy- 
giene &  Tropical  Medi- 
cine. With  116  million 
people  shoehorned  into 
an  area  no  larger  than 
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VENTURE  CAPITAL 

Women  operating  businesses 

meet  to  repay  loans  from 
Grameen  Bank  in  Bangladesh 

Wisconsin,  it  has  an  annual  per  capita  in- 
come of  $210.  Its  predominantly  Muslim 
society— 85%  rural— keeps  women  at 
home.  The  literacy  rate  for  women  15 
to  44  is  only  27%.  Yet  infant  mortality  is 
on  the  decline.  Some  40%  of  childbearing- 
age  women  use  contraceptives,  up  from 
10%  in  1975.  And  over  that  period,  the 
fertility  rate  has  tumbled  fi'om  7  to  4.2. 

These  results  stem  from  a  govern- 
ment-run family-planning  program  that 
has  been  broadened  to  include  infant 
health  care,  nutrition,  and  prenatal  care 
instead  of  simply  stressing  numerical 
birth-rate  targets.  That  makes  it  "easier 
to  motivate  women"  says  Halida  Ha- 
num  Akhter,  director  of  the  Bangla- 
desh Institute  of  Research.  These  ef- 
forts are  bolstered  when  poor  women 
get  a  chance  to  earn  money.  Grameen 
Bank  in  Dhaka  will  lend  $500  million 
this  year,  in  sums  of  $100  or  so,  to  help 
women  start  businesses. 

There's  no  limit  on  what  can  be  tried. 
Since  the  late  1980s,  Zimbabwe  has 
pushed  men  to  embrace 
family  planning.  Reach- 
ing teens  is  critical,  too, 
since  many  in  poor  na- 
tions marry— as  many 
as  50%  in  Africa.  And 
as  societies  modernize, 
more  teenagers  become 
sexually  active.  Cham- 
pa Development  Unit,  a 
private  family-planning 
agency  in  the  mountains 
north  of  Mexico  City,  is 


trying  to  head  off  e 
pregnancy  and  marri 
It  uses  teens  to  pass 
contraceptives  to  t 
peers— and  to  counsel 
10-year-olds  on  sex 
family  planning. 

In  the  long  run,  tho 
education  for  girls  is 
best  strategy.  One 
study  of  data  gath 
from  40  countries  fo 
that  women  who  had 
en   or   more  years 
schooling  tended  to 
three  fewer  children 
their  unschooled  pe 
That's  because  school 
lays  marriage  and  c 
birth  and  boosts  ear 
power.   As   a  wom 
earnings  rise,  her  value  as  a  sta: 
home  mother  goes  down.  And  e 
some  schooling  gives  women  more 
confidence.  The  Population  Coun 
Bruce  says  that  educated  women 
more  likely  to  discuss  family  size 
their  husbands  and  use  contracepti 

While  the  outlines  of  the  U.N 
are  in  place,  key  issues  must  be  thr 
out.  Setting  goals  for  universal  ed 
tion,  family  planning,  and  lowering 
fant.  moitality  makes  some  countries 
vous.  They  "fear  they  will  be  transl 
into  targets,  which  raises  the  specte 
coercion,"  says  Nafis  Sadik,  director 
eral  of  the  conference.  In  late  Au 
U.  N.  officials  also  were  jockeying 
the  Vatican  over  language— which  S 
says  is  meant  only  to  end  unsafe  a 
tions.  And  implementing  Cairo-style 
grams  could  be  harder  than  pass 
them.  Family  planning  will  compete  v 
other  needs  in  countries  where  he^ 
budgets  are  $2  a  person  annually. 

Still,  momentum  is  building.  Brit 
GeiTnany,  Japan,  the  U.  S.,  and  the  Ei 
pean  Union  have  pledged  increases  in  { 
ulation  aid.  And  USAID,  the  World  B£ 
and  the  Inter-American  Developm 
Bank  are  laying  plans  for  Cairo-style  ] 
gi'ams.  The  World  Bank  is  Ixwsting  spi 
ing  on  health,  population,  and  educal 
programs,  and  is  drawing  up  a  fam 
planning  and  women's  education  initial 
for  Pakistan.  And  countries  such  as 
donesia  plan  to  share  population  exj 
tise  with  novices,  such  as  Vietnam. 

Perhaps  more  important,  the  plan 
logic  on  its  side:  "All  the  things  in 
Cairo  agenda  can  be  justified  beca 
they  contribute  to  development,"  s 
Sadik.  That,  in  the  end,  may  give 
program  its  best  chance  to  succeed. 

By  Emily  T.  Smith  in  New  York,  u 
Margot  Cohen  in  Jakarta  and  Elisal 
Malkin  in  Mexico  City 
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Summer  Is  R\ssing  i; 
Very  Quicrly...And  So  Is 
This  Special  Summer  Oeee^F^ 
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BROKERAGES! 


ARE  SUPERDEEP  DISCOUNTERS 
AS  CHEAP  AS  THEY  SEEM? 


Deei 
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Critics  say  trades  done  with  lowballers — and  even  traditional  discounters — can  cost  investors  moi 


Listening  to  Everett  F.  Lang,  one 
almost  can't  help  thinking  he  be- 
longs astride  the  prow  of  a  boat 
or  rattling  a  saber  before  a  crowd  of 
infidels:  "Our  goal  is  to  be  the  place 
America  trades  its  stock!"  he  cries. 
"We've  carved  the  niche,  and  we'll  de- 
fend it  mightily!"  Lang,  the  president 
of  Manhattan-based  National  Discount 
Brokers  (ndb),  is  indeed  thigh-deep  in  a 
battle— a  fierce  price  war  being  waged 
by  the  rapidly  growing  breed  of  super- 
deep-discount  brokers.  It's  an  assault 
that  has  traditional  discounters  fighting 
to  maintain  market  share  at  a  time 
when  trading  volume  and  commission 
revenue  are  down.  And  while  consumers 
may  win  lower  commissions,  they  some- 
times wind  up  paying  a  higher  price  for 
their  stock. 

Lang  is  at  the  forefront  of  an  aggi'es- 
sive  effort  to  capture  investor  trades 
with  offers  of  commissions  as  low  as  $25 
to  trade  up  to  20,000  shares  of  a  $5 
over-the-counter  stock.  Offers  like  that 
are  not  only  giving  grief  to  the  full-ser- 
vice brokerages— such  as  Merrill  Lynch 
&  Co.,  which  could  charge  more  than 
$1,500  for  such  a  20,000-share  trade- 
but  are  also  forcing  the  di.scount  indus- 
try into  a  price  war.  "NDB  is  having  a 
major  impact  on  the  industry,"  acknowl- 
edges Jack  White,  president  of  San  Die- 
go-based discounter  Jack  White  &  Co. 
These  superdeep  discounters  are  creat- 
ing a  three-tiered  industry  (table):  tradi- 
tional discounters,  led  by  Charles 
Schwab  &  Co.;  a  middle  tier  of  firms,  in- 
cluding Muriel  Siebert  &  Co.;  and  the 
growing  ranks  of  superdeep  discount- 
ers. To  meet  the  competition,  some  of 
the  traditional  discounters  have  launched 
their  own  deep-discounting  operations. 
TRADING  SHOTS.  The  commission  wars 
are  fought  with  a  l)arrage  of  advertising 
from  the  upstarts.  NDB  and  a  Boston- 
based  competitor.  Brown  &  Co.  Secur- 
ities Corp.,  which  is  owned  by  Chemical 
Bank,  are  in  pitched  battle,  ndb  adver- 
tised a  $30  rate  for  certain  trades. 
Brown  responded  with  a  $29  rate.  NDB 
fired  back  with  a  $25  offer.  Enter  a  new 


firm,  Washington  Discount  Brokerage 
Corp.  It  advertises  a  limited-time  offer  of 
$17.76  on  all  trades  up  to  5,000  shares. 

Another  attack  on  the  deep  discount- 
ers comes  from  Muriel  Siebert  &  Co. 
The  firm  is  launching  an  assault  on  both 
Schwab  and  "the  new  guys"  in  televi- 
sion ads  that  refer  to  "untested  Johnny- 
come-latelies,  with  lowball  rates,  unex- 
pected charges,  and  restrictions."  The 
new  ads  also  note  that  the  firm's  pricing 
is  "70%  below  Schwab's" 
and  "consistently  less" 
than  Fidelity  Brokerage 
Services  Inc.'s  and  Quick 
&  Reilly's. 

The  battle  of  the  dis- 
counters is  as  intense  as 
it  is  because  the  winners 
will  take  home  many  mil- 
lions. In  recent  years,  dis- 
counters have  been  one 
of  the  most  profitable 
groups  in  the  securities 
industry.  Discounters 
that  are  members  of  the 
New  York  Stock  Ex- 
change averaged  a  pre- 
tax return  on  equity  of 
.39.1%  in  1993.  Discount- 
ers have  steadily  eaten 
bigger  bites  of  their  full- 
service  peers'  lunch,  mov- 
ing from  a  market  share 
of  4.6%  in  1983  to  over 
14%  in  1993.  And  it's  a 
big  pot:  Retail  commis- 
sion revenue  in  1993  was 
$9.1  billion. 

How  can  the  deep  dis- 
counters charge  so  little 
for  trades— and  still  make 
a  buck?  The  "secret"  is 
that  commissions  are  the 
icing  on  the  cake.  The 
big  rewards  come  from 
what  is  known  in  the 

NATIONAL  DISCOUNT'S  LANG 
HE  VIGOROUSLY  DENIES 
THAT  CUSTOMERS  OFTEN 
PAY  A  HIGHER  SHARE  PRICE 
THAN  NECESSARY 


business  as  "payment-for-order  flow.' 
order  to  attract  trades,  market  m 
ers— firms  that  stand  ready  to  m 
markets  in  over-the-counter  stocks— of 
pay  2<t  a  share  to  a  broker  for  send 
orders  their  way.  While  many  con 
mers  aren't  aware  that  such  payme  tstio 
are  made,  NDB  gives  full  disclosure  in 
brochure,  stating  that  NDB  "can  affi 
to  charge  one  flat  $25  fee  for  all 
DAQ/OTC  transactions  because  of  the  t 
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it  receives  from  other  deal- 
n  these  transactions." 
ho  really  pays  that  2<t  a 
;?  Is  it  the  customer?  "Inves- 
get  a  fair  price,"  says  Robert 
er,  president  of  Seattle-based 
rd  Deep  Discount  Brokerage, 
not  a  rip-off."  Market  mak- 
)ay  the  brokers  out  of  the, 
12.5<P  per  share— or  %  spread 
een  the  bid  and  ask  price— 
they  may  make  on  transac- 
.  The  defenders  of  order  flow 
3  that  the  customer  gets  the 
executions  available,  and,  in 
t,  the  order-flow  payments 
I  tree  lunch  allowing  discounters  to 
such  low  commissions, 
it  some  of  the  traditional  discount- 
ay  there's  no  free  lunch.  "It  looks 
:he  public  is  getting  something  for 
ng,  but  they  may  actually  be  being 
red  more,"  says  discounter  White, 
(uestions  whether  trades  done  by 
i  that  make  markets  (hold  invento- 
n  the  stocks  they  take  orders  on 
ys  give  the  discounter's  customers 
best  price,  ndb's  Lang  says  such 


HOW  LOW  CAN  THEY  GO? 


The 


three-tier  market  in  commissions 

Transaction  cost* 


1,000  shares  5,000  shares 


Firm 

at  $25 

at  $)0 

CHARLES  SCHWAB 

$155.00 

$290 

FIDELITY  BROKERAGE 

154.50 

245 

JACK  WHITE  &  CO. 

63.00 

133 

MURIEL  SIEBERT  &  CO. 

50.00 

100 

BROWN  &  CO. 

29.00 

29 

NATIONAL  DISCOUNT  BROKERS 

25.00 

25 

FOR  OVER-THE-COUNTER  STOCKS 

OAIA:  COMPANY  REPORTS 

claims  are  sour  grapes:  Because  he  has  a 
deep-pocketed  parent,  Sherwood  Group, 
that  helps  fund  the  firm's  heavy  adver- 
tising, "our  economies  are  different"  from 
other  firms,  he  says.  Lang  stresses  that 
orders  are  automatically  routed  to  the 
best  bid  and  offer  available. 

Perhaps.  But  that's  not  always  the 
case  with  discounters  of  any  stripe.  A 
broker  who  works  for  a  traditional  dis- 
counter—not a  deep  discounter— acknowl- 
edges that  customers  don't  always  get 
the  best  price.  The  broker  cites  a  recent 
trade  whei'e  an  investor  wanted  2,000 
shares  of  a  $15  stock.  On  the  New  York 
Stock  Exchange,  the  bid  was  15  and  the 
ask  was  15/4,  but  "on  the  exchange,  you 
could  get  a  price  of  15%,  between  the  bid 
and  ask,"  says  the  broker.  In  the  third 
market,  however,  there  was  no  middle 
u,i"ound,  so  a  buyer  would  pay  15M.  And 
that's  where  the  client's  oi'der  went, 
since  routing  the  trade  to  a  market  mak- 
er meant  $40  of  profit  for  the  discount 
lirokerage. 

An  exhaustive  1993  study  of  stock 
market  transactions  handled  both  on  the 
exchanges  and  on  the  third  market,  by 
University  of  Michigan  professor  Charles 
M.C.  Lee,  backs  up  the  broker's  con- 
tention. Lee's  article  in  the  Journal  of  Fi- 
nance found  that  "...during  1988  and 
1989,  off-Board  dealers  paying  cash  in- 
ducements were  able  to  recoup  those 
payments  in  the  form  of  higher  effective 
spreads"— that  is,  by  charging  the  inves- 
tor more. 

Whether  or  not 
consumers  who  are 
using  discounters  are 
getting  less  than  they 
bargained  for,  the  low 
commissions  are  allur- 
ing. Are  full-service 
1  irokers  feeling  the 
heat?  Merrill  Lynch 
says  it  is  not  transac- 
tion-oriented and  thus 
does  not  consider 
deep  discounters  com- 
petition. Full-service 
lii'okers'  main  chal- 
lenge comes  from  ti'a- 


DISCOUNTERS  KEEP 
GAINING  MARKET  SHARE 
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ditional  discounters,  which  are 
adding  ever  more  bells  and  whis- 
tles to  their  offerings. 

That  may  indeed  be  true.  But 
traditional  discounters  are  also 
guarding  their  flank.  For  the  first 
time,  Schwab  is  advertising  and 
marketing  a  beefed-up  program 
that  it  has  had  for  active  investors 
since  1984,  called  the  Schwab  500 
Brokerage.  Depending  on  how 
much  trading  a  user  does,  the  cus- 
tomer can  get  a  discount  of  up  to 
one-fifth  more  than  Schwab's  stan- 
dard discount  commission  on  the 
next  quarter's  trades.  As  with 
most  firms,  traders  get  an  additional 
10%  off  if  they  place  orders  through  an 
automated  computer  or  touch-tone  tele- 
phone service. 

CANNIBALS?  But  traditional  discounters 
realize  they  have  to  offer  deep-discount- 
ing services,  too.  Take  Fidelity  Invest- 
ments. Along  with  Fidelity  Brokerage 
Services,  the  firm  owns  a  deep  discount- 
er. Spartan  Securities  Corp.,  which  may 
charge  less  than  half  the  commission 
levied  by  its  higher-priced  cousin.  Fi- 
delity views  the  service  as  a  value-add- 
ed product  to  satisfy  active  traders  and 
says  it  is  advertised  a  fair  amount— even 
if,  as  Fidelity  recognizes,  it  does  wind  up 
cannibalizing  the  higher-priced  service. 

That  possibility  may  explain  why  the 
chairman  of  Waterhouse  Securities  Inc., 
which  recently  launched  deep  discounter 
Washington  Discount  Brokerage  Corp., 
tried  to  deny  that  it  owns  the  firm.  In- 
deed, when  BUSINESS  WEEK  asked 
Lawrence  M.  Waterhouse  Jr.  for  infor- 
mation about  the  new  discounter,  he 
feigned  ignorance:  "It's  not  otu-s.  I  have 
no  idea  who  they  are.  Do  they  clear 
through  us?"  When  business  week  re- 
minded him  of  the  firm's  filing  with  the 
SEC— and  that  his  daughter  is  president 
of  the  company— he  relented.  The  laimch 
was  just  a  training  exercise  for  one  of 
the  firm's  divisions,  Waterhouse  ex- 
plained. "We  wanted  to  test  doing  fully 
disclosed  clearing,  so  we  figured  we 
would  test  it  on  ourselves,  and  then 
when  new  discounters 
came  out  over  the 
past  year,  we  thought 
we'd  have  fun  with 
that." 

Maybe  so.  But  in 
the  future,  the  esca- 
lating assault  by  deep 
discounters  is  likely 
to  cause  him— and 
the  rest  of  the  estab- 
lished discounters- 
more  of  a  head- 
ache than  a  belly 
laugh. 

By  Suzanne  Woolley 
in  New  York 
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STOCK  BUYBACKS  ARE  BACK 
WITH  A  TWIST 


By  selling  put  options,  companies  are  reaping  tax-free  windfalls 


Amid  the  scare  talk  about  the 
dangers  of  derivatives,  a  small 
but  growing  list  of  big  U.  S. 
companies  is  quietly  using  them  to  cut 
their  costs  of  stock  repurchases— so  far, 
without  apparent  harmful  side  effects. 

Stock  buybacks  are  nothing  new,  of 
course.  For  years,  companies  that  consid- 
ered their  stock  a  bargain  have  repur- 
chased shares.  This  year,  the  number 
of  announced  buyback  deals  is  running 
at  the  highest  level  since  1990, 
according  to  Securities  Data 
Corp. 

Something  new  has  been  add- 
ed. Growing  numbers  of  sophisti- 
cated companies  are  benefiting 
by  repurchasing  their  stock, 
while  at  the  same  time  selling 
put  options  to  investment  bank- 
ing firms  giving  them  the  right 
to  redeem  their  shares  in  the 
future  at  a  predetermined  "strike 
price."  This  strategy,  treasurers 
say,  typically  results  in  a  lower 
average  cost  per  share  to  the 
ccrapany  than  if  it  had  simply 
bought  the  shares  back  the  tra- 
ditional way.  At  least  one  com- 
pany has  reaped  a  windfall  of 
more  than  $100  million— tax- 
free. 

"UNCOMFORTABLE."  Although 
there  have  been  no  known 
heavy  losses  or  other  snafus 
involving  put  options  in  buy- 
back  programs,  derivatives  have 
become  so  sensitive  a  subject 
that  only  a  few  companies— notably  Intel 
Corp.  and  WMX  Technologies  Inc.— dis- 
close using  the  technique  in  public  fil- 
ings. Others,  including  Hercules  Inc.  in 
Wilmington,  Del.,  and  Mobil  Corp.,  are 
known  to  be  using  puts  but  do  not  dis- 
close it.  Spokesmen  for  the  two  compa- 
nies declined  to  comment. 

W.  Bradford  Hu,  vice-president  for 
equity  derivatives  at  Morgan  Stanley  & 
Co.,  one  of  about  a  half-dozen  big  firms 
that  buy  these  options,  estimates  that 
while  only  about  two-dozen  U.  S.  compa- 
nies have  gone  the  put-option  route,  "a 
couple  of  hundred"  could  benefit  from 
using  them.  Some  financial  officers,  he 
says,  "resist  using  put  options  in  buy- 


back  programs  because  of  the  fear  that 
the  CEO  might  be  uncomfortable  with 
it,"  says  Hu.  "It's  sometimes  a  long  edu- 
cation process  to  get  him  comfortable." 

The  arrangement  works  this  way:  A 
company  whose  stock  is  trading  at,  say, 
$25  sells  put  options  at  $3  per  share, 
giving  the  holder  the  right  to  sell  shares 
to  the  company  at  $24  a  share  when 
the  option-  expire  three  months  later.  If 
the  stock  price  remains  steady  or  rises— 
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XYZ  Corp.,  whose  shares 
are  trading  at  $25,  sells 
three-month  put  options  for 
$3  a  share,  giving  the  holder 
the  right  to  sell  shares  back 
to  the  company  at  $24 


0/F  THE  STOCK 
RISES  TO  $28 

►  Putopfion  expires 
worthless 

►  XYZ  keeps  $3  premium 
(tax-free) 

►  XYZ  can  use  $3  to  lower 
stock  repurchase  cost  by 
$3  a  share 


IF  THE  STOCK 
FALLS  TO  $22 

►  Put  option  is  exercised 
at  $24  per  share 

►  XYZ  keeps  $3  premium 

►  Net  purchase  cost  is 
$24  minus  $3  or  $2 1 
a  share 


say,  to  $28— the  options  expire,  and  the 
company  pockets  the  cash.  Since  compa- 
nies, under  tax  and  accounting  rules, 
are  not  allowed  to  treat  premiums  from 
stock-related  transactions  as  earnings, 
they  can  record  the  transaction  as  a  tax- 
free  credit  to  cash  and  equity.  If  the 
price  falls  to,  say,  $22  a  share,  the  hold- 
er will  likely  exercise  his  option,  sell- 
ing shares  to  the  company  for  $24  each. 
Considering  the  $3  option  premium,  the 
company's  effective  cost  is  $21  a  share, 
$1  cheaper  than  the  $22  market  price. 

There's  a  downside  to  the  technique. 
If  the  shares  fall  substantially,  the  com- 
pany's effective  cost  would  exceed  the 
stock  price.  For  example,  if  the  price 


fell  to  $10  and  the  company  had  to 
purchase  the  shares  from  option  hold 
at  $24  instead  of  $10,  the  compa 
treasurers  acknowledge,  would  obvio 
ly  have  egg  on  its  face.  But  they  arj 
that  as  long  as  they  were  prepared 
repurchase  the  stock  at  $25  per  share  — 
the  first  place,  the  missed  opportun 
would  be  bearable. 

The  investment-banking  firms  tl 
buy  the  options  aren't  doing  it  merely 
accommodate  repurchase  clients— tl 
expect  to  make  money  on  their  p(  lar 
tions.  Experts  say  they  would  face  s( 
ous  risks  only  if  share  prices  remair  t 
stagnant  for  a  long  period  of  time 
CLEANING  UP.  One  of  the  first  comta 
nies  to  do  option  buybacks  was  Ini  igi 
the  Santa  Clara  (Calif.)  microchip  mak 
Since  1990,  when  it  first  sold  put 
tions  in  connection  with  a  buyback  ofl 
it  has  raked  in  $183  million  in  preiialfe 
ums.  Indeed,  Intel  fits  the  profile 

company  most  likely  to  bem 
from  such  a  program.  Besice 
its  rapid  growth,  its  stock  Iiet 
been   exceptionally  volatijf 
which  attracts  option  buye 
!  I   On  its  way  from  a  share  pr  espjti 
?   of  about  $20  in  early  1990 
its  close  on  Aug.  17  at  61 
Intel  stock  has  suffered  so|e 
short-term  setbacks 
I  Treasurer  Arvind  Sodha 
I  who  initiated  the  progra^^e 
■  "Volatility  creates  value.  Yq 
stock  has  to  have  a  certi 
amount  of  volatility  or  1 
premiums  aren't  going  to 
of  a  size  that  would  make|| 
difference." 

Since  WMX  Technologies, 
environmental  cleanup  compajja 
in  Oak  Brook,  111.,  began  usi 
the  technique  earlier  this  ye 
it  has  added  $15  million  to 
coffers,  according  to  Bruce 
Tobecksen,  vice-president  for 
nance.  Few  companies,  thoujj 
-^^n.        disclose  their  use  of  option  bi 
backs  in  public  financial  statemen 
Charles  S.  Whitman  III,  a  securities  la 
yer  with  Davis  Polk  &  Wardwell,  sa 
that  while  companies  are  required 
disclose   sizable   buyback  progran 
"they're  not  required  to  announce  t 
mechanics  involved." 

Morgan  Stanley's  Hu  says  recent  tj  [jj 
law  changes  that  favor  capital  gains  o\ 
dividend  income  for  individuals  will  li]|| 
ly  trigger  more  buyback  offers.  And 
adds  that  using  put  options  could 
come  more  popular  as  financial  office  j, 
become  increasingly  familiar  with  the 
If  that  happens,  more  users  might  find 
safe  to  come  out  of  the  closet. 

By  Phillip  L.  Zweig  in  New  K|, 
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I CSTS  &  INVESTMENTS  I 


lERE'S  NO  TIME  LIKE 

IE  PAST  TO  INVEST  IN  HMOs 


ipetition  and  price-cutting  crimp  the  stock  group's  boom 


ver  since  health  care  became  topic 
No.  1  in  Washington,  an  ominous 
cloud  has  hung  over  an  array  of 
)anies,  from  drugmakers  to  insur- 
But  for  investors  in  health-mainte- 
e  organizations,  the  debate  has  been 
lanza.  Most  reform  proposals  would 
urage  membership  in  managed-care 
igements  such  as  HMOs.  Even  with- 
legislation,  businesses  are  pushing 
oyees  into  these  groups,  which  keep 
oyers'  costs  low  by  charging  a  flat 
lal  fee  for  each  worker.  Despite  be- 
)uffeted  by  fears  of  price  cuts  early 
summer,  HMO  stocks  are  up  an  av- 
e  17%  for  the  year,  vs.  an  overall 
cet  that's  down  1%.  And  that's  on 
)f  a  25%  jump  last  year  and  an  87% 
in  1992. 

9spite  these  gains,  some  analysts 
believe  that  the  group  is  a  buy.  But 
;mart  money  is  heading  for  the  door, 
e  some  strong  HMOs  and  those  tar- 
ig  underpenetrated  markets  may  do 

many  will  see  shrinking  margins 
rge  employers  demand  better  deals, 
wouldn't  even  consider  the  HMOs  at 
J  prices,"  says  Morton  H.  Sachs,  who 

an  investment-advisory  firm  that 
lling  some  of  its  HMO  holdings, 
le  squeeze  from  employers  started 
alifornia  and  is  spreading  fast.  In 
June,  11  large  employers  in  Cali- 
a  won  rate  cuts  of  5%  to  10%  for 

from  17  HMOs.  And  more  recently, 
n  Darling,  Xerox  Corp.'s  manager 
lealth-care  strategy,  won  an  average 
reduction  from  the  company's  HMOs 
7%  for  next  year.  Several  plans  cut 
3  by  14%.  "Even  I  was  amazed  at 
,"  says  Darling. 

SQUEEZE.  Such  price  cuts  also  re- 
the  start  of  fierce  new  competition 
markets.  Shares  of  Mid  Atlantic 
ical  Services  Inc.,  a  Rockville  (Md) 
have  slid  because  of  concerns  about 
competitors  with  the  entry  of  Hu- 
a  Inc.  into  the  Washington  market 
er  this  year  and  the  continued  ex- 
iion  in  the  area  by  giant  U.  S. 
ithcare  Inc.  Mid  Atlantic's  stock  is 
trading  at  24  a  share,  off  from  a 
of  27/2  in  June.  CEO  George  T.  Jo- 
n  says  the  company  doesn't  expect 
competition  to  hurt  margins  and  in- 
that  his  sale  of  130,000  shares  so 
:his  year  was  done  to  diversify  his 
folio. 


Despite  the  stock's  decline  and  specu- 
lation that  the  company  could  be  an  ac- 
quisition target,  Anne  K.  Anderson, 
president  of  Atlantis  Investment  Co.  in 
Parsippany,  N.  J.,  believes  Mid  Atlantic 
is  still  overvalued  and  is  recommending 
that  clients  sell  the  stock.  In  fact,  ac- 
cording to  HMO  research  firm  Sherlock 
Co.,  the  price  per  patient  based  on  the 
company's  market  value  is  $1,902,  while 
the  industry  average  is  $1,364.  Similar 


ty,  has  dumped  about  700,000  shares 
since  the  beginning  of  the  year,  citing 
the  risk  of  Foundation's  aggressive  ac- 
quisition binge.  While  the  company  has 
acknowledged  that  the  acquisitions  will 
dilute  earnings  in  the  near  term,  the 
deals,  it  claims,  make  economic  sense 
over  the  longer  haul. 

Some  big  HMOs  are  likely  to  prosper, 
however,  as  membership  surges.  United 
Healthcare  Corp.  is  expected  to  expand 
membership  at  a  rate  of  22%  annually.  A 
hefty  cash  reserve  of  $2.4  billion  will 
give  the  company  flexibility  in  making 
more  acquisitions.  And  continued  invest- 
ment in  its  information  systems  should 
keep  operating  costs  low.  "The  efficient, 
high-volume  HMOs  with  good  computer 
systems  will  have  a  real  advantage," 
says  Steve  W.  Enos,  a  portfolio  manager 
with  Wells  Fargo  Bank  who  has  bought 
United  stock  for  institutional  clients. 


THE  PROGNOSIS  FOR  HMO  STOCKS 

I  Here's  how  some  large  publicly  held  HMO  componies  stock  up: 


Company 


Price 
8/16/94 


YTD 


P-E  Company 


Prke 
8/16/94 


YTD 
change 


P-E 


HEALTHSOURCE        39        go/^  28 

Innovative  New  Hampshire-based  HMO 
looking  to  expand  into  New  York  City 
through  a  partnership  with  competitor 
Chubb  Corp 


HUMANA 


19     6%  22 


Despite  some  recent  regulatory  prob- 
lems, Humana  is  poised  for  cost  reduc- 
tions and  market  expansion 

KUe       46  22% 

Industry  leader  maintaining  hefty  growth 
rate  by  targeting  new  markets  and 
small-business  customers 


EHH?"'®"     34  10%  12 

Aggressive  expansion-outside  its  fiercely 
competitive  home  state  of  California 
raises  concerns  about  earnings  dilution 

MIDATlANTiC  OA  DQO/  OL 
MEDICAL  SERVICES  ^° 

Possible  acquisition  target  now  facing 
increased  competition  from  big  players 
moving  into  its  market 

OXFORD  LA       910/  CO 

HEALTH  PIANS 

Aggressive  expansion  in  New  York, 
New  Jersey,  and  Connecticut  raises  con- 
cerns about  corporate  controls  and  mar- 
gin erosion 


DATA:  BW  SURVEY  OF  WALL  STREP  ANALYSTS:  BRIDGE  INTOBMATION  SYSTEMS  INC 


share-price  concerns  have  turned  somie 
institutions  off  to  Oxford  Health  Plans 
Inc.,  which  is  selling  at  a  price-earnings 
multiple  of  52,  despite  explosive  growth. 

Some  HMOs  scrambling  to  diversify 
beyond  hotly  contested  home  markets 
are  also  risky  plays.  Foundation  Health 
Corp.  is  expanding  rapidly  outside  its 
California  base  through  acquisitions.  Two 
deals  announced  earlier  this  summer 
worth  close  to  $1  billion  would  let  the 
company  enter  such  inarkets  as  Utah, 
Arizona,  and  Florida.  But  analyst  Mary 
C.  O'Connell  of  San  Francisco's  Louis 
Nicoud  Associates  warns  that  Founda- 
tion may  have  overpaid  to  penetrate 
these  markets.  At  least  one  large  institu- 
tional investor,  who  requested  anonymi- 


Investors  should  also  look  past  the 
giants  for  potential  winners.  One  cur- 
rent favorite  of  Kidder,  Peabody  &  Co. 
analyst  Joel  M.  Ray  is  Healthsource  Inc., 
a  New  England-based  HMO  that  is  tar- 
geting underpenetrated  smaller  markets, 
including  Savannah,  Ga.,  and  Little 
Rock,  through  joint  ventures  with  local 
doctors  and  hospitals.  It  has  also  started 
a  new  HMO  with  Chubb  Life  Insurance 
Co.  to  break  into  New  York  City. 

Healthsource  and  other  opportunistic 
operators  should  rack  up  respectable 
gains— for  a  while.  "The  game  in  HMOs 
isn't  over,"  says  Ray,  "but  it's  probably 
in  the  seventh  inning." 

By  Amy  Barrett  in  Washington,  with 
Eric  Schine  in  Los  Angeles 
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BY  GENE  G.  MARCIAL 


THIS  LENSMAKER'S 
WORLD  MAY  BE 
GETTING  ROSIER 


Ei 


mbattled  Cooper,  maker  of  con- 
tact lenses  and  other  ophthalmic 
products,  is  still  high  on  institu- 
tional investors'  garbage  list.  Its  shares 
plummeted  to  half  a  buck  in  mid-Feb- 
ruary, down  from  12  in  1988.  So  is  the 
stock  ready  for  the  dump?  A  number 
of  savvy  pros  think  not,  and  they've 
been  buying  up  shares,  now  trading 
at  1%.  What  gives? 

"Seldom  does  one  get  an  opportu- 
nity to  buy  into  a  company  with  prom- 
ising new  products  at  such  a  low  valu- 
ation," argues  Roger  Benson,  president 
of  Number  One,  an  investment  manag- 
er in  Norwalk,  Conn.  He  thinks  Coop- 
er, in  the  red  for  the  past  seven  years, 
will  turn  a  profit  in  the  year  ending 
Oct.  31,  1995,  when  he  expects  it  to 
earn  30<f  a  share,  vs.  an  estimated  SO? 
loss  in  1994.  In  1996,  he  sees  earnings 
jumping  to  $L  Like  Benson,  other  bulls 
see  the  stock  at  10  in  two  years. 

These  pros  ai'en't  unmindful  of  what 
drove  Cooper  to  the  poorhouse.  Ex- 
Chairman  Gary  Singer  was  convicted 
in  January  of  securities  fraud,  in  which 
he  used  company  funds.  Cooper  had 
to  pay  $3.1  million  for  its  role  in 
Singer's  front-running  scheme.  And  the 
company  has  just  settled  almost  all 
the  lawsuits  arising  from  its  breast- 
implant  products.  In  1993,  legal  costs 
reached  $30  million. 
"REAL  JEWEL."  But  Cooper,  notes  Ben- 
son, is  getting  its  act  together  under 
new  management  led  by  Allan  Ruben- 
stein,  elected  chairman  in  April,  1993, 
and  Thomas  Bender,  named  chief  oper- 
ating officer  in  August.  Prospects,  says 
Benson,  have  brightened,  thanks  to 
cost-cutting  and  consolidation. 

The  "real  jewel,"  says  Benson,  is 
CooperVision,  which  makes  flexible  and 
long-wear  contact  lenses,  including  such 
brands  as  PermaLens  and  Hydrasoft. 
It  accounted  for  44%  of  1993  revenues 
of  $92.7  million.  The  Hospital  Group 
of  America  unit,  which  operates  facili- 
ties for  psychiatric  and  chemical-de- 
pendency treatment,  generated  31%  of 
revenues.  And  CooperSurgical,  with 
25%  of  sales,  markets  diagnostic  and 
surgical  instruments. 

Benson  believes  CooperVision  Phar- 
maceuticals, which  develops  ophthal- 
mic drugs,  will  have  a  blockbuster 


VISIOH  CORREQED 
AT  COOPER? 
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product:  its  own  version  of  verapamil, 
a  calcium  channel  blocker.  Using  ve- 
rapamil. Cooper  has  developed  an  anti- 
glaucoma  product  that  reduces  pres- 
sure buildup  in  the  eye.  The  drug  is 
undergoing  clinical  tests,  and  Cooper 
expects  to  file  a  Food  &  Drug  Admin- 
istration application  next  year.  Rival 
Merck  already  has  an  antiglaucoma 
drug  on  the  market,  with  more  than 
$180  million  in  U.  S.  sales.  If  Cooper's 
entry  sells  even  a  quarter  as  much  as 
Merck's,  "earnings  from  it  could  ex- 
ceed Cooper's  current  market  value  of 
$48  million,"  figures  Benson. 


SALLIE  MAE  COULD 
MAKE  OUT  NICELY 


Once  the  giant  in  campus  lend- 
ing. Student  Loan  Marketing 
Assn.  has  learned  a  stark  les- 
son: The  government  giveth— and  then 
taketh  away.  Popularly  known  as  Sallie 
Mae,  the  company  was  the  largest 
holder  of  federally  guaranteed  student 
loans— until  the  government  announced 
last  year  that  starting  in  July,  1994, 
it  would  make  60%  of  such  loans  di- 
rectly. Since  then,  Sallie  Mae's  stock 
has  headed  south,  losing  about  half  its 
value-from  70  in  1993  to  34  lately. 
Predictably,  most  analysts  are  down 
on  Sallie  Mae. 

But  some  contrarians,  including  mon- 
ey manager  Robert  Torray  and  Capital 
Research  &  Management,  have  upped 
their  stakes:  They  expect  Sallie  Mae  to 
become  an  even  bigger  factor  in  the 
business— whether  or  not  Uncle  Sam 
is  any  good  as  a  lender. 

"The  government's  entry  will  .spark 


a  massive  consolidation,  and  there 
be  fewer  players  around,"  says 
money  manager.  So  Sallie  Mae 
still  be  "the  dependable  industry  ma 
stay." 

Analyst  Leslie  Nelkin  of  Fun 
Selz  agrees.  "Even  if  government 
ing  succeeds,  a  likely  surge  in  dem£ 
will  create  enough  business  for 
Mae,"  he  says,  noting  that  loan  origij 
tions  should  rise  by  20%  to  25%  t| 
year,  thanks  to  a  new  rule  raising  Iq 
limits  and  expanding  availability. 

Even  under  conservative  assui 
tions,  says  Nelkin,  Sallie  Mae's 
could  grow  to  $5  a  share  in  1994 
$6  in  1995,  up  from  $4.83  in  1993. 
kin  sees  the  stock  rebounding  to  55| 
a  year. 


IS  WARNER-LAMBEI 
ON  THE  BLOCK? 


Takeover  frenzy  in  the  pharmao 
tical  industry  has  picked  up, 
eled  by  American  Cyanamid's 
ceptance  of  a  sweetened  $101-a-sha| 
from  American  Home  Products.  T 
question  titillating  the  Street:  "Wh<| 
next?" 

High  on  the  takeover-target  list 
Warner-Lambert,  a  maker  of  presci 
tion  and  over-the-counter  drugs 
pers  are  that  management,  feeling  tl 
buyout  pressure  as  the  stock  climbec 
from  60  in  March  to  79'^2  lately— is  cc 
sidering  selling  its  drug  operatior 
which  analysts  figure  would  bring  $ 
to  $50  a  share.  Warner-Lambert  w 
have  no  difficulty  finding  a  buyer,  sa 
one  New  York  investment  manag^olo;j 
Sales  hit  $5.7  billion  last  year. 

As  an  alternative  move,  accordii 
to  this  pro,  Warner-Lambert  may  sp 
off  parts  of  its  two  other  units:  cons 
mer  health  care  and  the  gum-and-mir 
operation.  Health-care  products  inclu 
Listerine,  Bromo-Seltzer,  and  Schii 
and  Wilkinson  Sword  razors.  Gum  ai 
mints  include  Dentyne,  Trident,  CI 
rets,  and  Certs.  The  units  are  estims 
ed  to  be  worth  $60  a  share. 

Warner-Lambert  has  a  breakup  vi 
ue  of  about  $100  a  share,  figures  Mil 
Metz  of  Oppenheimer.  He  says  1 
wouldn't  be  surprised  if  Warner-Lai 
bert  broke  up  the  company  to  stave  ( 
a  buyout  offer.  But  analyst  Neil  Swe 
of  Ladenburg  Thalmann  predicts  War 
er-Lambert  will  be  acquired  by  a  lar 
er  company  this  year.  European  gian 
Ciba-Geigy,  Glaxo,  and  Hoffmann-I 
Roche  are  possible  buyers.  Warne 
Lambert  declined  to  comment. 
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HA:  UNION  PACIFIC  HAS  CONSOLIDATED  TRAIN  DISPATCHING  IN  AN  UNDERGROUND  CENTER 


^EY'YE  BEEN  WORKING 
N  THE  RAILROAD 


nputer-based  reengineering  may  help  get  trains  back  on  track 


I  or  decades,  railroad  companies  led 
the  way  in  applying  the  latest  form 
of  what  is  now  called  information 
nology.  Having  to  coordinate  so 
h  activity  scattered  across  the  conti- 
.,  railroads  were  quick  to  pick  up 
he  telegraph,  telephone,  and  ty pe- 
er. They  also  were  early  and  big 
s  of  Herman  Hollerith's  punch-card 
Jators,  which  eventually  formed  the 
business  of  a  company  called  IBM. 
xiay,  of  course,  in  an  age  of  Informa- 
Superhighways,  railroads  hardly 
like  high-tech  success  stories.  In- 
1,  during  the  1980s  economic  boom, 
U.  S.  rail  industry's  fi-eight  revenues 
ained  neai-ly  flat,  at  about  $29  billion, 
1  as  intercity  trucking  revenues 
v-from  $95  billion  in  1981  to  $167 
)n  in  199L  Railroads  maintained  their 
%  share  of  freight  volume  during 
time  but  had  to  cut  prices  to  do  so. 
t  losing  experience  is  spurring  big 
iges.  Several  pending  mergers  of 
or  railroads,  including  Norfolk  South- 
Corp.'s  i-ecent  proposal  to  join  forc- 
A^ith  Conrail  Inc.,  will  help  create 
er,  more  unified  systems. 


But  ecjually  important,  the  railroad 
industry  is  reengineering  itself  around 
improved  information  systems.  The  idea 
is  not  simply  to  boost  productivity— de- 
regulation forced  that  more  than  a 
decade  ago  (chart).  The  goal  now  is  to 
improve  customer  service  radically.  Tra- 
ditionally, notes  one  railroad  executive, 
the  industry's  view  of  customer  service 
was  "Neanderthalic."  So  rail  carriers  are 
scrambling  to  make  pickup  and  dehv- 
ery  schedules  more  precise  and  give 
customers  up-to-the-minute  information 
on  their  shipments.  In 
short,  railroads  are  out 
to  make  their  services 
mesh  with  the  logistics 
systems  of  their  cus- 
tomers as  smoothly  as 
truckers  do. 

"The  railroads  are 
learning  that  they  don't 
just  manage  trains," 
says  Robert  0.  Wagner, 
formerly  chief  informa- 
tion officer  at  Consoli- 
dated Rail  Corp.  and 
now  a  management  con- 


AATION  PROCESSING 


MOVING  FREIGHT 


REVENUE  TON-MILES  PER 
RAILROAD  EMPLOYEE 

MILLIONS 


83  '85  '87  '89  '91  '93 
DATA:  ASSOCIATION  OF  AMERICAN  RAILROADS 


sultant  in  Melville,  N.Y.  "They 
have  to  manage  their  cus- 
tomers' shipments  fi'om  door  to 
d(X)r.  Eventually,  they'll  be  man- 
aging customers'  inventories." 
Indeed,  Chrysler  Corp.  now  has 
rail  companies  tracking  its  autos 
all  the  way  from  factory  to 
dealer.  The  goal  is  to  have  the 
aut«s  sit  for  no  longer  than  foui* 
days  anywhere  along  the  route. 
"Railroads  have  improved  dra- 
matically," says  Thomas  Stahl- 
kamp,  vice-president  for  pur- 
chasing at  the  carmaker. 
PAST  AND  PRESENT.  There  are 
more  improvements  on  the 
way.  A  big  change  is  in  the  ap- 
proach to  information.  Most  rail- 
roads have  mainframe-based  in- 
formation systems  that  were 
designed  to  report  on  past 
events,  not  to  monitor  present 
activities  or  predict  future 
trends.  And  while  individual 
railroads  have  employed  a  va- 
riety of  techniques  to  monitor 
freight  cars  electronically  on  their  own 
tracks,  there  hasn't  been  a  way  to  tell  a 
customer  what's  happtning  to  a  car 
when  it  passes  from  one  railroad  to  an- 
other. Not  only  does  that  make  it  diffi- 
cult for  a  customer  to  track  shipments, 
it  also  makes  it  impossible  for  a  rail- 
road to  hve  up  to  promises  of  on-time 
delivery. 

That's  where  the  new  information  net- 
works could  have  the  biggest  payoff. 
Recognizing  that  their  fragmentecl  in- 
formation networks  are  a  competitive 
disadvantage,  railroads  are  backing  an 
industrywide  effort  to  create  informa- 
tion standards  that  will  pave  the  way 
for  what's  called  "seamless  service."  That 
means  giving  customers  one-stop  shop- 
ping for  freight-shipping  needs.  The  As- 
sociation of  American  Railroads  (aar),  a 
trade  group  in  Washington,  D.  C,  has 
just  endorsed  a  plan  to  equip  all  fi-eight 
cars  with  radio-activated  identification 
tags— a  technology  that's  expected  to 
perform  better  than  a 
previous  bar-coding 
scheme,  which  could  be 
derailed  by  a  bit  of 
nmd.  By  late  next  year, 
more  than  1,000  track- 
side  readers  are  sched- 
uled to  be  in  place 
throughout  the  country, 
allowing  railroads  to 
constantly  monitor  the 
cars  on  their  rails. 

Managers  at  compa- 
nies such  as  Union  Pa- 
cific, Santa  Fe  Pacific, 
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and  Conrail  expect  that  the  tag  data, 
organized  and  processed  properly,  can 
help  in  many  ways:  Railroads  can  alert 
customers  to  delays— caused  by  weather, 
perhaps,  or  equipment  malfunctions— as 
soon  as  they're  detected.  They  can  also 
plan  the  makeup  of  future  trains  more 
efficiently.  And  they  can  fine-tune  their 
schedules. 

Still,  tag  readers  solve  only  half  the 
customer-service  problem.  An  important 
advantage  for  truckers  has  been  their 
ability  to  move  goods  long  distances  us- 
ing a  single  vehicle.  For  them,  it's  a 
simple  matter  to  track  and  reroute  ship- 
ments. By  contrast,  more  than  half  the 
tonnage  shipped  by  rail  involves  two  or 
more  railroads,  and  each  handoff  be- 
tween lines  increases  the  probability  of 
delay  and  missing  a  promised  delivery 
time.  Only  by  knowing  where  each  car 
is  and  when  it's  there,  says  Michael  P. 
Gelhausen,  managing  partner  of  Ander- 
sen Consulting's  transportation  and  trav- 
el services  practice,  can  railroads  achieve 
their  No.  1  goal:  becoming  "an  integrated 
part  of  the  customer's  logistics  pipeline." 
TRUCK  HITCH.  Tlie  rail  industry's  answer: 
a  scheme  called  interline  service  man- 
agement, which  calls  for  the  dozen  larg- 
est railroads  to  share  their  tag  data 
through  a  system  run  by  the  AAR.  The 
railroads  already  exchange  the  bulk  of 
their  invoices  and  other  business  forms 
with  customers  electronically,  using  a 
so-called  electronic  data  interchange  (EUl) 
network.  But  to  share  car-location  data, 
they're  developing  a  common  set  of  def- 
initions for  the  different  types  of  data 
they  plan  to  collect  and  exchange.  Once 
that's  finished,  "the  customer  has  only  to 
deal  with  a  single,  prime  carrier,"  says 
Joyce  M.  Wrenn,  who  last  year  was 
hired  away  from  American  Airlines  Inc. 
to  become  chief  information  officer  at 
Union  Pacific  Fiailroad  Co.  The  nerve 
center  of  Wrenn's  operation  is  the  com- 
pany's underground  dispatch  center  in 
Omaha. 

In  the  name  of  customer  service,  the 
railroads  are  doing  something  truly  rad- 
ical with  their  information  systems— us- 
ing them  to  coordinate  with  trucking 
companies.  Many  trucking  companies,  it 
turns  out,  have  trouble  keeping  qualified 
long-haul  drivers  because  of  the  grueling 
hours.  So  they  are  handing  over  many 
long-haul  shipments  to  railroads.  J.  B. 
Hunt  Ti'ansport  Services  Inc.,  the  giant 
Arkansas-based  trucking  company,  has 
been  working  closely  with  Santa  Fe  for 
several  years.  Now,  with  computer  links 
between  rail  and  truck  carriers,  it  should 
become  far  easier  for  customers  to  order 
up  such  "intermodal"  shipments  with  a 
single  call.  At  this  rate,  railroads  could 
once  again  be  on  track  with  information 
technology. 

By  John  Verity  in  New  York 
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WHY  SUNBEAM 

IS  SHINING  BRIGHTER 


A  new  chief  overhauled  it  nicely.  But  will  investors  stay  happy? 
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oger  W.  Schipke  hadn't  been  on 
the  job  as  chief  executive  officer 
of  Sunbeam-Oster  Co.  for  more 
than  a  day  when  one  of  his  executives 
presented  him  with  a  dilemma  last  Au- 
gust. The  company's  big  push  into  out- 
door furniture  was  about  to  begin,  but 
managers  were  hesitating  to  build  in- 
ventories ahead  of  the  springtime  buying 
season.  After  all.  Sunbeam's  former  CEO, 
Paul  B.  Kazarian,  had  frequently  in- 
veighed against  getting  stuck  with  un- 
sold products.  Schipke  conveyed  no  such 
qualms.  He  ordered  Sunbeam-Oster's 
factories  into  high 
gear— a  move  that  is 
ultimately  expected 
to  contribute  to  a 
double-digit  sales  in- 
crease at  the  outdoor- 
products  division  this 
year. 

That  one  decision 
says  a  lot  about 
Schipke  and  Sun- 
beam's aggressive 
new  style.  Kazarian 
was  ousted  by  the 
board  in  January, 
1993,  after  a  widely 
publicized  and  acrimo- 
nious exchange  with 
Sunbeam's  biggest 
shareholders.  Schip- 
ke, .57,  has  restored 
much  of  the  luster  to 
the  household-prod- 
ucts maker's  corpo- 
rate—and brand— im- 
age. In  his  first  year 
as  CEO,  Schipke  has 
picked  up  the  pace  of 
new-product  introduc- 
tions and  overhauled 
Sunbeam's  manage- 
ment, while  expand- 
ing the  Fort  Lauder- 
dale (Fla.)  company's 
global  reach  (table). 
"We  want  to  be  the 
premier  small-ticket, 
durable-products  com- 
pany," he  .says. 

By   the   looks  of 


things,  Schipke  certainly  seems  to  hi 
a  shot  at  that  goal.  Analyst  Andrew 
Silver  of  Dillon,  Read  &  Co.  estima 
that  Sunbeam's  profits  could  climb  ] 
this  year,  to  $100.9  million,  as  its  re  ' 
nues  increase  10%,  to  $1.17  billion.  V  ^'■'■'^ 
Street  seems  happy  with  Schipke's 
complishments:  The  company's  sha 
are  now  trading  at  about  23,  up  m 
than  22%  from  a  year  ago. 

Sunbeam-Oster's  direction  looked 
cidedly  less  clear  in  the  waning  men  l"'  ^ 
of  Kazarian's  tenure.  A  former  Gc 
man,  Sachs  &  Co.  investment  banl 
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SUNBEAM'S  STRATEGY... 

NEW  PRODUCTS  Extending  ex 
isting  lines  by  intrcxducing  new  of- 
ferings, including  breadmaker 
and  can  opener  witfi  blade  de- 
tachable for  cleaning.  New  de- 
signs stress  easier  assembly  to 
lower  production  costs. 

ACQUISITIONS  After  buying 
such  companies  as  grillmaker 
Arklamatic  and  bathroom-scale 
company  Borg  to  complement 
existing  product  lines,  Sunbeam 
is  considering  expanding  into 
other  areas,  such  as  personal 
health  care. 

GLOBAL  PUSH  Building  on 
strength  in  Latin  America  with 
more  product  offerings.  Consid- 
ering joint  ventures  in  Asia. 

...BRINGS  REWARDS 

ESTIMATED  1994  RESULTS 
REVENUES  $1.17  BILLION 


NET  PROFITS      $100.9  MILLION 


STOCK  PRICE' 


UP  22% 


$23 


•AUG.  15  PRICE  COMPARED  WITH  YEAR-EARLIER  CLOSE 
DATA:  BUSINESS  WEEK;  DILLON,  READ  &  CO. 
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ian  was  instrumental  in  rescuing 
iam-Oster  from  Chapter  11  in  1990 
its  parent,  Allegheny  International, 
ito  bankruptcy.  Together  with  in- 
lent-fund  managers  Michael  H. 
lardt  and  Michael  F.  Price,  Kazar- 
irmed  a  partnership  that  bought 
)st  of  Sunbeam-Oster's  assets. 
CEO,  Kazarian  made  great  strides 
•n  Sunbeam  around.  Before  long, 
/er,  some  executives  complained 
to  the  board  that  Kazarian  wasn't 
^  to  commit  capital  to  new  prod- 
ir  plants.  Kazarian  denies  any  sug- 
n  that  he  was  a  poor  CEO.  "The  re- 
speak  for  themselves,"  he  says, 
improved  sales  during  his  tenure. 
ITERFERENCE.  Faced  with  a  mutiny 
executive  suite,  directors  fired 
lan,  setting  off  a  nasty  round  of 
its.  Kazarian  contended  that  his 
was  simply  a  maneuver  for  Stein- 
;ind  Price  to  pressure  him  into 
rontrol  of  the  partnership.  "If 
>r  would  have  asked,  I  would 
stepped  down  [as  CEO],  but  I 
iii't  have  relinquished  the  control 
the  general  partnership,"  Kazarian 
niiw.  The  litigation  ended  in  July, 


1993,  when  Sunbeam-Oster  paid  $151 
million  to  Kazarian  and  $26  million  to 
other  partners  in  a  stock  buyback.  Stein- 
hardt  and  Price  held  on  to  their  shares 
in  Sunbeam-Oster  and  now  have  a  com- 
bined 57%  stake. 

Removing  Kazarian  from  the  picture 
was  important  to  Schipke,  who  wanted  a 
free  hand  at  Sunbeam-Oster.  He  was 
accustomed  to  plenty  of  autonomy.  He 
had  spent  29  years  at  General  Electric 
Co.,  including  eight  as  head  of  its  appli- 
ance division.  The  unit's  sales  more  than 
doubled,  to  $5.2  billion,  in  1989  during 
Schipke's  watch.  Still,  not  all  of  his  ten- 
ure was  so  successful.  In  a  major  corpo- 
rate emban-assment  for  GE,  the  company 
took  a  $300  million  aftertax  write-off  in 
1988  to  fix  problems  with  its  refrigerator 
compressors.  In  1990,  Schipke  became 
CEO  of  homebuilder  Ryland  Group  Inc. 

So  far,  Schipke  says  he  hasn't  felt 
any  pressure  from  Price  and  Steinhardt, 
who  couldn't  be  reached  for  comment 
on  his  management.  Schipke  says  he  has 
yet  to  talk  to  Steinhardt,  though  he  has 
met  with  Price  three  or  four  times  over 
the  past  year.  "I've  never  had  any  inter- 
ference," Schipke  says. 

With  his  author- 
ity clear,  Schipke 
went  about  shoring 
up  Sunbeam-Os- 
ter's executive 
ranks.  To  bring  in 
fresh  ideas,  he 
hired  a  half-dozen 
top  executives 
from  the  outside, 
including  Paul  M. 
O'Hara,  the  former 
chief  financial  offi- 
cer of  Fruit  of  the 
Loom  Inc.,  who 
took  over  as  Sun- 
beam's CFO.  Schip- 
ke has  also  given 
his  line  managers 
far  more  indepen- 
dence. During  Ka- 
zarian's  tenure, 
some  senior  execu- 
tives say  they 
were  not  given 
enough  autonomy. 
"Paul  interfered 
much  more  with 
daily  operations," 
says  James  J. 
Clegg,  president  of 
the  household-prod- 
ucts division. 

Schipke  also  ex- 
tended Sunbeam's 
product  lines.  Sun- 
beam is  No.  1  in  an 
eclectic  range  of 
products,  such  as 
heating  pads,  elec- 


SCHIPKE  HAS  J 
PARTICIPATORY 
STYLE  OF 
MANAGEMENT 


trie  blankets,  bathroom  scales,  gas  grills, 
and  hair  clippers.  But  staying  ahead  of 
the  pack  isn't  easy.  The  household-prod- 
ucts market  is  constantly  in  flux  be- 
cause of  finicky  consumers  and  fast-mov- 
ing rivals  such  as  Black  &  Decker  Corp. 
and  Hamilton  Beach/Proctor-Silex  Inc. 
To  expand  its  share  of  the  electric  can 
opener  market.  Sunbeam  recently  intro- 
duced a  version  with  a  new  feature:  a 
detachable  blade  for  easy  cleaning. 

The  quest  to  bolster  product  offer- 
ings has  also  taken  Sunbeam  into  en- 
tirely new  household-gadget  categories. 
Responding  to  consumer  fascination  with 
breadmaking,  Sunbeam  recently  intro- 
duced its  own  breadmaker  to  go  up 
against  products  offered  by  such  rivals 
as  Welbilt  Corp.  and  Panasonic  Co.  In 
January,  Sunbeam  will  also  launch  its 
own  line  of  coffeemakers. 

Acquisitions  are  another  key  to  Schip- 
ke's expansion  plans.  In  the  past,  Sun- 
beam-Oster has  bought  such  companies 
as  Charmglow  Inc.  (grills)  and  Borg 
Scales.  Now,  analysts  speculate  that 
Schipke  wants  a  maker  of  health-care 
products  for  the  home.  That  would  com- 
plement Sunbeam-Oster's  line  of  person- 
al-care products,  which  include  blood- 
pressure  monitors  and  humidifiers. 
GOING  ASIAN.  Schipke  is  also  looking 
for  growth  overseas.  Sunbeam-Oster  is 
building  on  its  strength  in  Latin  Ameri- 
ca by  offering  more  products  to  its  exist- 
ing markets  in  Venezuela,  Peru,  and 
Mexico.  And  it's  eyeing  potential  joint 
ventures  in  the  fast-growing  economies 
of  Asia.  Schipke's  goal:  to  increase  inter- 
national sales  from  17%  to  30%  of  reve- 
nues within  three  years. 

Despite  his  initial  success,  Schipke 
faces  big  challenges.  In  an  era  of  waning 
brand  loyalty,  Sunbeam-Oster  has  to 
keep  up  a  steady  flow  of  new  products 
to  keep  consumers  happy.  And  its  retail 
customers  can  afford  to  be  a  lot  choosier 
when  it  comes  to  stocking  their  shelves, 
now  that  almost  every  appliance  maker 
is  sprucing  up  its  product  line  with  new 
offerings  and  features  to  lm"e  consumers. 

And  then  there's  Price  and  Steinhardt. 
There  has  been  speculation  among  ana- 
lysts that  the  pair  may  be  tempted  to  sell 
its  stake  to  one  buyer  rather  than  cash 
out  gradually  by  selling  shares  to  the 
public.  That  could  unsettle  other  share- 
holders. Worse  for  Schipke,  it  could  bring 
in  an  investor  who  might  be  far  more 
meddlesome.  For  now,  Schipke  doesn't 
believe  Price  and  Steinhardt  are  ready  to 
sell.  "They  believe  the  company  has  fur- 
ther to  go,"  he  says.  Still,  he  recognizes 
that  the  duo  are  not  in  the  business  of 
holding  companies.  Just  as  with  Kazarian, 
keeping  Sunbeam's  biggest  investors  hap- 
py may  be  the  key  to  Schipke's  survival. 

By  Gail  DeGeorge  in  Fort  Lauderdale, 
Fla. 
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From  The  Company 
That  Taught  The  World 
How  To  Combine  Power 

And  Affordability: 


Lesson  Two. 


hen  we  introduced  the  Compaq  ProLinea, 
it  was  more  than  just  a  new  computer.  It 
was  a  whole  new  idea.  The  first  computer 
to  deliver  the  right  features  and  high  quality  at  a 
price  that  was  affordable  for  everyone. 

And  now  we'd  like  to  build 
on  that  idea.  Introducing  our  newest 
ProLinea:  A  computer  that's  been 
designed  to  make  your  money  go  further  still. 

To  begin  with,  it's  fast.  Our  new  ProLinea 
offers  a  choice  of  Intel  processors,  right  up  to 
the  IntelDX4.  Video  is  up  to  27%  faster. 
With  support  for  a  128K  memory  cache,  you 
can  boost  speed  another  35%.  And,  should 
you  ever  thirst  for  greater  speed, 
you  can  easily  upgrade  to 
a  Pentium  OverDrive. 
But  going  faster  is  only  part  of  our  story. 
True  to  the  Compaq  spirit,  we  made  ProLinea 
even  easier  to  use.  It  comes  pre-loaded  with 
the  latest  version  of  Microsoft  Windows,  along 
with  Tab  Works',"  which  graphically  simplifies 


the  way  you  view  and  organize  all  of  your  work. 

It  also  comes  with  built-in  Plug  and  Play 
capabilities,  bringing  new  ease  to  the  process 
of  adding  add-on  devices  and  expansion  cards. 

And  while  we  made  the  ProLinea  easier  to 
work  with,  we  also  made  it  easier  to  own.  It 
meets  Energy  Star  standards,  to  save  money 
in  the  long  run.  Better  still,  it's  priced  to  keep 
your  costs  down  today— starting  at  only  $950.' 
That,  of  course,  includes  all  the  benefits 
of  owning  a  Compaq,  from  our 
free  three-year  warranty"  to 
our  free  24 -hour  helpline.  ^^^.^I^AH^j 

If  you'd  like  a  demonstration  of  affordable, 
easy-to-use  power,  go  try  a  ProLinea  at  your 
nearest  authorized  Compaq  reseller.  If,  on  the 
other  hand,  you'd  like  to  receive  specifications 
via  fax,  just  call  1-800-345-1518,  choose  the 
PaqFax  option  and  request  document  #4032. 

It's  a  moment  in  computer  history  every- 
one can  savor  —  as  Compaq  raises  the  value  of 
a  dollar  once  again. 


©  1994  Compaq  Computer  Corporation.  All  Rights  Reserved.  Compaq  and  ProLinea  Registered  U.S.  Patent  and  Trademark  Office.  PaqFax  is  a  service  mark  of  Compaq  Computer  Corporation. 
Tab  vVorks  is  a  trademark  of  Xerox  Corporation  Wmdows  is  a  trademark  of  Microsoft  Corporation,  Pentium  and  the  Intel  Inside  logo  arc  registered  trademarks  ot  Intel  Corporation  'Estimated 
selling  price;  actual  pricing  may  vary.  Price  quoted  refers  to  the  ProLinea  4/33S  Model  1  (no  hard  drive  included).  •'Certain  restrictions  and  exclusions  may  apply.  Monitors,  battery  packs 
and  certain  options  arc  covered  by  a  one-year  warranty. 
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STRATEGIES  I 


HELIO,  WESTERN  UNION? 
FIRST  DATA  CALLING 


But  the  suitor  must  first  outbid  Forstmann  Little 


It's  not  the  most  glamorous 
business  in  the  world.  In 
fact,  its  very  name  is  syn- 
onymous with  obscurity:  the 
back  office.  But  if  processing 
paperwork  is  low-profile  work, 
it  has  also  proved  highly  lu- 
crative for  First  Data  Corp.,  a 
spin-off  of  American  Express 
Co.  If  you  have  a  credit  card 
from  Visa  or  MasterCard,  own 
mutual-fimd  shares,  have  sent 
an  AmEx  MoneyGram,  or 
have  paid  a  hospital  bill  of  late, 
chances  are  that  First  Data, 
based  in  Hackensack,  N.  J., 
churned  out  your  statement  or 
collected  your  payment.  "Peo- 
ple don't  see  us,"  says  First 
Data  Chief  Executive  Henry 
C.  Duques,  "but  we  have  a 
huge  behind-the-scenes  impact." 

That  impact  generates  re- 
sults. Revenues  have  soared 
45%,  to  $1.5  billion,  since  1991,  the  last 
year  AmEx  owned  First  Data,  while 
earnings  jumped  47%,  to  $173  million. 
Salomon  Brothers  Inc.  analyst  James  F. 
Kissane  expects  another  profit  rise  of 
20%  this  year,  to  $208  million,  on  reve- 
nues of  $1.7  l)illion. 

DISTANT  SECOND.  To  keep  the  growth 
coming,  Fir.st  Data  is  trying  to  acquire 
Western  Union  Financial  Services  Inc., 
the  profitable  operating  unit  of  New  Val- 
ley Corp.,  which  is  under  Chapter  11 
bankruptcy  protection.  And  that  has 
Duques  duking  it  out  in  a  high-stakes 
bidding  contest  with  none  other  than 
Forstmann  Little  &  Co.,  the  New  York- 
based  leveraged  buyout  firm.  In  June, 
First  Data  bid  $660  million  for  the  mon- 
ey-transfer company,  topping 
Forstmann  Little's  $650  mil- 
lion offer.  The  final  round  of 
bidding  is  set  for  September. 

First  Data  hardly  seemed 
the  kind  of  contestant  to  take 
on  an  LBO  heavyweight  under 
AmEx.  While  First  Data  did 
not  process  AmEx  cards,  cus- 
tomers such  as  Visa  and  Mas- 
terCard were  irked  that  it  was 
owned  by  a  rival.  Since  the 
spin-off,  First  Data  has  grown  q^^u 
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78  BUSINESS  WEEK/AUGUST  29,  1994 


to  dominate  the  industry,  handling  more 
than  70  million  transactions  annually. 
Meanwhile,  First  Data  has  moved  into 
other  financial  back-office  work,  such  as 
preparing  mutual-fund  statements  and 
providing  health-care  and  cable-TV  l^illing. 

Acquiring  Western  Union  is  key  to 
sustaining  that  gi'owth.  First  Data  has 
aimed  for  the  money-transfer  business 
since  its  spin-off,  boosting  its  share  of 
the  $450  million  market  from  3%  to  10%. 
But  it  is  a  distant  second  to  Western 
Union,  which,  with  24,000  agents  world- 
wide, holds  85%.  And  it's  a  fast-gi'owing 
business,  thanks  to  big  numbers  of  immi- 
grants who  send  money  home.  Kissane 
expects  annual  growth  to  top  15%. 
But  while  Western  Union  dominates, 


FIRST  DATA'S  KEY  BUSINESSES 

1993  RESULTS  ►  REVENUES  51.5  billion  PROFITS  $173  miluon 


HOSPITAL  BILLING  MUTUAL  FUND  STATEMENTS 

DATA:  SALOMON  BROTHERS  INC. 


it's  burdened  with  antiquated  equipmer 
Operating  margins  run  26%,  while  Ki 
sane  estimates  First  Data  earns  30%  ( 
its  highly  efficient  transfer  and  bill-pa 
ing  service.  By  modernizing  Westei 
Union  and  applying  the  same  back-c 
fice  savvy  that  he  has  put  to  card  pr 
cessing,  Duques  should  squeeze  great( 
profits  from  the  far-flung  network. 

To  do  that,  though,  he  has  to  win  tl 
battle.  Forstmann  won't  comment 
Western  Union.  Althoug 
First  Data's  current  bid  toj 
Forstmann's— each  bidder  h; 
also  agreed  to  assume  Wes 
ern  Union's  debt  and  estima 
ed  $400  million  in  pension 
abilities— Forstmann  may  y 
up  its  offer.  Other  biddei 
could  also  emerge.  The  thn 
highest  bidders  will  make  fin 
bids,  with  the  winner  ai 
nounced  Sept.  19.  Analys 
say  the  price  could  hit  $7f 
million. 

WAR  PATHS.  A  price  tag  th; 
high  could  stretch  First  Dat 
While  Forstmann  has  an  est 
mated  $2  billion  war  chest 
finance  takeovers,  First  Dal 
has  only  $300  million  in  cai 
and  just  agreed  to  pay  $11 
million  in  stock  for  Envoy, 
Nashville-based  provider 
credit-card  services.  Duqu( 
acknowledges  that  First  Da 
will  have  to  boost  debt,  leaving  W; 
Street  worried.  With  First  Data's  del 
currently  ninning  at  35%  of  total  capitj 
"the  central  questions  are  how  muc 
cost  can  be  wrung  from  Western  Uni( 
and  how  great  are  the  savings,"  sai 
David  M.  Togut,  an  analyst  with 
First  Boston. 

Duques  says  immediate  benefits  w 
come  fi'om  combining  First  Data's  agei 
network  with  Western  Union's.  Salomor 
Kissane  says  that  alone  will  save  $40  m 
lion,  with  an  additional  $65  million  fro 
consolidating  overhead.  Duques  also  plai 
to  expand  sales  of  First  Data's  offerini 
through  Western  Union. 

One  thing  Duques  says  he  won't  do 
overpay.  He  scoffs  at  Wall  Street  fea 
that  he  will  overleverage  h 
company  to  win.  "If  we  car 
find  the  leverage  and  cost  sa 
ings  to  make  this  work,  we 
drop  out,"  he  says.  "We  ha^ 
a  very  good  business  that 
growing  three  times  fast( 
than  Western  Union."  Oi 
way  or  another,  Duques'  \o\ 
profile  days  in  the  back  offi' 
are  coming  to  an  end. 

By  Veronica  Byrd  in  Hoc 
ensack,  N.  J. 
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A  lot  of  people 
don't  think  twice  about  their  clean  water  supply. 
We  must  be  doing  something  right. 

Did  you  know  there's  not  one  more  drop  of  water  on  Earth  today  than  when  it  came 
mto  being?  And  while  that's  a  lot  of"  water,  only  3"'°  oi  it  is  fresh.  Take  awav  what's  locked  in 
icecaps  and  glaciers  and  you're  down  to  less  than  1'^°.  Not  exactly  an  unlimited  supply,  consid- 
ering everything  you  need  it  for.  Not  to  mention  what's  necessary  for  irrigation  and  industry. 

But  before  you  start  stockpiling,  there  are  some  good  reasons  to  feel  confident  about 
your  clean  water  supply.  Like  what  we're  doing.  In  towns  across  the  country,  we  make  it  possi- 
ble to  treat  wastewater  to  the  point  it  can  be  returned  to  waterways  cleaner  than  the  waterways 
themselves.  We  purify  the  drinking  water  for  over  a  half  million  people.  And  for  industries 
that  need  it,  we  even  ultra-purify  water. 

Altogether,  we  treat  or  purify  over  370  million  gallons  of  water  every  day.  We  may  not  ^ 

be  able  to  make  more  water.  But  we  make  more  of  it  clean.  I 

I 

What  business  do  we  have  saying  we  help  the  environment^  That  is  our  business.  \ 

i 

A 

Wheelabrator  Technologies 

A  WMX  Technologies  Company 


I've  built  about  65  golf  courses  since  e  People 

I  started  back  in  1960.   Id  a  course,  say  there's  a  lot  of  water  on  the  Tournament 

I  really  don't  have  a  whole  vision  of  what's  Players  Clubf  and  that's  true,  but  then  there 

going  to  happ'-      r  •  i   t  (walk  the  land  are  a  lot  of  good  golfers  out  there  too. 

to  get  a  feel  for  it,  because  I  make  all  my  i 


rr 


Golfers  just  love  punishment, 
(And  that's  where  I  come  in.) 


designs  in  the  dirt.  I  don't  know  how  to 
punch  a  computer  and  I'm  too  old  to  learn. 

Golf  IS  a  mental  game,  and  golfers  are 
always  nervous.  So  I  constantly  try  to  work  on 
their  idea  of  how  a  hole  ought  to  be  played. 


American  Express  reminds  you  the  Card 
is  welcomed  at  all  kinds  of  golf  courses. 


Nowadays  the  only  ally  I  have  is  water;  that's     (And  Pete  would  like  to  remind  you  to  keep 
the  only  hazard  they  can't  recover  from.  Sa.  id     your  head  down.) 
is  easy,  but  if  you  go    . ,    ..Ler  you  know 


Pete  Dye 
Golf  Course  Designer  &  Builder 


developments  to  Watc 


EDITED  BY  NEIL  GROSS 


fRUIT  FLIES:  THE  lATEST  BUZZ 
IN  GENE  THERAPY 


Geneticists  dream  of 
a  day  when  they 
can  repair  defective  hu- 
man genes  to  wipe  out 
diseases.  That  goal  is 
decades  off,  but  research 
on  insects  offers  intri- 
guing leads.  This  sum- 
mer, scientists  at  San 
Diego  State  University 
restored  the  gift  of  flight 
to  genetically  defective 
fruit  flies  by  injecting 
new  genes  into  fly  em- 
bryos. Doctors  are  tak- 
ing note  because  defects  in  a  similar  human  gene,  which 
codes  for  the  protein  myosin,  cause  heart  disease. 

San  Diego  researchers  caution  that  huge  chasms  separate 
insects  from  humans.  They  had  to  micro-inject  up  to  3,000  fly 
embryos  to  yield  just  one  "cured"  individual.  Humans  are 
more  complex  than  flies,  with  whole  batteries  of  genes  coding 
for  functions  handled  by  a  single  insect  gene.  Still,  laboratory 
chief  Sanford  Bernstein  says  there  are  important  lessons.  He 
can  create  the  same  kind  of  mutations  seen  in  human  genes, 
insert  them  into  the  fly,  and  then  observe  the  muscle. 


AN  ALTERNATIVE 

TO  PROSTATE  CANCER  SURGERY? 


Patients  diagnosed  with  prostate  cancer  face  agonizing 
choices.  Since  removing  the  gland  can  lead  to  inconti- 
nence, impotence,  or  both,  many  doctors  hesitate  to  operate  at 
the  first  sign  of  the  slow-progressing  disease.  On  the  other 
hand,  metastatic  prostate  cancer  is  very  difficult  to  treat. 
So  waiting  until  symptoms  appear  may  be  courting  tragedy. 

Researchers  at  George  Washington  University  Medical  Cen- 
ter and  the  National  Institutes  of  Health  have  uncovered 
clues  that  may  help  postpone  the  need  for  surgery.  They 
found  that  uteroglobin,  a  protein  found  in  the  prostate  gland 
and  other  tissues,  inhibits  the  ability  of  cancer  cells  to  invade 
other  connective-tissue  cells  in  vitro  up  to  88%  of  the  time.  It's 
not  a  cure,  but  the  protein  may  offer  a  way  of  containing  the 
prostate  cancer  cells,  which  are  found  in  nearly  15%  of  Amer- 
ican men  in  their  .50s.  Cieorge  Washington  reseai'chei's  have  ap- 
plied for  grants  to  conduct  follow-up  studies  with  mice. 


THIS  TINY  VALVE 
KEEPS  THE  PRESSURE  ON 


Redwood  MicroSystems  Inc.  in  Menlo  Park,  Calif.,  makes  a 
valve  the  size  of  your  thumbnail.  Small  but  mighty,  it  can 
close  against  a  pressure  of  3,000  pounds  per  square  inch— a 
feat  equal  to  lifting  10,000  times  its  own  mass.  Combined 
with  tiny  semiconductor  sensors  and  other  electronic  circuitry, 
the  microvalve  can  release  minute  quantities  of  chemical  re- 
agents with  precision.  That  may  allow  scientists  to  reduce  the 
necessai'y  sample  size  for  DNA  sequencing  and  the  amount  of 
reagent  required.  Such  gas  microvalves  are  now  undergoing 
trials  in  hospitals,  helping  to  maintain  pressure  in  the  stomach 


cavity  as  a  surgeon  operates  through  a  tube  or  to  regulate  jjjiii 
flow  of  anesthesia  during  the  operation. 

The  key  to  precision  is  a  flexible  silicon  membrane.  Thi 
essentially  a  tiny  ■  pit  etched  in  silicon  and  sealed  betw 
two  Pyrex  wafers.  When  heated,  fluid  in  the  pit  expands,  c 
ing  the  membrane  to  flex.  That  precisely  controls  the  flov 
gas  through  a  network  of  channels  and  holes  in  the  wa 
Redwood  has  a  three-year,  $7  million  cooperative  reset 
and  development  agreement  with  Lawrence  Livennore  Natf 
al  Laboratory  to  make  valves  for  portable  environme| 
monitors  and  other  instruments. 
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HYBRID  SPUDS  THAT  COULD  AVOID 
THE  IRISH  POTATO'S  FATE 


ml 


The  decimation  of  the  Irish  potato  crops  in  the  1840s  ■ 
caused  by  a  fungus  dubbed  "late  blight."  It  is  prima  "''ssf 
transmitted  in  the  "tubers,"  or  small  potato  pieces  cut 
and  planted  to  create  a  new  crop.  Now,  U.  S.  potato  grovel" '-511 
are  shuddering  at  news  from  the  University  of  Florida: 
though  fungicide  has  kept  one  strain  of  the  fungus  un 
control  in  the  U.  S.  for  decades,  a  second  strain  has  emer  bto 
and  is  spreading  quickly.  Researchers  fear  it  could  mate  v  ter  J 
the  original  strains  to  produce  organisms  that  would  threa 
the  $5  billion  annual  American  potato  crop.  Both  strains  hf  ilie 
been  found  in  Florida  and  other  states,  where  they  have 
ined  entire  crops.  Now,  the  Florida  researchers  are  wonlw 
that  spores  created  by  the  mating  strains  of  the  fungus  cc|'.oon 
live  in  soil  year-round— and  be  resistant  to  fungicides. 

At  least  one  biotech  company  believes  it  can  help  sftjiisi 
the  spread  of  the  disease.  Escagenetics  Corp.  in  San  Car 
Calif.,  has  painstakingly  developed  so-called  true  potato  se( 
which  it  can  guarantee  as  disease-free.  The  company  s  raly 
some  of  its  hybrid  seeds  appear  to  be  resistant  to  late  bli 
and  could  help  farmers  grow  potatoes  even  in  diseased  scki 


'CASSIE'  HAS  HER 
THIHKING  CAP  ON 


ft  i;. 


Last  month,  scientists 
gathered  at  the  State 
University  of  New  York 
at  Buffalo  to  think  al)out 
thinking— real  and  artifi- 
cial. Many  were  startled 
by  the  logical  flights  of 
Cassie,  an  artificial  intel- 
ligence program  devel- 
oped at  Buffalo.  Most  Al 
programs  have  no  more 
smarts  than  a  bird  brain. 
Cassie  is  like  a  growing 
child,  using  English  to 
describe  thoughts. 

Cassie's  creators,  computer  scientists  Stuai't  C.  Sha{; 
and  William  J.  Rapaport,  hope  "she"  will  be  able  to  di 
reams  of  information  and  an.swer  questions.  In  some  ca;l 
that  may  mean  unlearning  her  progi'amming.  For  examj 
while  perusing  the  King  Arthur  legend,  she  stumbled  on 
word  "smite."  She  was  told  it  means  to  kill  by  hitting  h 
Later,  she  read  that  King  Arthur  got  smote  back  in  a  fij 
and  didn't  die.  So  she  deduced  the  word's  real  meaning:  "to 
very  hard."  Ultimately,  Rapaport  believes  Al  systems  will 
velop  a  kind  of  consciousness.  Cassie  hasn't  yet,  he  concec 
"but  there's  no  reason  why  she  couldn't." 


'•'in 
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I  IN  THIS  CHIP 
lEAT  PENTIUM? 


}  tart  Cyrix  says  its  newest  will  outdo  Intel's  best 


takes  just  a  little  hubris  to  pull  off 
'hat  Gerald  D.  Rogers  has.  In  six 
ears,  his  startup,  Cyrix  Corp.,  has 
ne  a  burr  under  the  saddle  of  mi- 
■ocessor  king  Intel  Corp.  Even  so, 
rows  arch  when  Rogers  boasts  that 
N  Cyrix  design  will  outperform  In- 
latest  Pentium  chip.  Is  it  bluster 
)t?  Linley  Gwennap,  who  tracks  the 
Dprocessor  business  for  market  re- 
!her  MicroDesign  Resources  Inc., 
^es  that  the  Cyrix  chip,  dubbed  Ml, 
n  the  leading  edge  of  just  about 
ything." 

le-upping  Intel  would  be  the  cap- 
;  to  one  of  the  more  audacious  strat- 
;  in  chip  industry  history.  After  lin- 
ip  just  $4  million  in  venture  fimding, 
!rs  left  Texas  Instruments  Inc.  in 
to  do  the  impossible:  crack  Intel's 
3poly  in  microprocessors  for  ibm- 
jatible  personal  computers.  The 
t  looked  quixotic  because,  unhke 
anced  Micro  Devices  Inc.  (AMD), 
Ts  didn't  have  a  license  from  Intel 
ake  these  silicon  brains.  He  had  to 
;e  a  "workalike"  chip  from  scratch, 
ithing  that  no  one  had  accomplished. 
FOUUUP.  Cyrix  started  out  selling 
.lied  math  coprocessors  until  it  fin- 
i  its  first  microprocessors,  then 
'  quickly,  went  public  last  July— and 
winter  ended  up  in  deep  trouble: 
m  short  on  product  just  as  it  was 
ing  Intel  in  court.  A 
under  which  Dallas 
hbor  Tl  fabricated 
for  Cyrix  fell 
t— and  its  other  man- 
turing  partner,  SGS- 
nson  Microelectronics 
in  Carrollton,  Tex., 
ired  production  glitch- 
It  was  down  to  survi- 
Rogers  recalls, 
anny  how  fast  things 
ge.  Cyrix  won  the  In- 
tuit—along  with  two 
ier  ones,  while  a 
Lh  was  settled  at  no  cost.  In  April, 
3rs  signed  a  manufacturing  alliance 
IBM  Microelectronics.  And  with  sup- 
I  assured,  Cyrix  in  July  landed  its 
est  customer  yet:  AST  Research  Inc., 


CYRIX'  SURGING 
CHIP  SALES 


ESTIMATE 


DATA;  COMPANY  REPORTS, 
ESTIMATES  BY  MONTGOMERY  SECURITIES 


a  top-five  PC  maker. 
"They  just  keep  knock- 
ing down  roadblocks," 
says  Thomas  A.  Thorn- 
hill,  an  analyst  at  Mont- 
gomery Securities.  De- 
clares Rogers:  "We 
couldn't  be  in  a  better 
position." 

In  September,  Cyrix 
plans  to  uncork  a  com- 
puter simulation  of  its 
Ml,  giving  AST  and  oth- 
ers a  peek  at  what  IBM 
and  SCrS-Thomson  should 
deliver  by  yeai'end.  Rog- 
ers is  banking  on  this 
chip  and  customized 
spin-offs  of  it  to  help 
multiply  Cyinx'  3%  share 
of  the  microprocessor 
market:  By  1997  he 
wants  20%,  double  that 
now  held  by  AMD,  Intel's  closest  compet- 
itor. Overly  ambitious?  Maybe.  Mark  L. 
Edelstone,  an  analyst  with  Prudential 
Securities  Inc.,  points  out  that  Intel  will 
l)e  determined  to  maintain  market  share 
"at  all  costs." 

Rogers  thinks  he  has  a  shot,  howevei', 
if  he  can  avoid  getting  mauled  by  Intel's 
plans  to  slash  prices  by  up  to  40% 
(BW— Aug.  22).  Cyrix  launchecl  more  so- 
phisticated versions  of  its  486  family 
this  year,  and  sales  are 
taking  off.  Second-quarter 
revenues  jumped  83%,  to 
$58.7  million,  lifting  prof- 
its 28%,  to  $9.2  million. 
Thanks  to  IBM,  there's 
plenty  more  capacity- 
more  than  $1  billion 
worth  of  chips  over  the 
next  five  years,  says  mar- 
keting director  Stephen 
L.  Domenik.  "Now  we 
just  have  to  figure  out 
how  to  sell  them  all." 
There's  the  rub.  Given 
Intel's  price  cutting  and  massive  market- 
ing muscle,  big  accounts  could  be  tough 
to  come  by.  Even  before  Intel's  new  ag- 
gressiveness, Cyrix  had  to  grant  30% 
discounts  to  stay  below  Intel's  volume- 


CEO  ROGERS:  "WE  COULDN'T  BE  IN  A  BETTER  POSITION 


pricing  programs— and  even  that  isn't 
always  enough.  "Cyrix  has  a  good  design 
capability,"  says  Eric  Hai'slem,  vice-pres- 
ident for  engineering  at  Dell  Computer 
Corp.  "But  for  now,  we're  a  100%  Intel 
customei'." 

RAPID  PULSE.  To  break  the  logjam,  Cyrix 
is  counting  on  the  Ml  to  snatch  the  per- 
formance lead  from  Intel.  The  first  ver- 
sion should  run  at  100  megahertz  or 
more— at  least  matching  the  "heartbeat" 
of  Intel's  fleetest  Pentium.  But  Cyrix 
engineering  head  Kevin  C.  McDonough 
says  the  Ml  will  romp  through  pro- 
grams more  than  30%  faster— enough  of 
an  edge,  he  hopes,  that  customers  will 
line  up  even  though  Ml  won't  fit  the 
same  socket  as  a  Pentium.  The  trick  be- 
hind the  processing  boost,  borrowed 
from  reduced  instruction-set  computing 
chips,  is  called  out-of-order  execution. 
While  both  the  Pentium  and  the  Ml  will 
chew  on  two  software  instructions  si- 
multaneously, the  Pentium  must  handle 
them  in  the  correct  order;  any  mix-up, 
and  processing  stops  until  the  device 
sorts  things  out.  The  Ml  should  process 
instructions  in  almost  any  order. 

Assuming  the  chip  is  shipped  by  year- 
end,  Rogers  hopes  to  sell  as  many  as  a 
million  Mis  in  1995.  That's  a  pittance 


Rl  KIMPCQ  \A/PPt<'/AI  ir^l  KT  OO    lOOyf  01 


Everyhody  mints  to  he  bigger  ami  hctter  than  they  are.  For  30  years,  we  'veput  teehnology  to  work  for  eompaniesfrom  Del  jig 
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compared  with  the  25  milHon  to  30  mil- 
lion Pentiums  that  Rol)ertson,  Stephens 
&  Co.  analyst  Daniel  L.  Klesken  expects 
Intel  to  ship.  Still,  if  the  Ml  lives  up  to 
its  superstar  advance  billing,  says  Mi- 
chael Feibus,  an  analyst  with  Mercury 
Research,  "I  wouldn't  be  surprised  if 
Cyrix  is  No.  2  in  fairly  short  order," 
moving  ahead  of  AMD  in  "X86"  micro- 
processors. That  could  happen  by  late 
next  year,  adds  chip-watcher  Ken  Lowe 
at  market  researcher  Dataquest  Inc. 

Nonsense,  says  Edelstone  of  Pruden- 
tial Securities.  AMD  also  is  racing  to  pol- 
ish off  a  simulation  of  its  Pentium  clone, 
called  K5,  in  September.  Unless  it  stum- 
bles, it  will  continue  as  Intel's  "most  le- 
thal competitor,"  he  says.  AMD  has  two 
advantages.  After  also  winning  in  court, 
it  can  now  legally  use  Intel  technology  in 
its  chips— and  AMD  makes  its  own. 
ROOM  TO  RUN.  That's  why  IBM's  backing 
kwms  large.  A  strong  marketing  push 
l)y  IBM  Microelectronics  could  be  the 
stamp  of  approval  that  will  convince 
skeptics  such  as  Dell  Computer— espe- 
cially if  Cyrix  chips  pop  up  in  IBM's  own 
PCs.  Although  the  deal  pits  IBM  and  Cy- 
rix against  each  other  in  the  market- 
place, it's  a  big  improvement  over  past 
alliances. 

In  those,  Cyrix  handed  over  the 
rights  to  its  designs— and  ci'eated  major 
competitors.  For  instance,  Cyrix  claims 
that  Tl  was  selling  most  of  the  chips  it 
made  and  not  delivering  a  fair  share  to 
Cyrix.  The  partnership  dissolved  in  De- 
cember in  an  exchange  of  lawsuits.  So, 
this  time,  Rogers  put  up  cash:  He 
agreed  to  pay  $150  million  over  five 
years  to  reserve  a  portion  of  IBM's  chip- 
making  capacity,  and  IBM  agreed  not  to 
sell  any  more  than  the  number  it  deliv- 
ers to  Cyrix. 

With  I'oom  to  run,  Rogers  has  turned 
his  designers  loose.  Their  new  job  is  to 
create  souped-up  versions  of  486  and 
Ml  chips  that  can  command  margins 
closer  to  Intel's  58%.  For  example,  one 
design  will  combine  a  microprocessor 
with  a  modem  and  an  interface  for  a 
CD-ROM  drive— a  ready-made  brain  for 
multimedia  PCs.  "By  1996,  50%  of  our 
chips  had  better  be  not  totally  compat- 
ible with  Intel  products,"  Rogers  says. 
"That  way,  we  can  give  our  customers  a 
better  advantage." 

"They've  got  a  pretty  good  road  map, 
and  I  think  they  have  the  engineering  to 
pull  it  off,"  says  David  F.  O'Connor,  exec- 
utive vice-president  of  Zenith  Data  Sys- 
tems. Talk  like  that  just  goads  Rogers 
into  thinking  bigger.  He  has  already 
bought  20  acres  across  the  street  from 
his  office  for  the  day  when  Cyrix  de- 
cides it  needs  its  own  factory  to  keep  up 
with  demand. 

By  Peter  Burrows  ut  Dallas,  with  Rob- 
ert D.  Hof  in  San  Francisco 
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RETAILiNGI 


TIFFANY'S  SPARKLE  MAY  HAVi 
BLINDED  INYESTCORP 


Success  with  the  retail  gem  hasn't  been  matched  by  other  buycat 


A decade  is  a  lifetime  in  the  buyout 
business,  and  most  of  the  out- 
fits that  engineered  the  big  retail 
deals  of  the  1980s  have  long  since  turned 
to  other  things.  But  Investcorp,  the  Bah- 
rain-based investment  bank  with  hefty 
assets  and  a  low  profile,  has  continued 
to  snap  up  retailers.  Founded  in  1982 
by  Chase  Manhattan  banker  Nemir  A. 
Kirdar,  the  firm  did  its  first  big  deal 
when  it  bought  Tiffa- 
ny &  Co.  in  1984  and 
took  it  public  in  1987 
at  a  profit  of  more 
than  $100  million. 
Since  then,  Invest- 
corp has  bought  re- 
tailers with  an  ardor 
that  would  make 
Robert  Campeau 
blush. 

After  spending  l)il- 
lions  on  accjuisitions, 
the  firm  has  quietly 
assembled  a  massive 
retailing  empire.  Its 
holdings  range  from 
the  tony  to  the 
homey— from  Saks 
Fifth  Avenue  and 
Gucci  to  floor-cover- 
ing retailer  Color  Tile 
and  the  Circle  K  con- 
venience-store chain 
(table)— as  well  as 
stakes  in  some  non-retailing  properties, 
such  as  trucking  company  Burnham  Ser- 
vice Corp.  and  Dellwood  Foods  Inc.  But 
if  Investcorp  hoped  to  duplicate  the  Tif- 
fany magic  with  its  subsequent  retail 
acc}uisitions,  it  has  been  sorely  disap- 
pointed. "Tiffany  was  a  comet  that  went 
through  the  atmosphere  and  blinded 
them  for  a  long  time,"  says  a  former 
Saks  executive.  "Investcorp  thought  eve- 
ry deal  was  going  to  be  a  Tiffany." 

Instead,  Investcorp  has  learned  some 
hard  lessons  about  the  vagaries  of  retail- 
ing—in particular,  that  it  takes  mer- 
chandising savvy,  not  just  financial  en- 
gineering to  turn  around  a  beleaguered 
chain.  With  several  of  its  prf)perties  ei- 
ther- losing  money  or  reporting  declining 
earnings,  it  has  so  far  been  able  to  take 


CEO  KIRDAR  RULES  A  $6.2 
BILLION  EMPIRE,  BUT  RETURNS 
HAVE  BEEN  SLIPPING 


just  two  other  units  public— the  S 
&  Recreation  Inc.  chain,  in  1992 
Catherines  Stores  Corp.,  a  large-si^ 
parel  chain,  in  1991.  In  1993,  Invest 
return  on  equity  slipped  to  19% 
lowest  in  its  history,  from  a  1988  pel 
31.6%.  Return  on  assets  fell  to 
down  from  7.5%  in  1990.  Net  in 
reached  $67.3  million,  a  7.3%  inc 
from  1992  but  almost  flat  with  1| 
results. 

MUM'S    THE  WW 

Neither  Investl 
nor  any  executivft 
the  companiesp 
owns  would  spejSS 
BUSINESS  WEEK] 
the  record.  Alth 
Investcorp  is  pul] 
traded  on  the  Ba'l 
Stock  Exchang 
spokesman  says 
"adamant"  abouti 
discussing  its  in 
ments.  Not  that 
company  is  like! 
be  feeling  much 
about     its  pe 
mance.  Unlike  c 
buyout  firms,  w 
are  under  pressu 
flip   a  compan}! 
take  it  public  so 
can  provide  quid 
turns  to  investor; 
vestcorp  has  patient  capital  behin 
The  firm's  investors  include  mem 
of  the  Saudi  royal  family  and  o 
wealthy  Middle  Easterners  eager  j| 
place  to  park  their  money.  Last  ^ 
Prince  Alwaleed  Bin  Talal  Al-^ 
bought  an  11%  stake  in  Saks  fron 
vestcorp.  "Investcorp's  whole  pur 
for  being  is  flight  capital,"  says  ] 
Taylor,  director  of  corporate  bone 
search  at  Salomon  Brothers  Inc.  "T 
guys  are  in  no  hurry  to  liquify." 

Still,  they  can't  be  delighted  witl 
vestcorp's  results  of  late.  In  May. 
firm  sold  New  York  Department  St] 
Puerto  Rico,  a  moderate-price  chaiij 
Melville  Corp.  at  a  $100  million  los.sl 
timates  Kidder,  Peabody  &  Co.  an 
Michael  Ex.stein.  But  its  biggest  \\ 
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You're  in  New  Y^rk  for  business.  We  are,  too.  With  sleek,  distinguished 
rooms  that  include  two  plione  lines  plus  modem  port,  fax,  and  voice  mail. 
With  immetliate,  special  sei^ices  that  range  from  meeting  accommoda- 
tions to  secretarial  assistance.  Witli  the  kind  of  vision  that  encompasses 
uptime,  downtime,  and  ontime.  And  the  superb  Restaurant  Charlotte. 
Where  extraordinary  deals  are  made  daily. 

EXTRAORDINARY  VISION 

HTl 

Hotel  Macldowe 

145  West  44th  Street  •  New  York,  NY  10036  212.768.4400 

III  the  11. S.  ami  Canada,  call  toll-free  1.800.457.4000 
111  the  U.K.,  call  toll-free  0.800.55.65.55 


If  no  two  people  are  exactly  alike, 
then  no  two  companies  can  be  either.  Wliich 
is  ivhy  at  Blue  Shield  of  California  we 
provide  companies,  and  the  people  who  work 
for  them,  with  affordable  options. 

In  this  case,  14,688  of  them.  That's 
how  many  specialists  a  primary  care 
physician  can  refer  you  to  in  The  Blue  Shield 
HMO.  Wliich  happens  to  be  one  of  the 
largest  netii'orks  in  the  state.  That  means 
each  employee  in  a  400-person  company 
could  actually  go  to  a  different  gastroen- 
terologist.  (Though  we  sincerely  hope  they 
never  need  to.) 

If  you'd  like  to  know  more,  call 
your  broker,  consultant  or  1-800-910-1010. 

Because  no  matter  how  many  people 
are  in  your  company,  we  can  provide 
enough  options  to  make  everyone  happy. 

Wliich  just  goes  to  show  you,  our 
company  is  different  too. 

THE  SHIELD  HEALTH  PLANS 

Blue  Shield        of  California* 
We  make  a  difference. 


'An  Independent  Member  of  the  Blue  Shield  Association. 
£'  1994  Blue  Shield  of  California. 


A  Brilliant  Deduction^ 


Want  to  help  the  universe  of  nonprofit  agencies 
while  earning  heavenly  tax  deductions  of  up  to 
twice  cost?  Discover  product  giving  through 
Gifts  In  Kind  America.® 

Our  free  service-customized  product  donation 
management-makes  it  easy  for  companies  to 
donate  inventories  of  computer  hardware,  software, 
printers,  and  office  equipment. .  .items  that  can 
astronomically  improve  the  productivity  of 
charities  supporting  health  care,  housing, 
training,  emergency  relief,  and  more. 

Help  your  company  become  a  shining  star 
while  earning  valuable  tax  deductions. 

Product  giving  - 
the  perfect  solution! 
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For  more  information  on  how  your 
company  can  get  involved,  contact: 
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703-836-2121 


700  N.  Fairfax  Street 

Suite  300  f™S 
Alexandria,  VA  f"* 
22314 
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Galileo  Galilei,  Astronomer  and  Physicist,  1564-1642 


©1994  Gifts  In  Kind  America 


Gifts  In  Kind  America. .  .for  more  than  a  decade,  helping  hundreds  of  leading  companies 
contribute  ha^f  a  billion  dollars  in  products  to  tens  of  thousands  of  charities. 
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A  SAMPLING 
OF  INVESTCORP'S 
INVESTMENTS 


ICCI  Bought  first  50%  of  luxury-goods 
mpany  for  estimated  $1 60  million  in 
88,  remainder  for  rougfily  $1 70  mil- 
n  last  fall.  Gucci  lost  money  in  1 993. 

lOR  Till  Acquired  800-store  carpet- 
d-tile  cfiain  for  $450  million  in  1 989. 
me-store  sales  fell  in  1 993,  rebounded 
1994.  Company  may  go  public. 


^  C0MPANY 


SAKS  FIFTH  AVENUt  Bought  from  B.A.T. 
for  $1 .6  billion  in  1 990.  Since  then,  has 
cut  costs,  laid  off  staff,  opened  clearance 
centers,  closed  some  stores. 

CIRCLE  K  Paid  $400  million  in  1 993  to 
buy  convenience  store  chain,  which  had 
been  in  bankruptcy  since  1 990.  Still  not 
profitable,  but  sales  are  on  the  mend. 

DATA;  BUSINESS  WEEK,  COMPANY  REPORTS 


CAMELOT  MUSIC  Bought  368-store  mu- 
sic chain  for  roughly  $350  million  in  Oc- 
tober, 1 993.  Company  did  $420  million 
in  sales  in  1 993  and  is  profitable. 

CARVEL  Acquired  528-store  East  Coast 
ice  cream  chain  for  $80  million  in  1989. 
Money-losing  chain  is  now  trying  to  sell 
products  through  supermarkets. 


come  in  the  glitzy  end  of  its  portfo- 
it  Saks,  former  executives  say,  In- 
;orp  had  counted  on  cutting  costs, 
nding  operations,  and  going  public 
:ly.  Instead,  the  firm  has  watched 
stagnate  and  earnings  shrink.  In 
when  Investcorp  shelled  out  $1.6 
n  to  buy  Saks  from  British  Ameri- 
Pobacco  Industries  PLC,  the  retailer 
earning  $111  million  on  $1.3  billion 
les.  The  following  year,  an  inter- 
ocument  reported  that  Saks's  earn- 
fell  to  $90  million  on  flat  sales.  In 
Investcorp  gave  Saks  a  $300  mil- 
capital  infusion  that  went  toward 
ancing  debt  and  renovating  stores. 
'  NO  POWER.  Results  have  improved 
iwhat  since  then.  For  fiscal  1992, 
i  in  January,  1993,  Saks  reported 
sales  had  topped  $1.3  billion- 
th it  didn't  specify  by  how  much— 
)perating  income  had  jumped  40%. 
Its  for  1993  and  1994  aren't  avail- 
But  don't  expect  a  public  offering 
says  Errol  Glasser,  a  former  in- 
nent  banker  who  bid  for  Saks.  "[In- 
:orp]  paid  an  incredible  amount  of 
!y  for  that  business,"  he  says.  In- 
,  former  Saks  executives  say  In- 
;orp  overpaid  by  $300  million. 
/re  not  going  to  get  out  of  it  above 
r  any  time  soon,"  says  Glasser. 
e  same  may  be  true  of  Investcorp's 
i  investment.  The  firm  bought  50% 
e  Italian  luxury-goods  maker  for 
million  in  1988  and  ran  into  prob- 
with  Maurizio  Gucci,  the  chief  exec- 
and  a  grandson  of  the  company's 
ler.  He  eliminated  Gucci's  whole- 


sale business,  and  Investcorp  was  irked 
when  he  pledged  his  Gucci  stock  as  col- 
lateral for  personal  debts.  In  1992,  Guc- 
ci lost  some  $30  million  on  sales  of  $180 
million.  After  a  legal  battle,  Investcorp 
bought  Maurizio  out  for  an  estimated 
$170  million  last  fall.  The  wholesale  busi- 
ness has  been  reopened  and  William 
Flanz,  a  member  of  Investcorp's  man- 
agement committee,  is  now  CEO.  Dawn 
Mello,  president  of  Bergdorf  Goodman 
Inc.  and  Gucci's  former  creative  director, 
says  "there's  a  very  definite  turnaround." 
An  Investcorp  spokesman  says  Gucci  is 
now  profitable. 

Yet  another  ritzy  Investcoi-p  brand  lan- 
guishes in  the  red.  In  1987,  the  firm 
bought  Chaumet  International,  a  bank- 
rupt French  jeweler.  At  the  time,  an  In- 
vestcorp director  said  Chaumet  could  go 
public  in  five  years  if  it  had  "been  turned 
around."  It  hasn't.  Chaumet  lost  $12  mil- 
lion on  $29  million  in  sales  in  1993. 

Nor  have  things  turned  out  swim- 
mingly at  the  more  prosaic  end  of  In- 
vestcorp's pool.  In  1989,  for  example,  it 
bought  Carvel  Corp.,  a  troubled  528- 
store  ice  cream  chain,  for  $80  million.  "It 
is  still  not  profital)le,  and  having  cash- 
flow problems,"  says  a  Carvel  insider. 
Carvel  CEO  Steven  V.  Fellingham,  a  for- 
mer Kentucky  FVied  Chicken  Corp.  exec- 
utive, has  tried  to  jump-start  sales  by 
selling  Carvel  cakes  and  ice  cream 
through  supermarkets  and  stadiums. 

Another  question  mark  is  Color  Tile, 
the  $555  million  carpet-and-tile  retailer 
Investcorp  bought  in  1989.  Under  Invest- 
corp, the  chain  has  boosted  operating 


margins  and  closed  unprofitable  stores, 
but  sales  in  stores  open  a  year  or  more 
fell  4.3%  in  1993.  Sales  are  now  ticking 
up,  and  Salomon's  Taylor  thinks  Invest- 
corp will  try  to  take  Color  Tile  public 
within  a  year.  But  a  former  executive  at 
Knoll  International  Inc.,  which  sold  Color 
Tile  to  Investcorp,  says  the  chain  faces 
awesome  competition:  "We  sold  [Color 
Tile]  because  our  chairman  went  to  a 
Home  Depot  and  got  scared  to  death." 
BREAKING  EVEN.  Investcorp  does  seem 
to  be  making  headway  with  one  big  ac- 
quisition. Last  year,  it  paid  $400  million 
to  buy  Circle  K,  which  had  been  in  liank- 
ruptcy  since  1990.  Investcorp  took  the 
company  out  of  Chapter  11  last  summer, 
and  sales  have  been  on  the  rise.  "They 
have  been  losing  money,  but  they're  close 
to  the  breakeven  point  now,"  says  Bml  P. 
Flickinger  III,  a  consultant  at  A.T.  Kear- 
ney &  Co.  He  praises  CEO  John  F.  Anti- 
oco  for  consolidating  stores  and  stocking 
fi'esh  juices  and  Blimpie  sandwiches. 

Despite  the  challenges,  Investcorp  has- 
n't stopped  tunneling  petrodollars  into 
American  retailing.  Besides  buying  Circle 
K  in  1993,  it  ponied  up  some  $350  million 
for  Camelot  Music,  increased  its  stake 
in  Mondi,  a  German  apparel  maker,  and 
paid  $250  million  for  85%  of  Thorn  Light- 
ing Group,  a  British  lighting-fixture  man- 
ufacturer. Earlier  this  month,  it  paid  $285 
million  for  Star  Market  Co.,  a  Boston 
supermarket  chain.  Some  hard  knocks  in 
retailing  notwithstanding,  you  can't  keep 
a  wealthy  buyout  firm  down. 
By  Laura  Zinn  in  New  York,  with  Charles 
Hoots  in  Paris,  and  bureau  reports 
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Insurance 


AFFORDABLE  INSURANCE 
THAT  WORKS  WHEN  YOU  CAN'T 


m 

lirst 


If  you're  in  ihe  market  for 
individual  disal)ility  insu- 
rance, you  could  be  in  for 
some  surprises.  Claiming  that 
they  are  not  making  enougli 
money  in  the  business,  insur- 
ers are  revamping  many  of 
their  policies.  The  result  is 
both  good  and  bad  news  foi- 
consumers.  On  the  downside, 
women,  certain  professional.^, 
and  other  people  deemed  U> 
be  higher  risks  will  have  to 
shell  out  more  money.  For  ex- 
ample, insurers  are  charging 
more  to  customers  in  states 
such  as  Florida  and  Califor- 
nia and  are  reclassifying  pro 
fessions  so  that  those  with 
higher  claims,  such  as  den- 
tists, pay  more.  The  most  dra- 
matic change  occurred  earli- 
er this  year  when  major 
carriers  switched  to  gender 
pricing,  charging  women  an 
average  of  25%  more  on  pre- 
miums depending  on  age  l)e- 
cause  they  are  more  likely  to 
become  disabled. 

If  you  are  in  one  of  thesr 
gi'oups,  you  may  want  to  bu,\' 
a  policy  now,  before  all  insui'- 
ers  go  ahead  with  changes. 
For  example,  there  is  still  a 
window  of  opportunity  for 
women  to  lock  in  gender-neu- 
tral rates:  New  York  Life  In- 
surance, for  one,  hasn't  made 
the  switch  yet. 

But  some  of  the  changes 
could  be  beneficial  to  buyers— 
and  might  make  the  coverage 
more  affordable.  Individual 
disability  insurance  has  al- 
ways l)een  very  expensive. 
Policies  often  cost  as  much  as 
2%  of  annual  income  a  year— 
a  stiff  $2,000  in  premiums  for 
someone  making  $100,000. 
One  big  problem  was  that  in- 
surers sometimes  made  it  im- 
possible for  policyholders  to 
refuse  certain  benefits  that 
added  to  the  cost.  On  top  of 
that,  agents  were  trained  to 


inish  optional  riders 
that  would  be  needed  only  in 
the  worst  possible  scenario. 

Now,  some  insurers  are 
starting  to  repackage  high- 
end  policies,  allowing  custom- 
ers to  leave  off  benefits  they 
don't  want  to  pay  for.  They 
are  also  encouraging  agents 
to  show  clients  where  they 
can  cut  to  save  on  premiums. 
"In  the  1990s,  it  has  become 
clearer  that  there  has  to  be  a 
balance  between  cost  and 
coverage,"  says  Ralph  Chris- 
tiana director  of  disability  op- 


erations  at  Provident  Life  & 
Accident  Insurance.  Buying 
insurance  is  always  an  odds 
game,  but  if  you  are  willing 
to  "bet  with  the  odds,"  you 
can  drop  some  of  the  mo.st 
cherished  provisions  of  the 
high-end  policies  and  really 
bring  down  the  premiums, 
says  Robert  Littell,  an  Atlan- 
ta insurance  consultant. 
TIME  SQUEEZE.  One  recent  ex- 
ample: While  all  top-of-the- 
line  policies  for  the  last  20 
years  have  been  "noncan- 


celable,"  '| 
means  the  insurer  can  n' 
stop  covering  you  nor 
your  premiums,  Prov 
plans  to  introduce  a  "gi 
teed  renewable"  plan  t( 
market.  The  company 
won't  be  able  to  drop  yo' 
it  can  increase  premiun 
your  class  of  insured, 
anteed  renewable  po' 
which  are  being  consi( 
by  other  major  carriers 
cost  15%  to  20%  less  thj 
noncancelable  versions, 
Provident's  Christiana. 
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shopping  for  a  new  poH- 
le  first  thing  you'll  want 
k  is  how  much  coverage 
u  need.  People  who  have 
)yer-sponsored  group  dis- 
y  insurance  typically 
need  additional  cover- 
says  Harvey  Sobel,  a 
pal  with  benefits-consult- 
irm  William  M.  Mercer. 
98%  of  1,400  large  com- 
s  recently  surveyed  by 
er  offer  long-term  dis- 
y  benefits  to  their  em- 
es.  But  some  workers— 
r  because  their  group 
'  is  inadequate  or  they 
they  will  need  individu- 
'erage  in  the  future  and 
not  qualify  for  it  at  that 
-might  want  to  purchase 
all  supplemental  policy 
pves  them  the  option  to 
nore  insurance. 
:ty  percent  of  your  in- 
is  the  amount  most  in- 
s  will  allow  you  to  pro- 
since  they  don't  want  to 

an  incentive  for  you  to 
ivorking.  But  given  that 
ents  from  individual  pol- 
are  not  taxed,  a  60% 
it  can  equal  up  to  90%  of 
original  pretax  salary.  If 
ould  live  comfortably  on 
income  than  you  are 
ing  home,  consider  scal- 
ick  on  the  monthly  ben- 
Pwo-income  couples  may 
squire  as  much  coverage 
;y  are  saving  a  lot  of 
y  and  could  get  by  on 
erson's  salary, 
/ou  skimp  now  to  make 
lolicy  more  affordable, 
hould  still  ante  up  for  a 
allowing  you  to  purchase 
coverage  later.  This  is 
ially  true  for  young  peo- 
)  they  can  boost  cover- 
s  their  income  rises, 
ther  than  limit  the 
hly   benefit,   it  often 

sense  to  scale  back  on 
me  period  covered.  The 
ist  plans  provide  lifetime 
its— something  a  young 
ti  who  lacks  a  retirement 
egg  ought  to  consider, 
people  buy  policies  that 

them  to  age  65.  An- 

option  is  to  purchase  a 
ear  policy.  A  50-year-old 
:an  save  $800  a  year  on 
iums  by  choosing  a  5- 
nstead  of  a  10-year  plan, 
Littell. 


HOW  TO  SAVE  ON  DISABILITY  INSURANCE 


►  Reduce  the  length  of  time  you  ore  covered.  You  con  buy 
lifetime  coverage,  but  if  you  have  adequate  savings  to  supple- 
ment Social  Security,  you  don't  need  benefits  past  age  65. 

►  Settle  for  a  smaller  monthly  benefit.  Most  people  seek  to 
have  60%  of  their  income  replaced.  But  you  could  save  if  you 
can  get  by  on,  say,  $2,000  a  month  instead  of  $3,000. 

►  Lengthen  the  time  you  have  to  wait  until  you  begin  to  re- 
ceive benefits.  Most  people  choose  90  days,  but  if  you  have 
enough  savings  to  get  by,  wait  six  months  or  a  year. 

►  Allow  tougher  standards  to  qualify  as  disabled.  Policies  that 
pay  benefits  only  if  you  are  unable  to  perform  any  other  "rea- 
sonable" occupation  are  less  expensive  than  those  that  consid- 
er you  disabled  if  you  can't  stay  in  the  type  of  job  you're 
already  in. 

►  Skip  the  cost-of-living  adiustment  (COLA)  rider  With  little 
threat  of  inflation,  you  can  reel  more  comfortable  knowing  you 
would  receive  the  same  benefit  year  after  year. 

►  Provide  copies  of  your  tax  returns.  Some  companies  give 
you  a  1 0%  discount  if  you  submit  your  last  few  years'  returns. 

►  Prepay  premiums.  You  may  be  able  to  get  a  1 0%  discount 
for  doing  the  company  this  favor  as  well. 

►  Ask  for  "list-billing."  If  your  agent  signs  up  a  few  people  at 
the  same  time,  you  may  get  up  to  a  20%  discount. 

DATA:  BUSINESS  WEEK 


People  with  a  big  chunk  of 
savings  also  may  be  able  to 
stretch  out  the  "elimination 
period,"  or  the  amount  of  time 
you  must  wait  until  you  re- 
ceive benefits.  Ninety  days  is 
a  good  middle  gi'ound,  but  if 
you  have  enough  savings  to 
get  by  for  six  months  or  a 
year,  you  can  cut  costs. 
INCOME  DROPS.  Another  way 
to  save— and  one  insurance 
companies  are  especially  keen 
on  lately— is  for  you  to  accept 
tougher  standards  to  become 
eligible  for  benefits.  Some  pol- 
icies pay  only  if  you  are  un- 
able to  perform  your  own  job 
or  any  "reasonable"  occupa- 
tion. But  professionals,  such 
as  doctors  and  architects, 
have  been  encouraged  to  buy 
"own  occupation"  policies  that 
allow  them  to  receive  full  ben- 
efits when  they  can't  work  in 
their  profession  but  are  able 
to  get  some  other  kind  of  job. 

Likewise,  insurers  are  try- 
ing to  sell  professionals  "re- 
sidual benefits"  riders.  This 
way,  the  insurance  company 
will  make  up  the  shortfall  if 
you  return  to  work  but  your 
income  drops  20%  or  more. 


The  coverage  may  be  less  im- 
portant for  people  with  a  set 
salary  than  it  is  for  those  who 
are  self-employed.  It  could 
take  them  a  while  to  build 
their  business  back  up  to 
its  former  level  after  a  pro- 
longed illness,  says  Michael 
Ginsberg,  Paul  Revere  Insur- 


ATM.EOFTWO1 

POUCIES  i 


For  a  40-year-olc} 
nonsmoking  Ohio  male  in 
a  top-ratea  occupation 
earning  $60,000  a  year* 


FULLY  LOADED 


Lifetime  payments,  $3,000 
a  month,  60-day  waiting 
period,  cost-of-living 
adjustment,  residual  bene- 
fits, option  to  buy  more 
MONTHLY  PREMIUM  $2,273 


STRlPPfD-DOWN 


Payments  last  to  age  65, 
$3,000  a  month,  1  80-day 
waiting  period,  no  riders 

MONTHLY  PREMIUM  $788 

•  INCLUDES  COVERAGE  If  CANT  CONTINUE  IN  OWN 
OCCUPATION       DATA:  PROVIDENT  LIFE  8.  ACCIDENT 


ance  Group's  director  of  sales. 

Insurance  agents  have  also 
tended  to  recommend  expen- 
sive cost-of-living  adjustment 
(COLA)  riders  that  allow  bene- 
fits to  ri.se  with  inflation.  But 
such  protection  isn't  so  im- 
portant today  because  infla- 
tion appears  to  be  under  con- 
trol. And  if  inflation  does  kick 
in,  you  should  be  able  to  add 
back  the  COLA  rider. 

After  you've  decided  on  the 
structure  of  your  policy,  you 
might  be  able  to  save  more 
on  premium  costs  just  by  ask- 
ing. Some  offer  a  discount  if 
you  include  several  years  of 
tax  returns  as  income-verifica- 
tion documentation  with  your 
application  or  prepay  a  few 
years  of  premiums  all  at  once. 
You  also  should  ask  your  in- 
surance agent  for  "list-billing." 
If  you  sign  up  with  other  law- 
yers in  your  firm,  for  exam- 
ple, you  could  save  as  much 
as  20%. 

HEALTHY  REFUND.  If  yOU  Still 

can't  stomach  paying  thou- 
sands for  a  disability  policy 
you  may  never  use,  you 
might  want  to  consider  a  "re- 
turn of  premium"  plan.  Paul 
Revere  offers  a  rider  where 
you  pay  15%  more  in  premi- 
ums, but  if  you  haven't  been 
disabled  after  five  years,  you 
get  a  check  equal  to  your  fii'st 
year's  premium.  For  people 
who  have  some  extra  cash. 
Royal  Maccabees  Life  Insu- 
rance has  a  plan  where  you 
pay  about  50%  more  in  premi- 
ums to  get  back  80%  of  all 
you  paid  after  10  years,  less 
any  claims.  For  example,  a 
35-year-old  non-smoker  could 
pay  $1,860  a  year  for  10  years 
and  receive  a  check  for 
$14,350  tax-free  from  the  insu- 
rance company.  Return  of  pre- 
mium tums  a  disability  policy 
into  a  savings  vehicle  that 
doesn't  offer  a  bad  rate  of  re- 
turn, says  Littell.  But  few 
companies  offer  it,  and  some 
states  frown  on  the  plans. 

By  shopping  around  and 
making  some  intelligent  choic- 
es, you  can  craft  a  policy 
without  draining  your  bank 
account.  Even  if  it  isn't  abso- 
lutely top-of-the-line  coverage, 
in  a  crisis,  some  disability  in- 
surance is  certainly  better 
than  none.  Amey  Stone 
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0024),  one  of  several  lendf^I 
offering  government  appro 
AIM    loans    in    26  stati 
Wealthy  clients  like  it  beca 
they  can  maximize  their 
advantage.  With  a  larger  ki 
they  get  a  greater  deductici 
and  the  annuity  grows 
deferred.  "They  can  get  a 
million  loan  with  only 
down,"  he  says,  aim  loans 
also  proving  popular  as  a  \ 
to  help  a  child  buy  a  hoi 
"The  parents  or  grandpare 
can  put  money  in  the  anl 
ity  as  a  gift,"  says  Gr| 
"They  have  easier  access  t| 
with  a  conventional  downi 
ment  because  they  can  t 
out  the  interest." 
KEY  QUESTION.  Since  it  ] 
vides  a  forced  savings  pi 
the  AIM  loan  makes  sense! 
people  who  aren't  already^ 
ting  money  away.  But  di 
plined  savers  might  do  be1 
investing  the  difference 
monthly  payments  betw 
the  AIM  loan  and  a  con\ 
tional  mortgage  in  some  ot 
savings  vehicle.  For  exam 
a  variable  annuity  might 
preferable  to  a  fixed  anni 
in  a  rising-interest-rate  e: 
ronment.  "We're  at  histori 
ly  low  interest  rates, 
Paul  Haveman,  vice-pr 
dent  of  HSH  Associa 
publishers  of  nii 
gage  informatfWf 
"Why  would  I  wf^o 
to  lock  in  at  the 
end  of  the  scale?  Th 
years  is  a  long  time.' 

Among  those  lenders  o1 
ing  the  AIM  mortgage 
Bancplus  in  San  Antonio 
770-4246),  Directors  Mortg 
Loan  in  Riverside,  Calif. 
442-4966),  Inland  Mortgag 
Indianapolis  (800  284-44 
and  Keycorp  in  Cleveland 
487-8334).  You  can  also  ob 
information  from  the  Fed 
National  Mortgage  Assn. 
7-FANNIE),  which  has  agi 
to  buy  conforming  AIM 
for  the  secondary  market 
If  you  wouldn't  othen 
invest  your  money,  it  m 
be  worth  locking  in  par 
the  downpayment  on  jC 
new  home  at  6.25%.  At  I 
you'll  be  earning  sometl 
extra   down   the  line— 
you'll  know  in  advance 
much  it  will  be.     Pam  B 


Smart  Money 

MAKE  MONEY 
ON  YOUR 
MORTGAGE 


For  most  people,  buying 
a  home  means  seriously 
depleting  your  savings. 
But  now  there's  a  way  to  cre- 
ate a  savings  from  the  down- 
payment.  Some  mortgage 
lenders  are  courting  new  busi- 
ness with  loans  that  let  you 
sock  away  most  of  your 
downpayment  in  a  fixed  an- 
nuity, where  it  earns  tax-de- 
ferred interest.  The 
advantage:  You'll  be 
hedging  against  fall- 
ing real  estate  values 
and  accumulating  sav- 
ings to  lower  the  total  cost 
of  your  loan  by  15%  to  20%. 
"The  downpayment  is  earning 
interest  for  you  instead  of  sit- 
ting idly  in  the  house,"  says 
Van  Carter,  president  of  Fi- 
nancial Integration,  a  Cleve- 
land-based marketer  of  finan- 
cial products  and  creator 
of  the  new  loan  (800 
292-6688). 

Here's  how  it 
works.  If  you  take 
out  a  30-year,  8.5% 
loan  on  a  $100,000  house, 
normally  you  would  put  down 
$20,000  and  finance  $80,000, 
on  which  you  would  make 
monthly  payments  of  $615. 
With  an  asset-integrated 
mortgage  (aim),  which  is  of- 
fered by  several  mortgage 
lenders  across  the  country, 
you  would  put  down  only 
$5,000  and  deposit  the  $15,000 
difference  in  a  fixed  annuity, 
which  currently  pays  about 
6.25%  a  year.  Your  loan  would 
then  be  $95,000  because  you 
still  have  to  pay  the  seller  the 
balance.  And  you  would  have 
higher  monthly  payments  of 
$730.  But  over  time,  the  annu- 
ity can  offset  your  total  cost, 
says  Carter.  After  seven 
years,  you  would  have  paid 
out  only  $58,120,  as  opposed 
to  $71,660  for  a  conventional 
loan  (table). 

Even  though  your  loan  is 
bigger,  you  also  wind  up  with 


more  equity  when  you  sell 
your  home.  If  your  property 
value  stayed  constant,  after 
seven  years  you  would  still 
owe  $88,425  with  the  AIM  loan 
and  $74,463  with  the  conven- 
tional loan.  That  means  an  eq- 
uity of  $11,575  in  the  AIM-fi- 
nanced  house,  vs.  $25,537.  But 
when  you  add  in  the  $23,200 
annuity,  the  AIM  loan  gives 
you  a  total  equity  of  $34,775. 
Any  rise  in  the  value  of  the 
house  merely  sweetens  the 
pie,  but  the  annuity  will  keep 
growing  even  if  the  house's 
value  declines. 

LIMITED  LOSS.  The  principal  in 
the  annuity  remains  collateral 
against  your  mortgage  until 
you  pay  it  off  or  sell  the 
house.  Then  you  have  four 


choices:  You  can  keep  the  an- 
nuity growing;  cash  it  out- 
only  the  interest  will  be 
taxed;  turn  it  into  a  stream  of 
monthly  income  paym.ents 
over  the  years;  or  roll  all  or 
part  of  it  into  a  downpajrment 
for  another  house.  If  you  de- 
fault on  the  loan,  you  will  lose 
the  principal  in  the  annuity, 
but  the  interest  is  still  yours 
to  keep. 

These  annuities  are  handled 
only  by  triple-A  rated  insur- 
ers, but  if  the  company  gets 
downgraded,  the  annuity  can 
be  transferred.  Borrowers  el- 
igible for  Federal  Housing  or 
Veterans  Benefits  Administra- 
tion loans,  who  put  down  only 
5%  with  the  government's 
help,  would  not  be  eligible  for 
such  loans. 

So  far,  the  mortgage/annu- 
ity  plan  has  drawn  the  most 
interest  from  two  groups 
among  his  clients,  says 
Peter  Grum,  executive 
vice-president  of  Ham- 
ilton Financial  in  San 
Francisco  (800  541- 


HOW  A  MORTGAGE  WITH  ANNUITY  COMPARES 

Assume  the  purchase  of  a  $100,000  home  with  a  downpayment  of 
$20,000  and  a  30-year  mortgage  rate  of  8.5% 


Conventionol 
mortgage 

Asset-integrated 
mortgage 

CASH  DOWN  ON  HOUSE 

$20,000 

$5,000 

CASH  TO  ANNUITY 

0 

$15,000 

LOAN  AMOUNT 

$80,000 

$95,000 

MONTHLY  PAYMENTS 

$615 

$730 

PAYMENTS  AFTER  7  YEARS 

$51,660 

$61,320 

INITIAL  MONEY  DOWN 

$20,000 

$20,000 

TOTAL  OUTLAY 

$71,660 

$81,320 

MINUS  ANNUITY 

0 

$23,200* 

PAYOUTS  AFTER  7  YEARS 

$71,660 

$58,120 

PAYOUTS  AFTER  IS  YEARS 

$130,723 

$113,274 

PAYOUTS  AFTER  30  YEARS 

$241,408 

$184,632 

*  Assumes  annuity  pays  current  rote  of  6.25%  annuolly 

DATA:  FINANCIAL  INTEGRATION  INC 

f:4 
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lorate  sponsors: 
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JST  &  Young 
slcle  Corporation 
JSTAR  Corporation 


RIDE  TH 
■Tin 


The  Information  Revolution 

The  Technology/Business  Interface 

Date:  Monday  and  Tuesday,  October  31  -  November  1,  1994 
Place:  McGraw-Hill  World  Headquarters,  New  York  City 


Bold  advancements  in  com- 
puter and  communications  technologies 
are  fast  emerging  onto  the  business  scene. 
For  senior  managers  seeking  a  competi- 
tive advantage  tor  their  corporations, 
understanding  these  new  technologies 
and  preparing  a  strategic  plan  in  which 
to  integrate  them  is  crucial  to  success. 

Leading  the  way  on  the  business/ tech- 
nology front,  Business  Week  is  proud  to 
present  a  high-profile  executive  sym- 
posium, The  Information  Revolution: 
The  Technology/Business  Interlace. 


For  senior-level  IT  executives,  technology 
buyers,  and  decision-makers  Irom  the 
corporate  and  government  sectors. 
The  Information  Revolution  will  help 
chart  the  course  lor  action.  Don't  miss 
this  opportunity  to  make  direct  contact 
with  industry  leaders  and  gain  the  com- 
petitive edge  for  your  company. 

Business  Week  Executive  Programs. 
A  company  capability. 


BusinessWeek 


Beyond  news.  Intelligence. 


■gister for  The  Information  Revolution 
rence,  call  the  Business  Week  registrar  at: 
)821- 1329,  fax  your  response  to 
)5 1 2-628 1 ,  or  mail  this  coupon  to: 

McKenna 

NESS  Week  Executive  Programs 
'  Avenue  of  the  Americas,  36  th  floor 
York,  NY  10020 


CECUTIVE 
.OGRAMS 


Name 

Title 

Company 

Address 

City 

State  Zir 

Tfi  FI'HUNE 

Facsimile 

Primary  Bl'sinfss 
Fee:  i^lS 

Bill  MY: 

rj  AmERM  an  EXI'RISS 

Annual  Revenue 

□  Check  Enclosed 

□  MasterCard 

1  i  Bill  ME 

1  Visa 

Account  Number 

Expiration  Date 

\ht  1994  McGraw-Hdl.  Inc. 


Signature 

CANCELLATION  T'Oi  HY:  All  laniflliitioiis  ffiust  he  received  in  writnig.  Those  pomnarked  after  September  30.  1994  ivill  he  iuhjecl  to  a  service  charge 
of $150.  Registrants  who  fad  to  attend  and  do  not  cancel  prior  to  the  conference  are  liable  for  the  entire  registration  fee  You  }nay.  if  you  wish,  send  a 
substitute-  mcgraw-hill  liabii  i  i  y  In  the  event  of  cancellation  of  the  conference  for  any  reason.  McGraio- Hill's  liability'  is  limited  to  the  reimburse- 
ment  of  any  prepaid  registration  fee. 


ersonal  Business 


It's  the  dog  days  of  August, 
and  the  boys  of  summer 
are  (sigh)  on  strike.  What's 
a  certifiable  baseliall  fanatic  to 
do?  Fans  with  a  multimedia 
computer  may  be  able  to  get 
over  the  blues  faster  than 
most.  Total  Bctsebdl  from  Crea- 
tive Multimedia,  Microsoft's 
Complete  Baseball,  and  Base- 
ball's Greatest  Hits  from  Voy- 
ager Software  chronicle  the 
sport's  storied  past  on  CD-ROM. 
Fans  can  pore  through  statis- 
tics and  vintage  photographs. 
All  three  disks  include  memor- 
able radio  broadcasts,  and  two 
of  them  pack  video  highlights. 
Complete  Baseball  ($60)  is 
of  the  best 


Software 


BASEBALL  CD-ROMS  THAT 
IMAY  EASE  THE  PAIH 


able  in  the  morning  paper.  The 
service  costs  $1.25  per  day  in 
the  U.  S.,  $2.25  in  Canada.  Mi- 
crosoft is  waiving  the  fee  dur- 
ing the  strike  and  serving  up 
labor  updates. 

I  fancy  myself  a  knowledge- 
al)le  fan.  But  browsing  past  a 
photo  of  Brooklyn  Stars  pitch- 
er Candy  Cummings,  I  learned 


Microsoft  doesn't  offer 
everj^hing  on  this  nitpicker's 
wish  list.  I  wanted  a  list  of 
trades  under  each  player's 
stats.  And  the  disk  doesn't  in- 
clude the  kind  of  search  func- 
tions that  would  quickly  set- 
tle baiToom  arguments. 

Creative  Multimedia's  Total 
Baseball  ($30,  Macintosh  and 
MS-DOS)  does  offer  search 
capabilities,  and 


SURVIVAL  KITS:  VOYAGER'S 
BASEBALL'S  GREATEST  HITS  AND 
MICROSOFT'S  COiMPLETE 
BASEBALL  ARE  ENGROSSING 

kind  to  e.xploit  multimedia. 
Fine,  subtle  touches  include 
random  sound  bites  and  an 
opening  menu  of  baseball  card- 
like buttons:  Clicking  on  Al- 
manac lets  you  access  a  sea- 
son-by-season summary  dating 
back  to  1901.  By  choosing 
Players,  you  can  call  up  stats 
on  everyone  who  i)erfonned  in 
the  majors.  Chronicle  covers 
such  subjects  as  African  Amer- 
icans in  baseball  and  collect- 
ing. Other  choices  let  junkies 
peruse  team  histories  or  try 
trivia.  Microsoft  has  set  up  an 
on-line  link  that  lets  people 
with  a  modem  dial  up  sum- 
maries and  box  scores,  though 
much  of  what's  there  is  avail- 


that  he  was  credited  with  in- 
venting the  curveball.  Cross- 
linked  text  makes  it  simple  to 
jump  among  topics.  When 
reading  about  home-run  king 
Hank  Aaron,  you  can  click  on 
the  name  of  previous  record 
holder.  Babe  Ruth,  to  move  to 
the  Bambino's  biography. 

Included  among  the  dozen 
videos  are  Toronto  Blue  .Jay 
J(je  Carter's  World  Series- 
winning  home  run  against  the 
Philadelphia  Phillies  last  fall 
and  Pittsburgh  Pirate  Bill 
Mazeroski's  1960  Series-win- 
ning blast  against  the  New 
York  Yankees.  I  enjoyed  foot- 
age of  Pete  Gray,  the  one- 
armed  outfielder  of  the  St. 
Louis  Browns,  and  New  York 
Giant  Bobby  Thomson's  1951 
shot-heard-round-the-world. 


as  a  reference  work  with  2,300 
pages  of  statistics  and  articles, 
it'll  provide  grist  for  diehards. 
Like  Microsoft's  product.  Total 
Baseball  includes  stats  on  eve- 
ry player  to  don  big-league 
duds.  But  the  nongraphical 
screens  won't  satisfy  multime- 
dia snobs,  and  there's  no  hy- 


Worth  Noting 


■  SAFE  HARBOR.  Money  mar- 
ket funds  offer  safety,  lirjuid- 
ity,  and  a  current  yield  of 
nearly  4%.  Learn  more  by  or- 
dering Money  Market  Mutual 
Funds,  a  free  12-page  bro- 
chure from  Investment  Com- 
pany Institute,  P.  0.  Box 
27850,  Washington,  D.  C. 
20038-7850. 


balkg  Idjo 


perlinked  text  that  lets 
scamper  to  a  related  topic! 

Total  Baseball  doesn't  incl 
videos,  and  its  audio  clips 
riddled  with  inappropriate  | 
tures.  For  example,  you 
hear  Chris  Chambliss'  1| 
homer  against  the  Kansas  (' 
Royals  that  propelled 
Yanks  into  the  Series.  But 
accompanying  photo  sh( 
Chambliss  in  a  Cleveland 
dians  uniform. 
MYSTERY  REMAINS.  Voyag 
Baseball's  Greatest  Hit. 
Mac  and  Windows 
an    encyclopedic  appro^f^ 
Ihere  are  stats  on  many— fcoi 
not  all— players.  The  lat 

version,  available  in  Sept  

ber,  does  a  splendid  job  of 
creating  the  game's  gl(  IM 
Sportscaster  Mel  Allen  { 
vides  commentary,  and  f 

can  read  accounts  of  plaj 
and  events  from  scri 
such  as  Red  Smith 
Grantland  Rice.  As 
Complete  Baseball,  a  ti 
game  is  included. 
Where  the  disk  comes  al 

is  in  the  voices  of  Yogi  I  !5§. 

ra,  Ty  Cobb,  Casey  Sten 

and  other  Hall  of  Famfi 
The  videos  are  also  imp: 
sive.  As  a  Mets  fan,  I  gr 
tated  toward  Tommie  Ag 
great  catches  in  the  '69  W 
Series  and  the  ball  crawj^Tj. 
through  the  legs  of  BosW 
Red  Sox  first  baseman 
Buckner  in  the  Fall  Classi 
'86.  The  best  gem  may  be 
home-movie  footage  of  Rujlllll 
controversial  "called  shot' 
Wrigley  Field  diu'ing  the 
Series.  Although  the  Babe 
pears  to  be  pointing  at 
spot  where  he  homered  a 
ment  later,  even  the  comp' 
can't  conclusively  settle 
of  baseball's  most  lingei 
mysteries.  Edward 


ail 


■  CYBER  QUOTES.  Internet, 
ers  can  keep  up  with  tl 
stocks,  mutual  funds,  and 
er  holdings.  Those  registe: 


litoi 


with  Quote.Com  (800  261-'jf5!iv 
or  E-mail  to  info@quote.c 
can  get  five  free  quotes  a 
For  $9.95  a  month,  inves' 
get  up  to  100  daily  quotes 
a  close-of-trading  E-mail 
port  on  up  to  50  investme 
Quotes  from  the  exchar 
are  delayed  by  15  minute. 
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i  9DUCTION 

je  from  last  week:  0.4% 
je  from  last  year;  5.0% 


1967=100  {four-week  moving  average) 


LEADING 

Chonge  from  las^  week:  0.5% 
Change  from  lost  year:  8.5% 


Aug.  6 
197.0 


Aug.  6 
242.6 


July  30 
196.3r 


Aug 
1993 


Dec. 
1993 


Apr. 
1994 


Aug 
1994 


242. 
236. 
230. 
224. 
218 


July  30 
2413r 


Aug. 
1993 


Dec 
1993 


Apr 
1994 


Aug. 
1994 


production  index  edged  up  slightly  during  fhe  week  ended  Aug.  6.  On  a 
nally  adjusted  basis,  output  levels  of  steel,  trucks,  electric  power,  crude-oil 
g,  paperboard,  and  paper  oil  increased.  Auto  production  was  down  sharply, 
umber  and  coal  output  and  rail-freight  traffic  declined  as  well.  Before 
3tion  of  the  four-week  moving  average,  the  index  dropped  to  198.7,  from  a 
I  199  reading  in  the  previous  week. 

BW  production  index  copyright  1994  by  McGraw-Hill  Inc 


The  leading  index  rose  during  the  week  ended  Aug.  6.  A  rally  in  the  financial 
markets  early  in  the  week  lifted  stock  prices  and  lowered  bond  yields,  both  positive 
signs  for  the  economy.  In  addition,  the  growth  in  real  estate  loans  rose,  but  growth 
rotes  for  materials  prices  and  M2  dropped.  Data  on  business  failures  were 
unavailable.  Before  calculation  of  the  four-week  moving  overage,  the  index  increased 
to  244  5,  from  242.7 

Leading  index  copyright  1 994  by  Center  for  International  Business  Cycle  Research 


DUaiON  IMDICATORS 


LEADING  INDICATORS 


Latest 
week 

Week 
ago 

%  Change 
year  ago 

8/13)  thous.  of  net  tons 

1,798 

1,795# 

-2.8 

(8/13)  units 

110,629 

102,398r# 

6.5 

S  (8/13)  units 

113,623 

1 13,343r# 

32.9 

1  IC  POWER  (8/13)  millions  of  kilowatt-hours 

67,332 

68,046# 

1.9 

-OIL  REFINING  (8/13)thous.  of  bbl./day 

14,388 

14,402# 

2.4 

•S/6]  thous.  of  net  tons 

19,539# 

19,925 

1 1.6 

iSOARD  (8/6)  thous.  of  tons 

920.3# 

883.3 

14.2 

(8/6)  thous.  of  tons 

837.0# 

827.0r 

3.8 

>R  (8/6)  millions  of  ft. 

481.9# 

504.5 

9.1 

REIGHT  (8/6)  billions  of  ton-miles 

23.5# 

24.1 

12.4 

I]  s:  American  Iron  &  Steel  Institute,  Ward's  Aufomotive  Reports,  Edison  Electric  Institute, 
l(|  in  Petroleum  Institute,  Energy  Dept.,  American  Paper  Institute,  WWPA',  SFPA^  Association 
icon  Railroads 


Latest 

Week 

%  Change 

week 

ago 

year  ago 

STOCK  PRICES  (8/l2)S&P500 

459.39 

459.70 

2.1 

CORPORATE  BOND  YIELD,  Aaa  (8/12) 

8.12% 

7.96% 

17.3 

INDUSTRIAL  MATERIALS  PRICES  (8/12) 

104.6 

104.6 

9.3 

BUSINESS  FAILURES  (8/5) 

NA 

298 

NA 

REAL  ESTATE  LOANS  (8/3)  billions 

$434.8 

$432.3 

4.9 

MONEY  SUPPLY,  M2  (8/1)  billions 


$3,566.4  $3,565.8r 


2.2 


INITIAL  CLAIMS,  UNEMPLOYMENT  (7/30)  thous. 


315 


329 


-6.0 


Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980=100),  Dun  &  Brad- 
street  (failures  of  large  companies),  Federol  Reserve,  Labor  Dept.  CIBCR  seasonally  adjusts  data 
on  business  foilures  ond  real  estate  loans 


MONTHLY  ECONOMIC  INDICATORS 


Latest 
week 


Week 
ago 


Year 
ago 


f  :SE  YEN  (8/17) 
iN  MARK  (8/17) 
i  H  POUND  (8/17) 


100 


101 


105 


1.56 


1.58 


1.69 


1.54 


1.54 


1.51 


1  FRANC  (8/17) 


5.34 


5.40 


5.87 


IAN  DOLLAR  (8/17) 


1,38 


1.37 


1.32 


FRANC  (8/17) 


1.31 


1.33 


1.49 


{H  PESO  (8/17)' 


3.399 


3.388 


3.108 


s:  Major  New  York  banks.  Currencies  expressed  in  units  per  U.S.  dollar,  except  for  British 
xpressed  in  dollars 


Change 
year  ago 


8/17)  $/troy  oz. 


CRAP  (8/16)  #1  heavy,  $/ton 


)!• 
?j 

i\  rUFFS  (8/16)  index,  1967=100 

Iji  <  (8/13)  </lb.  

Mim  (8/13)  C/lb. 

ill 

Hi 


377.200  378.300 


0.9 


134.50 


136.50 


19.6 


214.5 


212.3 


1.2 


112.4 


111.7 


24.9 


70.0 


70.0 


25.6 


(8/13)  #2  hard,  $/bu. 


3  59 


3.56 


9.1 


I  (8/1 3)  strict  low  middling  1-l/16in.,  C/lb.  71.07 


71.30 


35.0 


ii  London  Wednesday  final  setting,  Chicago  market,  Knight-Ridder  Commodity  Research 
Meta/s  Week,  Kansas  City  morket,  Memphis  market 


Latest 
month 

Month 
ago 

%  Change 
year  ago 

INDUSTRIAL  PRODUCTION  (July)  total  index 

117.2 

1 16.9r 

5.7 

CONSUMER  PRICE  INDEX  (July) 

148.6 

148.1 

2.8 

PRODUCER  PRICE  INDEX  (July)  finished  goods 

125.8 

125.2 

0.6 

RETAIL  SALES  (July)  billions 

SI  84.8 

$184.9r 

6.7 

Sources:  Federal  Reserve,  BLS,  Census  Bureau 

MONETARY  INDICATORS 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

MONEY  SUPPLY,  Ml  (8/1) 

$1,159.2 

$l,158.2r 

6.2 

BANKS'  BUSINESS  LOANS  (8/3) 

299.4 

298.2 

8.2 

FREE  RESERVES  (8/3) 

916r 

280r 

940.9 

NONFINANCIAL  COMMERCIAL  PAPER  (8/3) 

154.2 

149.6 

-3.1 

Sources:  Federal  Reserve  (in  billions,  except  for  free 
week  period  in  millions) 

reserves,  which 

are  expressed  for  o  two- 

MONEY  MARKET  RATES 

Latest 
week 

Week 
ago 

Year 
ago 

FEDERAL  FUNDS  (3/16) 

4.35% 

4.23% 

3.06% 

PRIME  (8/17) 

7.75 

7.25 

6.00 

COMMERCIAL  PAPER  3-MONTH  (8/17) 

4  91 

4.81 

3.17 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (8/17) 

4.86 

4.78 

3.13 

EURODOLLAR  3-MONTH  (8/12) 

4.76 

4.68 

3.13 

Sources:  Federal  Reserve,  First  Boston 


'oi  ata  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipment. 
'V;  srn  Wood  Products  Assn.    2  =  Southern  Forest  Products  Assn.     3  =  Free  market  value    NA= Not  available    r=revised    NM  =  Not  meaningful 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  fea- 
ture with  a  significant  reference  to  a  company.  Most 
subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


YOU'VE  JUST  MISSED  THE 
FIRST  SIGN  OF  BREAST 
CANCER  IF  YOU  DIDN'T  SEE 
THAT  SMALL  DOT  IN  THE 
UPPER  LEFT  HAND  CORNER. 
Because  it  can  start  that  small 
inside  your  breast.  That's  why  a 
yearly  mammogram  is  a  must, 
especially  if  you're  over  50. 
Doctors  agree  that  as  you  get 
older,  the  risk  of  breast  cancer  is 
higher.  But  with  early  detection, 
you  increase  your  chance  of  suc- 
cessful treatment.  Even  though 
you  may  have  missed  the  first 
sign  of  breast  cancer,  a  mammo- 
gram won't.  For  information, 
please  call  the  American  Cancer 
Society  at  1-800-ACS-2345. 

A  MAMMOGRAM. 
EARLY  DETECTION  IS  THE 
BEST  PROTECTION. 


AMERKW 


ABC  Development  43 
Acclaim  Entertdinment  35 
Adam  Opel  42 
Advanced  Micro 

Devices  83 
Advent  International  42 
American  Airlines  73 
American  Cyonamid  40, 

72 

American  Express  78 
American  Home 

Products  40,  72 
American  Insurance 

Group  43 
Ameritech  34 
Andersen  Consulting  73 
Anheuser-Busch  40 
Apple  Computer  28 
AST  Research  83 
AT&T  14 

Atlantis  Investment  71 
Aviotico  6 

B 


Bancplus  90 
Bank  of  America  14 
Bank  of  China  43 
Baring  Securities  43 
Bear  Stearns  50 
Bell  Atlantic  34 
BellSouth  34 
Birmingham  Steel  38 
Black  &  Decker  74 
Blue  Cross  &  Blue 
Shield  32 

Booz  Allen  &  Hamilton  46 
Brown  &  Co  68 


Capcom  35 
Capital  Research  & 

Management  72 
Caterpillar  42 
Charles  Schwab  68 
Chose  Manhattan  86 
Chemical  Bank  68 
Chrysler  73 
Chubb  Life  Insurance  71 
Columbia  TriStor  Home 

Video  34 

Compaq  Computer  40 
CompuServe  14 
Conrail  73 
Cooper  72 

Creative  Artists  Agency  34 
Creative  Multimedia  92 
Credit  Lyonnais  34 
CS  First  Boston  78 
Cyrix  83 

D 


Dataquest  83 

Dovis  Polk  &  Wardwell  70 

Dell  Computer  83 


Digital  Communications 

Associates  14 
Dillon  Read  74 
Directors  Mortgage 

Loon  90 
DMA  Design  35 
Duquesne  Light  38 

E 


Eli  Lilly  40 
Escogenetics  82 

F 


Fiat  42 

Fidelity  Brokerage 
Services  68 
Fidelity  Investments  68 
Finonciol  integration  90 
First  Data  78 
Ford  42,  96 
Forstmonn  Little  78 
Foundation  Health  71 
Fruit  of  the  Loom  74 
Furmon  Selz  36,  45,  72 

G 


Galactic  Resources  6 

GE  43,  74 

GEC  Plessey  42 

General  Dynamics  28 

Gillette  96 

Gloxo  Holdings  40 

GM  36,  42 

Goldman  Sochs  42,  43,  74 
Gucci  86 

H 


Hamilton  Beoch/Proctor- 
Silex  74 

Hamilton  Financial  90 
Hasbro  40 
Heolthsource  71 
Hercules  70 
Hewlett-Pockord  14 
HSH  Associates  90 
Humana  71 


IBM  14,  73 

Inland  Mortgage  90 
Intel  28,  70,  83 
Investcorp  86 

J 


Jock  White  68 
J.B.  Hunt  73 
Johnson  &  Johnson  8 
J.P  Morgan  68 
Julius  Boer  50 


Keycorp  90 
Kidder  Peabody  71 
KLM  42 
Kmart  40 


Ladenburg  Tholmonn  72 
Long  Term  Capitol 
Management  50 
Lotus  Development  14 
Louis  Nicoud  Associates  71 
LTV  38 

M 


McGraw-Hill  26 
Merck  72 

Mercury  Reseorch  83 
Merrill  Lynch  68 
MGM  34 

MicroDesign  Resources  83 
Microsoft  34,  92 
Mid  Atlantic  Medical 
Services  71 
Mobil  70 

Montgomery  Securities  83 
Morgan  Stanley  70 
Motorola  96 
Muriel  Siebert  68 

N 


Notional  Discount 
Brokers  68 
New  Valley  78 
Nintendo  35 
Norfolk  Southern  73 
Novell  14 
Nucor  38 
Number  One  72 
Nynex  34 

O 


Oppenheimer  72 
Oxford  Deep  Discount 
Brokerage  68 
Oxford  Health  Plans  71 


Pacific  Telesis  34 
Packard  Bell  28 
PoineWebber  20 
Panasonic  74 
Paradigm  Simulations  35 
Philip  Morris  36 
Philips  42 

PolyGram  Diversified 
Entertainment  40 
Presley  28 

Prudential  Securities  83 


Salomon  Brothers 

50,  61,  78 
Samsung  Heavy 

Industries  38 
Santo  Fe  Pacific  73 
Saturn  36 
Securities  Data  70 
Sega  Enterprises  35 
SGS-Thomson  83 
Sherlock  71 
Sherwood  Group  68 
Silicon  Graphics  35 
Skylands  Pork 

Management  46 
Sony  Pictures 

Entertainment  34 
Southwestern  Bell  34 
Spartan  Securities  68 
Standard  Chartered 

Bonk  43 

Sunbeam-Oster  74 


ml' 
hi 


ilinl 
illdti 


2 

m 

Mill 

m 
:m 
m\ 


Teledyne  28 
Tenneco  4 
Texas  instruments  83 
Thinking  Machines  40  gujf 
Tiffany  86 
Time  Warner 

Entertainment  34 
Tippins  38 

T  Rowe  Price  Associates] 
TSP  38 

U 


Union  Pacific  73 

LJnited  Airlines  40 

United  Healthcare  71 

UroIAz  6 

U.S.  Healthcare  71 

U.S.  Steel  38 

U  S  West  34 

V 


m 


Veba  42 
Voyager  Software  92 
W 


Quick  &  Reilly  68 
R 


Rare  35 

Redwood  Microsystems  82 
Reed  Elsevier  42 
Robertson  Stephens  83 
Rockwell  International  42 
Ryan  Aeronautical  28 
Rylond  Group  74 


Saint-Gobain  42 
Saks  Fifth  Avenue  86 


Walt  Disney  34 
Warner-Lambert  72 
Washington  Discount 

Brokerage  68 
Woterhouse  Securities 
Welbilt  74 
Wells  Forgo  Bank  71 
Western  Blue  Chip 

Economic  Forecast  28 
Western  Union  Financla 

Services  78 
Whittle  Communication: 
Wing  Group  43 
WMX  Technologies  70 
Wolff  &  Samson  46 
WorldCloss  Processing 

X 


I!! 


Xerox  71 
Y 


Yankee  Group  34 
Z 


Zenith  Data  Systems  ft 
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ENTARY 

eral  Reserve  boosted  short- 
srest  rotes  on  Aug.  1 6, 
0  roily  in  the  bond  market, 
were  pleased  by  the  deci- 
like  the  federal  funds  rate 
3  percentage  point,  in  the 
it  the  Fed  was  determined 
inflation  in  check.  After  the 

OS  announced,  yields  of 
Treasuries  fell  from  7.50% 
'o.  The  Fed's  action  was  ap- 
d  by  the  stock  market  as 
d  the  Dow  Jones  industrial 

climbed  24  points.  The 

II  during  the  week. 


STOCKS 

Aug       Feb.      Aug.    Aug  11-17 


BONDS 

Aug.      Feb       Aug.    Aug  11-17 


^  465  17  1600 


1-week  change 
■H.1% 


-450  1300 


52-week  change 
-12.3% 


1-week  change 
+0.7% 


THE  DOLIAR 

Aug.      Feb       Aug      Aug  10-17 


t1410 
1403.7'. 


52-week  change 
- 1.9% 


1 -week  change 
-0.5% 


KET  ANAIYSIS 


I  change 


OCKS 

Latest 

Week 

52-week 

FUNDAMENTALS 

Latest 

Week  ago 

Year  ago 

NES  INDUSTRIALS 
COMPANIES  (S&P  MldCop  Index) 
OMPANIES  (Russell  2000) 
PANIES  (Russell  3000) 

3776.5 
174.6 
249.3 
267.1 

0.3 
1.1 
1.2 
1.1 

4.8 
13 

2.7 
1.4 

90-DAY  TREASURY  BILL  YIELD 
30-YEAR  TREASURY  BOND  YIELD 
S&P  500  DIVIDEND  YIELD 
S&P  500  PRICE/EARNINGS  RATIO 

4.68% 
7.39% 
2.73% 
18  6 

4.43% 
7.57% 
2.77% 
18.7 

3.04% 
6.26% 
2.77% 
23.5 

iH  STOCKS 

Latest 

%  change  (local  currency) 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

If  ecu 

S&P  500  200-day  moving  average 
Stocks  above  200-day  moving  overage 
Speculative  sentiment:  Put/call  ratio 
Insider  sentiment:  Vickers  sell/buy  ratio 

460.3 
37.0% 
0.39 
0.94 

460.4 

37.0%r 

0.41 

0.97 

Positive 
Positive 
Neutral 
Positive 

(FINANCIAL  TIMES  100)  31903 
NIKKEI  INDEX)  20,824.6 
)  (TSE  COMPOSITE)  4205.3 

0.7 
0.3 
0.0 

3.8 
0.2 
3.3 

USTRY  GROUPS 

■     '  '  \  : 

BLOOMBERG  FINANCIAL  MARKETS,  BRIDGE  INFORMATION  SYSTEMS  INC 

ONTH  LEADERS 

% 

1 -month 

change 

1 2-nionth 

Strongest  stock  in  group 

% 

I -month 

change 

12-month 

Price 

UMENTATION 

13.9 

15.2 

HEWLEn-PACKARD 

15.3 

16  6 

87% 

nUNICATIONS  EQUIPMENT 

13.7 

10.1 

NORTHERN  TELECOM 

17.6 

48.7 

35  Va 

> 

12.1 

26.0 

REEBOK  INTERNATIONAL 

19.3 

53.2 

36% 

UTER  SYSTEMS 

12.1 

39.5 

APPLE  COMPUTER 

23.0 

26.9 

34y4 

SIFIED  HEALTH  CARE 

11.7 

19.3 

AMERICAN  CYANAMID 

58.9 

105.6 

93% 

ONTH  LAGGARDS 

%  change 
1 -month  12-nionth 

Weakest  stock  in  group 

%  change 
1 -month  12-month 

Price 

URANTS 

-10.3 

-4.6 

MCDONALD'S 

-1 1.5 

-2.6 

26 

ND  GAS  DRILLING 

-9.6 

-20.9 

ROWAN 

-13.7 

-17.1 

7% 

'ELL  EQUIPMENT  AND  SERVICES 

-7.4 

-14.2 

HALLIBURTON 

-14.1 

-25.2 

29% 

m 

-6.7 

-15.8 

AMR 

-9.6 

-14.0 

56 'A 

ISHINGS  AND  APPLIANCES 

-5.9 

-4.9 

ARMSTRONG  WORLD  INDUSTRIES 

-8.4 

26.5 

47% 

UAL  FUHDS 


k  total  return 


% 


AAM  EMERGING  MARKETS  12  8 

TY  LATIN  AMERICA  113 

RES  LATIN  AMERICAN  VALUE  il  l 

total  return  % 
IAN  STANLEY  INSTL.  EMERG.  MARKETS  50  6 

:0  EMERGING  MARKETS  INSTL.  50  3 

)ER  LATIN  AMERICA  49  3 


LAGGARDS 

Four-week  total  return 


MONITREND  GOLD  -8  5 

STATE  STREET  RESEARCH  GLOBAL  ENERGY  D  -5  9 

INVESCO  STRATEGIC  ENERGY  -5  0 

52-weefc  total  return  % 

MONITREND  GOLD  -44  4 

KEYSTONE  AMERICA  HARTWELL  EMERG.  GR.  B  -25  3 

STEADMAN  OCEANOGRAPHIC  TECHNOLOGY  -24  1 


S&P  500 
4-week  total  return 


MORNINGSTAR  INC. 

HHI   Average  fund 
52-week  totol  return 


TIVE  PORTFOLIOS 


mounts 
I  nt  the  present 

$10,000 
S  I  one  year  ago 

portfolio 

ges  indicate 
J  total  returns 


Foreign  stocks 
$11776 

+0.11% 


U.S. slocks 
$10,553 

+1.55% 


nil 


Money  market  fund 
$10,202 

+0.05% 


Gold 
$10,070 

-0.62% 


DRI/McGRAW-HILL 


Treasury  bonds 
$9,561 

+0.85% 


1  this  paqe  ore  as  of  market  close  WecJnesday,  Aug.  17,  1994,  unless  otherwise  incJicated. 
oups  inckjde  S/^P  500  companies  only,  performance  and  shore  prices  are  as  of  market  close 


Aug  16.  Mutuol  fund  returns  ore  as  of  Aug.  12.  Relative  portfolios  are  valued  as  of  Aug,  16,  A  more 
detailed  explanation  of  this  page  is  ovoilable  on  request,  r  =  revised 
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TAKE  THE  POISON  OUT 
OF  WASHINGTON'S  AIR 


DON'T  MUDDY  THE  WATERS 
OF  FREE  TRADE  

Zero  green,  zero  blue.  Sound  like  the  score  of  a  foot- 
ball game?  Actually  it's  the  Clinton  Administration 
whispering  to  the  U.  S.  business  community  that  it 
will  delete  environmental  and  labor  standards  from  the  ena- 
bling legislation  on  the  latest  round  of  gatt,  the  General 
Agreement  on  Tariffs  &  Trade.  The  Administration  should 
follow  through  in  Congress.  It  would  do  right  to  keep  free 
trade  free  of  entangling  social  and  political  issues. 
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The  same  bizarre  coalition  of  Sierra  Clubbers,  Naderite 
and  isolationists  that  nearly  killed  NAFTA  did  succeed  in  se 
ting  a  dangerous  precedent.  For  the  first  time,  they  injecte 
labor  and  environmental  issues  into  trade  negotiations.  No\ 
they  are  hoping  to  repeat  their  success  with  GATT. 

These  GATT-bashers,  of  course,  believe  that  open  trac 
threatens  U.  S.  living  standards.  Some  even  see  a  foreign  co 
spiracy  that  undermines  U.  S.  laws  and  safeguards  on  foe 
safety  and  environmental  protection.  They  warn  that  the  ne 
World  Trade  Organization,  created  by  GATT,  will  force  tl 
U.  S.  to  lower  its  consumer  and  worker  standards. 

This  is  simple  hogwash.  It's  not  that  labor  and  environme 
tal  issues  are  unimportant.  In  an  economically  integratt 
world,  there  is  a  real  danger  that  the  high  living  standards 
the  U.  S.,  Europe,  and  Japan  can  be  dragged  down  as  thf 
compete  against  such  up-and-comers  as  China  and  India, 
low-wage  labor  pool  is  a  market  advantage. 

But  the  competitive  answer  is  not  to  try  to  force  U.  S.  1 
bor  and  environmental  standards  down  the  throats  of  Lat 
Americans  and  Asians.  India,  the  largest  market  democrai 
in  the  world,  has  correctly  objected  to  this  attempt  in  GA' 
as  a  form  of  American  protectionism.  It  believes  the  U. 
may  punish  it  for  its  low-wage  competitive  advantage. 

The  best  U.  S.  response  to  the  changing  world  econon 
lies  in  industry  and  workers  moving  up  the  value-addi 
scale.  That  calls  for  better  products  made  by  more  high 
skilled  employees.  Growth  is  the  only  real  answer  to  tl 
problems  of  both  the  high-wage  and  low-wage  countries.  It 
only  in  the  context  of  high  growth  that  the  problems  of  i 
come  and  environment  find  a  solution. 


DESIGNING 

A  DESIGN  COUNCIL 

The  last  thing  the  U.  S.  needs  is  another  federal  t 
reaucracy,  but  a  current  proposal  in  Congress  to  esfe 
lish  a  U.  S.  Design  Council  has  merit.  If  done  righl 
placed  within  the  Commerce  Dept.,  with  a  very  small  st; 
focused  solely  on  improving  American  products— a  coun 
promoting  industrial  design  excellence  makes  sense. 

Washington  already  encourages  engineering,  science,  ai 
advanced  manufacturing.  What  it  doesn't  do  is  help  comi 
nies  combine  these  elements  to  come  up  with  marketal 
products  that  consumers  crave.  Industrial  design  does  ji 
that,  focusing  on  user  needs  and  preferences. 

As  Ford  discovered  with  the  Taurus,  Gillette  with  t 
Sensor  razor,  and  Motorola  with  the  MicroTac  cellular  phoi 
industrial  design  has  tremendous  marketplace  clout.  Comi 
nies  that  combine  industrial  designers,  engineers,  and  mark 
ing  people  on  their  product-development  teams  are  amo 
the  most  competitive  in  the  world.        j6  6  8  ^ 

The  Commerce  Dept.  has  initiatives  to  transfer  technolo 
from  government  and  private  labs  to  small  and  midsize  co 
panies.  Adding  an  industrial  design  component  to  these  pi 
grams  would  be  the  most  effective  way  of  getting  the  po 
er  of  design  to  those  most  in  need  of  it.  A  U.  S.  Desi 
Council  limited  to  championing  that  effort  is  a  good  idea. 


Partisanship  is  hardly  new  to  American  politics.  The 
Federalists  and  the  Anti-Federalists  were  at  one 
another's  throats  even  before  the  Constitution  was 
signed,  while  the  Democrats  and  Whigs  fought  bitterly 
throughout  the  early  1800s.  But  rarely  in  the  two  centuries- 
plus  of  this  nation's  history  has  the  level  of  acrimony  be- 
tween political  parties  reached  such  poisonous  heights  as  it 
has  today.  Not  only  does  it  imperil  critical  legislation,  from 
health-care  reform  to  the  crime  bill,  but  it  also  undermines 
the  public's  confidence  in  the  ability  of  any  party  to  actually 
govern.  This  is  dangerous  indeed. 

"Who  started  it?"  isn't  really  the  point,  though  Demo- 
crats who  complain  about  GOP  intransigence  today  should  re- 
call their  own  ideological  attack  on  Supreme  Court  nominee 
Robert  H.  Bork  during  the  Reagan  Administration.  He  was 
eminently  quaHfied  but  his  penchant  for  the  politically  incor- 
rect ignited  a  vicious,  partisan  battle  in  the  Senate. 

Republicans  have  responded  in  kind  by  savaging  such 
Clinton  nominees  as  Lani  Guinier  and  by  going  after  the 
President  himself.  The  allegation  that  Clinton  was  involved  in 
any  criminality  in  his  Whitewater  investment  has  been  thin 
gruel  from  the  beginning,  yet  Republicans  hounded  him  un- 
til an  independent  counsel  was  appointed.  Now  the  role  of 
the  independent  counsel  has  itself  become  a  partisan  football. 

This  rise  in  partisanship  has,  of  course,  much  to  do  with 
the  impending  November  elections.  Take  crime  prevention, 
desperately  desired  by  the  public.  The  anticrime  bill  is  in  the 
obvious  interest  of  incumbents  of  both  parties,  and  the  com- 
promises needed  to  pass  the  bill  should  have  been  made 
easily.  Instead,  a  political  firelight  stalled  the  measure,  and 
only  last-minute  damage  control  gives  it  a  chance  of  passage. 

But  more  fundamental  forces  may  also  be  at  work.  The 
end  of  the  cold  war  has  taken  away  an  enemy  that  often  act- 
ed to  force  political  groups  to  compromise  their  selfish  inter- 
ests for  the  good  of  the  country.  Now,  the  pressures  of  patri- 
otism are  no  foil  to  the  politics  of  self-interest. 

Debate  is  fine.  But  the  partisan  excesses  must  end.  There 
is  no  way  to  govern  this  complex  nation  effectively  until  ci- 
vility returns  to  Washington. 
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